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FOREWORD 


The Federal Power Act was originally enacted as the Federal Water 
Power Act, approved June 10, 1920 (41 Stat. 1063, 16 U.S.C. 791-823). 
The Federal Power Commission was reorganized January 1, 1931, as 
an independent Commission under the act approved June 23, 1930 
(46 Stat. 797). By title II of the Public Utility Act of 1935, approved 
August 26, 1935 (49 Stat. 838), the original Federal Water Power Act 
was made part I of the ‘‘Federal Power Act” and parts II and III were 
added. The Federal Power Act was amended May 28, 1948 (62 Stat. 
275), August 7, 1953 (67 Stat. 461), August 15, 1953 (67 Stat. 587), 
June 4, 1956 (70 Stat. 226), and August 28, 1958 (72 Stat. 941 at 947). 
The Commission also administers the Natural Gas Act, approved 
June 21, 1938 (52 Stat. 821, 15 U.S.C. 717-717w), as amended Febru- 
ary 7, 1942 (56 Stat. 83, 15 U.S.C. 717f), July 25, 1947 (61 Stat. 459, 
15 U.S.C. 717f), March 27, 1954 (68 Stat. 36, 15 U.S.C. 717(c)), and 
August 28, 1958 (72 Stat. 941 at 947; 15 U.S.C. 717r), and has certain 
duties under the Tennessee Valley Authority Act, approved May 18, 
1933 (48 Stat. 1075), and amendments thereto; the Bonneville Act, 
approved August 20, 1937 (50 Stat. 731); the Fort Peck Act, approved 
May 18, 1938 (52 Stat. 403); and under various Flood Control and 
River and Harbor Acts (notably the Flood Control Act of 1944, 
approved December 22, 1944 (58 Stat. 887)), and other statutes, as 
well as Executive Orders. 

This volume, the twenty-second of a series, contains all the formal 
opinions and accompanying orders of the Federal Power Commission 
rendered July 1, 1959, to December 31, 1959, inclusive. In addition 
to the formal opinions, there have been included intermediate de- 
cisions which have become final and selected orders of the Commission 
issued during such period. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TOMAHAWK POWER COMPANY, PROJECT NO. 2239 


ORDER ISSUING LICENSE (MAJOR) 
(Issued July 1, 1959) 


Application was filed December 23, 1957, by Tomahawk Power Company of 
Tomahawk, Wisconsin (Applicant), for a license under Section 4 (e) of the 
Federal Power Act (hereinafter referred to as the Act) for constructed major 
Project No. 2239 located on the Wisconsin River, a navigable water of the 
United States in Lincoln County, Wisconsin. 

The project was constructed about 1910. The construction at that time con- 
sisted of the Kings Dam and three units supplying mechanical energy directly 
to wood pulp grinders of the Tomahawk Pulp Company. In 1950 a small 
generating unit, that supplies electrical energy solely to the pulp mill, was 
added to the project. The total capacity of the plant is 3,464 horsepower. 
None of the energy is used for public utility purposes. 

The application was filed pursuant to the Commission’s letter to the Appli- 
cant, dated April 25, 1946, in Docket No. IT-5501, requesting that Applicant 
apply for a license for the project in view of the decision of the Circuit Court 
of Appeals for the Seventh Circuit in Wisconsin Public Service Corporation v. 
Federal Power Commission, 147 F. 2d 743, certiorari denied by the Supreme 
Court of the United States, 325 U. S. 880, affirming the Commission’s opinion 
and order in the Tomahawk case, decided July 30, 1943, 3 F.P.C. 495, and 
finding therein that the Wisconsin River is navigable throughout its entire 
length. 

The Assistant Chief of Civil Works, Corps of Engineers, Department of the 
Army, in reporting on the application, stated that the plans of the structures 
affecting navigation have been approved and recommended that certain pro- 
visions to safeguard navigation be included in the license, as hereinafter 
provided. 

An Assistant Secretary of the Interior, in reporting on the application, stated 
that the reservoir of the project is being operated in a satisfactory manner 
and no specific measures are recommended for inclusion in any license issued. 
However, request was made that the standard public access provisions and two 
general provisions for the protection of fish and wildlife be included in the 
license, as hereinafter substantially provided. 

The Public Service Commission of Wisconsin, in reporting on the application, 
stated that the State of Wisconsin withholds any objection to the issuance of 
a license for the project provided that the terms and conditions of the license 
do not adversely affect the interests of the State of Wisconsin. 


The Commission finds: 


(1) The project is located upon a navigable waterway of the United States. 

(2) The constructed project consists of: 

(a) All lands constituting the project area and inclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interests therein are owned or held by the Licensee or by the United 


1 








2 FEDERAL POWER COMMISSION 


States; such project area and project boundary being more specifically shown 
and described by certain exhibits which formed part of the application for 
license and which are designated and described as follows: 

Exhibit J and K: (FPC No. 2239 -1) Map in one sheet showing project lands 
and project boundary. 

(b) All project works consisting of: 

A concrete gated spillway and powerhouse intake section; earth embank- 
ments on either side of the concrete section; a small reservoir with an area 
of about 2000 acres at normal water surface elevation of 1457.4 feet; a power- 
house containing 2 — 1035 horsepower horizontal turbines and one 974 horse- 
power horizontal turbine connected to wood pulp grinders and one 420 horse- 
power vertical turbine connected to a 312 kva generator; and appurtenant 
mechanical and electrical equipment; the location, nature, and character of 
which are more specifically shown and described by the exhibits hereinbefore 
cited and by certain other exhibits which also formed part of the application 
for license and which are designated and described as follows: 

Ecvhibit L: Sheet one (FPC No. 2239-2) General Plan and Sections; Sheet 
two (FPC No. 2239 -3) Upper and Lower Decks of Powerhouse; Sheet three 
(FPC No. 2239 -4) Sections and Details. 

Exhibit M: Two typewritten sheets giving general description and specifica- 
tions of appurtenant electrical and mechanical equipment, filed with the Com- 
mission December 23, 1957. 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as a part of the project 
is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the main- 
tenance or operation of the project. 

(3) There is no substation or transmission line which should be included in 
the license. 

(4) The applicant is a corporation organized and existing under the laws 
of the State of Wisconsin and has submitted satisfactory evidence of compli- 
ance with the requirements of all applicable State laws insofar as necessary 
to effect the purposes of a license for the project. 

(5) No conflicting application is before the Commission. Public notice of 
the application has been given as required by the Act. No protests have been 
received. 

(6) The project does not affect any Government dam, nor will the issuance 
of a license for the project, as hereinafter provided, affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 

(7) The project is best adapted to a comprehensive plan for improving or 
developing a waterway or waterways for the use or benefit of interstate or 
foreign commerce, for the improvement and utilization of water-power devel- 
opment, and for other beneficial public uses, including recreational purposes. 

(8) The amount of annual charges to be paid under the license for the 
purposes of reimbursing the United States for the costs of administration of 
Part I of the Act is reasonable as hereinafter fixed and specified. 

(9) The installed horsepower capacity of the project hereinafter authorized 
for the purpose of computing the capacity component of the administrative 
annual charge is 3,500 horsepower, and the energy generated by this constructed 
project is used solely in pulp mill of the Tomahawk Pulp Company. 
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(10) The exhibits designated and described in finding (2) above conform 
with the Commission’s rules and regulations and should be approved as part of 
the license for the project. 

The Commission orders: 

(A) This license is issued to Tomahawk Power Company under Section 
4(e) of the Act for a period of fifty years, effective August 1, 1943, for the 
operation and maintenance of Project No. 2239 located on the Wisconsin River, 
navigable waters of the United States, subject to the terms and conditions of 
the Act which is incorporated by reference as part of this license, and subject 
to such rules and regulations as the Commission has issued or prescribed under 
the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in 
Form L-3 (December 15, 1953) entitled “Terms and Conditions of License for 
Constructed Major Project Affecting Navigable Waters of the United States” 
(17 FPC 385-389) which terms and conditions (described as Articles 1 through 
17) are attached hereto and made a part hereof, except for the last sentence of 
Article 11; and subject to the following special condition set forth herein as 
additional articles: 

Article 18. The Licensee shall pay to the United States an annual charge of 
$360.00 for the purpose of reimbursing the United States for the costs of 
administration of Part I of the Act. 

Article 19. The Licensee shall cooperate with the Bureau of Sport Fisheries 
and Wildlife of the U. S. Fish and Wildlife Service and the Wisconsin Con- 
servation Department in the development of plans for the improvement and 
protection of the fishery and wildlife resources involved. 

Article 20. The Licensee shall, for the protection of navigation, construct, 
maintain and operate at its own expense such lights and other signals on fixed 
project structures in or over navigable waters of the United States as may be 
directed by the Secretary of the Department in which the Coast Guard is 
operating. 

(C) The exhibits described in finding (2) above are approved as part of this 
license. 

(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act, and failure to file such an application shall con- 
stitute acceptance of this license. In acknowledgment of the acceptance of 
this license, it shall be signed for the Licensee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


WEST TEXAS UTILITIES COMPANY, COMPANIA DE LUZ Y FUERZA 
DE OJINAGA, S. A., DOCKET NO. E-6489 


ORDER AUTHORIZING TRANSMISSION OF ELECTRIC ENERGY TO 
MEXICO AND SUPERSEDING PREVIOUS AUTHORIZATION 


(Issued July 2, 1959) 


West Texas Utilities Company (West Texas), incorporated under the laws 
of the State of Texas, with its principal place of business at Abilene, Texas, 
filed an application on May 1, 1958, as supplemented May 27, 1958, requesting 
authorization, pursuant to Section 202 (e) of the Federal Power Act, to 
transmit electric energy from the United States to Mexico in an amount not 
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to exceed 4,000,000 kwh per year at a maximum transmission rate of 500 kw. 
The authorization requested above would supersede that previously granted by 
the Commission’s order issued July 27, 1953, in the above-entitled docket. On 
June 10, 1958, Compania de Luz y Fuerza de Ojinaga, 8. A. (Luz y Fuerza), 
a corporate entity existing under the laws of the Republic of Mexico and 
successor corporation to Compania Electrica Ojinaga, S. A. (Compania Elec- 
trica), with its principal place of business at Ojinaga, Chihuahua, Mexico, 
filed a joinder in the subject application. 

West Texas will transmit the electric energy over its transmission lines in 
Texas to a point on the Texas side of the Rio Grande River opposite Ojinaga, 
Mexico, from which Luz y Fuerza will transmit such energy to the international 
boundary between the United States and Mexico over the facilities which 
Compania Electrica is now authorized to operate as permittee under its Presi- 
dential Permit signed by the President of the United States on August 26, 1941. 
Luz y Fuerza, as Compania Electrica’s successor, has applied concurrently for 
authorization to operate and maintain such facilities by an Amendment of the 
aforesaid Presidential Permit in Docket No. IT-5657. 

By the previously-mentioned order, West Texas and Luz y Fuerza were 
authorized to transmit from the United States to Mexico electric energy in an 
amount not exceeding 1,500,000 kwh per year at a rate of not in excess of 
250 kw. According to the application, this present authorization is not adequate 
to meet the present and anticipated electric energy requirements of Luz y 
Fuerza. 

The electric energy hereinafter authorized to be transmitted will be sold in 
accordance with the terms of a contract between West Texas and Luz y Fuerza, 
dated February 10, 1953, as supplemented April 23, 1958, to provide that such 
energy may be furnished at any rate of supply desired by Luz y Fuerza up toa 
maximum contract load of 500 kw. 

Written notice of the application has been given to the Railroad Commission 
of Texas and to the Governor of that State. Notice of the application has also 
been given by publication in the Federal Register on May 22, 1958 (23 F. R. 
3557), stating that any person desiring to be heard or to make any protest 
with reference to the application should, on or before June 6, 1958, file with 
the Federal Power Commission, Washington 25, D. C., a petition or protest in 
accordance with the Commission’s Rules of Practice and Procedure. No 
protest or petition or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


The proposed transmission of electric energy from the United States to 
Mexico as limited herein and as hereinafter authorized will not impair the 
sufficiency of electric supply within the United States and will not impede, or 
tend to impede, the coordination in the public interest of facilities subject to 
the jurisdiction of the Commission. 


The Commission orders: 


(A) The Applicants are authorized to transmit electric energy from the 
United States to Mexico in accordance with the terms and conditions set forth 
in the application and subject to the provisions of this order. 

(B) The electric energy which the Applicants are hereby authorized to 
transmit from the United States to Mexico shall be in an amount not in excess 
of 4,000,000 kwh per year at a transmission rate not to exceed 500 kw; the 
energy to be transmitted over the facilities specified in the Presidential Permit 
signed by the President of the United States on August 26, 1941, as amended 
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by the Amendment thereto, signed by the Chairman of the Federal Power 
Commission on November 10, 1958, Docket No. IT-5657. 

(C) The authorization herein granted may be modified from time to time 
or terminated by further order of the Commission, but in no event shall such 
authorization extend beyond the date of termination or expiration of the 
Presidential Permit, as amended, referred to in Paragraph (B) above. 

(D) The Applicants shall conduct all operations pursuant to the authoriza- 
tion herein granted in accordance with the provisions of the Federal Power 
Act and pertinent rules, regulations or orders issued by the Commission. 

(E) West Texas shall provide for the installation and maintenance of 
adequate metering equipment to measure the flow of all energy transmitted 
from the United States to Mexico pursuant to the authority herein granted; 
and shall make, keep and preserve full and complete records with respect to 
the movement of such energy; and shall furnish, in triplicate, with respect 
to such transmission of electric energy, reports annually on or before Feb1aary 
15, showing the kw hours delivered, the maximum kw of transmission, and the 
consideration received therefor during each month of the preceding calendar 
year. 

(F) This authorization to transmit electric energy from the United States 
to Mexico shall not be transferable or assignable, but in the event of the 
involuntary transfer of the facilities used fur such transmission by operation 
of law (including such transfers to receivers, trustees, or purchasers under 
foreclosure or judicial sale) said authorization shall continue in effect tempo- 
rarily for a reasonable time thereafter, pending the making of an application 
for permanent authorization and decision thereon, provided notice is promptly 
given in writing to the Commission accompanied by a statement that the 
physical facts relating to sufficiency of supply, rates, and nature of use remain 
substantially the same as before the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State, State regulatory commission, or the Republic of Mexico for the exercise 
of any lawful authority vested in the State, State regulatory commission, or 
the Republic of Mexico over the Applicants. 

(H) This authorization is without prejudice to the authority of this Com- 
mission, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission, or any other regu- 
latory body, and nothing herein shall be construed as an acquiescence by this 
Commission in any estimate or determination of cost or any valuation of 
property claimed or asserted. 

(I) Nothing in this order shall be deemed to constitute authorization or 
approval of any transmission of energy by means of the facilities (covered by 
the aforesaid Presidential Permit and Amendment) by which the exportation 
herein authorized is accomplished by anyone other than the party designated 
in such duly issued Permit or Amendment. 

(J) Concurrently with the issuance of this order, the Amendment, signed 
by the Chairman of the Federal Power Commission on November 10, 1958, to 
the Presidential Permit signed by the President of the United States on 
August 26, 1941, all as referred to in Paragraph (B) above, shall be issued and 
a copy thereof transmitted by the Secretary to Luz y Fuerza. 

(K) The authorization herein granted shall supersede that heretofore 
granted by the aforementioned order of the Commission issued July 27, 1953, 
in the above docket. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


BLUE RIDGE ELECTRIC MEMBERSHIP CORPORATION, 
PROJECT NO. 2254 


ORDER ISSUING PRELIMINARY PERMIT 
(Issued July 6, 1959) 


Application was filed November 19, 1958, and amended January 9, 1959, by 
Blue Ridge Electric Membership Corporation (Applicant), of Lenoir, North 
Carolina, for a preliminary permit under Section 4 (f) of the Federal Power 
Act for proposed Project No. 2254, to be located on the Yadkin River near 
North Wilkesboro in Wilkes County, North Carolina, affecting a Government 
dam and lands of the United States under the control of the Corps of Engi- 
neers, Department of the Army. 

As described in the application, the proposed project will consist of an intake 
and penstock worked into the Corps of Engineers’ Wilkesboro Project to utilize 
the flood and regulated flow releases from the reservoir; a powerhouse down- 
stream and apart from the dam, containing a single 1,800 horsepower turbine 
connected to a 1,750 KVA generator rated at 0.8 power factor; a substation 
and other appurtenant facilities. 

The power to be generated by the proposed project will be used to serve the 
existing and future customers of Applicant for rural and urban requirements. 

The Assistant Chief of Civil Works, Office of the Chief of Engineers, Depart- 
ment of the Army, in commenting on the application, states that Applicant’s 
plan was based on a report submitted by the District Engineer, Corps of 
Engineers, in which the top elevations of the flood control and flow regulation 
pools and other design features of the Wilkesboro reservoir are different from 
the latest approved plans for that reservoir, and moreover that adoption of 
the changed design features will depend on completion of satisfactory arrange- 
ments with local interests concerned with flowage in the reservoir area and 
with financial contribution for the flow regulation feature of the proposed 
project. He therefore suggests that Applicant continue coordination of its 
studies with those of the District Engineer, U.S. Army Engineer District, 
Charleston, South Carolina, as hereinafter provided. 

An Assistant Secretary of the Interior, in commenting on the application, 
states that construction of the project, as indicated in the application for 
permit, would divert water from the reservoir through the powerhouse for 
release into the bypassed river channel, thus creating a backwater area between 
the toe of the dam and the point where the powerhouse tailrace enters the river 
and that the inclusion of power generating facilities as described in the appli- 
cation may affect adversely the concentration of fish in the tailwaters of the 
discharge channel, since this channel would have no flow at minimum release 
and a much reduced flow at other times. We have made provision hereinafter 
for cooperation between Applicant and fish and wildlife agencies for the pro- 
tection of the fish and wildlife resources of the affected area. 

No construction is authorized under a preliminary permit. A permit gives 
the permittee, during the period of the permit, the right to priority of applica- 
tion for license while the permittee undertakes the necessary studies and 
examinations, including the preparation of maps and plans, in order to deter- 
mine the economic feasibility of the proposed project, the means of securing the 
necessary financial arrangements for construction, the market for the project 











FEDERAL POWER COMMISSION 7 


power, and all other information necessary for inclusion in an application for 
license, should one be filed. 
The Commission finds: 

(1) Applicant is a corporation organized under the laws of the State of 
North Carolina. 

(2) Public notice of the application has been given as required by the 
Federal Power Act. No protests have been received. No conflicting application 
is before the Commission. 

(3) The proposed project will affect a Government dam and lands of the 


United States under control of the Corps of Engineers, Department of the 
Army. 


The Commission orders: 


(A) This preliminary permit is issued to Blue Ridge Electric Membership 
Corporation (hereinafter referred to as the Permittee) for a period of 24 
months, effective as of June 1, 1959, for the sole purpose of maintaining pri- 
ority of application for a license for Project No. 2254, affecting a Government 
dam and lands of the United States adjacent thereto under the control of the 
Corps of Engineers, Department of the Army, on Yadkin River, North Carolina, 
subject to the terms and conditions of the Federal Power Act, which is incor- 
porated by reference as a part of this permit, and subject to such rules and 
regulations as the Commission has issued or prescribed under the provisions 
of the Act. 

(B) This permit is also subject to the terms and conditions set forth in 
Form P-1, entitled “Terms and Conditions of Preliminary Permit” (16 FPC 
1303), which terms and conditions (designated as Articles 1 through 8) are 
attached hereto and made a part hereof; and further subject to the following 
special conditions set forth herein as additional articles: 

Article 9: The Permittee shall submit at the close of each six-month period 
from the effective date of this permit to the Regional Engineer, Federal Power 
Commission, Atlanta, Georgia, having supervision over the project, or to such 
other officer as the Commission may designate, accurate statements of the work 
accomplished during the period, and of the work contemplated under this 
permit for the ensuing period. 

Article 10: The Permittee shall, during the period of project planning, coop- 
erate with the North Carolina Wildlife Resources Commission and the Bureau 
of Sport Fisheries and Wildlife of the United States Fish and Wildlife Service 
in order that adequate provision may be made for the protection of the fish 
and wildlife resources of the affected area. 

Article 11: The Permittee shall, during the period of project planning, co- 
ordinate its studies with those of the District Engineer, U.S. Army Engineer 
District, Charleston, South Carolina, in order that adequate provision may be 
made for flood control and flow regulation. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act, and failure to file such an application shall con- 
stitute acceptance of this preliminary permit. In acknowledgment of the 
acceptance of this preliminary permit, it shall be signed for the Permittee and 
returned to the Commission within 60 days from the date of issuance of this 
order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE SUBURBAN FUEL GAS, INC., DOCKET NO. G-18154 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF 
FACILITIES AND SALE OF NATURAL GAS 


(Issued July 6, 1959) 


On March 26, 1959, supplemented on April 24 and May 1, 1959, The Suburban 
Fuel Gas, Inc. (Applicant) filed in Docket No. G—18154 an application, pur- 
suant to Section 7 (a) of the Natural Gas Act, for an order of the Commission 
directing The Ohio Fuel Gas Company (Ohio Fuel) to establish physical con- 
nection of its natural gas facilities with certain proposed facilities to be 
operated by Applicant and to sell natural gas to Applicant for resale in the 
Villages of Deshler, Hamler, Holgate, Hoytville and McComb, and intervening 
and surrounding territory in Henry, Wood and Hancock Counties, Ohio, all as 
more fully set forth in the application and exhibits, as supplemented, in this 
proceeding. 

The aforesaid five municipalities will finance, construct and own the neces- 
sary transmission and distribution systems which will be operated by Applicant 
under lease agreements to be entered into with each town. 

Applicant proposes to take deliveries of natural gas from Ohio Fuel’s 
16-inch pipeline at a point approximately 16 miles east of Deshler and transport 
same through 37.8 miles of 8- and 6-inch transmission pipeline extending from 
the Ohio Fuel connection, serving the five municipal distribution system cus- 
tomers and other consumers along the route of said pipeline at retail. 

The estimated cost of construction of all the proposed facilities is $1,303,000, 
including overheads and contingencies, to be financed by revenue bonds which 
will be sold to Ryan, Sutherland and Company, a Toledo Ohio, investment 
banking firm. 

Applicant estimates the gas requirements of the proposed consumers under 
this application (approximately 90 percent of the area’s 7,000 population are 
stated to have requested service) as follows: 


Year of service (Mef) (Mef) 
Peak day Annual 
Bab kn gimdisnqchsnkinkabiiteetnchanusahpnevtadidseccsvetencenuntsbisinbondis 4, 000 300, 000 
Pitt usa ccidicandintenkdipapibsdiagaannthertidicaweniia abe kinbmmesnininn mentaciies 6, 000 1,045, 000 
en Wd cositstc scans niengean data tedien ote teg iasadbomnalahnds Semaherweseredidan iaapeincg aeieiihninsibib ieee 6, 000 1, 045, 000 
Ts £biiipaidovttebnaniivn ttt pacamente +buibutnntningie tid bbedebniginwe tbc tiin tps 6, 900 1, 045, 000 
Pecinutdobidads tiinscvessakediysaenakesswbpendseky Gievingauangubtcatsssds 6, 900 1, 045, 000 





On May 6, 1959, Ohio Fuel filed its answer to the application herein, stating 
that it could render the requested service to Applicant without adverse impact 
on service to its existing customers. 

Notice of the application in this proceeding was duly published in the Fed- 
eral Register on June 2, 1959 (24 FR 4500). No petition to intervene or protest 
to the granting of the application has been received. 


The Commission finds: 

(1) The Ohio Fuel Gas Company, an Ohio corporation having its principal 
place of business in Columbus, Ohio, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order of August 21, 1945, in Docket No. G-871 (4 FPC 1033). 
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(2) Applicant, The Suburban Fuel Gas, Inc., is an Ohio corporation having 
its principal place of business in Cygnet, Ohio, and is duly authorized to and 
will be engaged in the business of distributing and selling natural gas within 
the State of Ohio upon the completion and operation of the facilities proposed 
to be constructed as hereinbefore described. 

(3) It is necessary and desirable in the public interest to direct The Ohio 
Fuel Gas Company to establish physical connection of its transmission facili- 
ties with those proposed to be constructed by the municipalities and operated 
by Applicant, and to sell and deliver to Applicant natural gas under Ohio 
Fuel’s appropriate rate schedules on file with the Commission for resale in the 
areas described in the application. 

(4) Ohio Fuel should be required to sell and deliver to Applicant up to its 
estimated third year peak-day requirement of 6,000 Mcf of natural gas daily. 

(5) Applicant should be prepared to receive natural gas from Ohio Fuel 
within one year from the date of issuance of this order. 


The Commission orders: 


(A) The Ohio Fuel Gas Company be and it is hereby directed to establish 
physical connection of its transmission facilities with the proposed facilities as 
hereinbefore described and as more fully described in the application, as sup- 
plemented, in this proceeding, and to deliver and sell natural gas to The 
Suburban Fuel Gas, Inc., pursuant to Ohio Fuel’s appropriate rate schedules on 
file with the Commission for resale in the areas described in the application. 

(B) Ohio Fuel shall sell and deliver to Applicant up to Applicant’s estimated 
third year peak-day requirement of 6,000 Mcf of natural gas daily. 

(C) Applicant shall be prepared to receive natural gas from Ohio Fuel 
within one year from the date of issuance of this order. 

(D) Ohio Fuel shall report to the Commission in writing and under oath 
the date of commencement of service to Applicant hereunder, within 10 days 
after service has begun. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


CAROLINA POWER & LIGHT COMPANY, PROJECT NO. 2206 


ORDER AMENDING LICENSE (MAJOR) 
(Issued July 7, 1959) 


The staff of the Commission and representatives of the Carolina Power and 
Light Company, licensee for Project No. 2206, have conferred in an effort to 
arrive at a more accurate description of the project works than is presently 
contained in the license for the project. The description agreed upon includes 
transmission lines and appurtenant facilities as contemplated by Article 24 
of the license which reserved to the Commission the right to determine what 
transmission facilities shall be included in the license. 

If the project description hereinafter placed in the license is acceptable to 
the licensee, Article 24 may be eliminated. Any transmission lines or appurte- 
nant facilities later constructed as part of the project or any existing trans- 
mission facilities which, due to changed conditions, later come within the 
definition of project works, may be brought under license in the absence of 
Article 24. 
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The Commission finds: 


(1) The project works, including the transmission lines and appurtenant 
facilities, hereinafter described are parts of Project No. 2206 within the 
meaning of Section 3 (11) of the Federal Power Act. 

(2) The following described exhibit filed as part of the application for 
license which was inadvertently not approved as part of the license for Project 
No. 2206, conforms to the Commission’s rules and regulations and should be 
approved as part of the license for the project as hereinafter provided: 

Ecvhibit L: (FPC No. 2206-34) Plans and Sections of Dam and Spillway. 


The Commission orders: 


(A) The exhibit described in Finding (2) above, which relates to the 
Tillery development, is approved as part of the license for Project No. 2206. 

(B) The license for Project No. 2206 is amended, effective as of February 
11, 1958, to describe the project as follows: 

(a) All lands constituting the project area and enclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interests therein are owned or held by the Licensee or by the United 
States; such project area and project boundary being more specifically shown 
and described by certain exhibits which formed part of the application for 
license and which are designated and described as follows: 

Erhibit J: (FPC No. 2206-1) General map of Project area; 

Eehibit K: (FPC Nos. 2206-2 through -10, inclusive) showing project area 
and project boundary of the Tillery Development; and (FPC Nos. 2206-11 
through 18, inclusive) showirg project area and project boundary of the 
Blewett Development. 

(b) Project works consisting of: 

(1) The constructed Tillery Development located about 4 miles east of 
Norwood, North Carolina, comprised of an earthfill dam about 1,200 feet long, 
and about 1,553 feet of concrete dam forming the gated spillway, powerhouse 
intake, and left abutment sections; a reservoir about 15 miles long with an 
area of 5,260 acres at normal operating level (239.5 feet—Tillery datum, which 
is 38.67 feet below U.S.C. & G.S. datum), and usable storage of 88,000 acre-feet 
with 22 feet of drawdown; a powerhouse located at the toe of the dam con- 
taining two 31,100-horsepower turbines and one 25,600-horsepower turbine 
eonnected to two 22,000-kilowatt generators and one 18,000-kilowatt generator; 
the proposed installation of one 31,100-horsepower turbine connected to a 
22.000-kilowatt generator, in space provided in the existing powerhouse; to- 
gether with the 13.2/110 kv step-up transformers and appurtenances thereto 
on the 13.2 kv side and on the 110 kv side, including the 110 kv tie line from 
each transformer bank to the system high voltage switching station; and 

(2) The constructed Blewett Falls Development located about 7 miles north- 
west of Rockingham, North Carolina, comprised of an earthfill dam about 
1,700 feet long, a concrete spillway about 1,468 feet long surmounted with 
4-foot flashboards, and a 300-foot powerhouse intake section; a reservoir about 
10 miles long with an area of 2,560 acres at normal operating level (139 feet— 
Blewett Datum, which is 39.08 feet below U.S.C. & G.S. datum), and usable 
storage of 32,000 acre-feet with 17 feet of drawdown; a forebay; a fishway; 
a powerhouse containing three 5,350-horsepower turbines connected to three 
3,200-kilowatt generators (4,000 KVA at 0.80 P.F.) and three 6,400-horsepower 
turbines connected to three 5,000-kilowatt generators (6,610 KVA at 0.75 
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P.F.); a substation in the powerhouse; a tailrace; together with the 4/110 
ky step-up transformers and appurtenances thereto on the 4 kv side and on 
the 110 kv side, including the 110 kv tie line from the transformer bank to the 
system high voltage switching station, and the 4/22 kv step-up transformers 
and appurtenances thereto up to the 22 kv bus; the location, nature, and 
character of which are more specifically shown and described by the exhibits 
hereinbefore cited and by certain other exhibits which also formed part of the 
application for license and which are designated and described as follows: 


Tillery Development 


Echibit L: (FPC No. 2206-20) Development Expansion—Plans; (FPC No. 
2206-21) Development Expansion—Cross Section; (FPC No. 2206-22) General 
Plan of Development; (FPC No. 2206-34) Plans and Sections of Dam and 
Spillway; (FPC No. 2206-23) Powerhouse Plan & Sections; (FPC No. 2206- 
24) Powerhouse Plan of Operating Floor; (FPC No. 2206-25) Powerhouse & 
Intake Dam—Cross Section ; 


Blewett Falls Development 


Erhibit L: (FPC No. 2206-27) General Plan of Development; (FPC No. 
2206-28) Powerhouse Plan; (FPC No. 2206-29) Powerhouse Cross Section; 

Erhibit M: Statement in four pages, “General Description and Specifications 
of Equipment” for the existing Tillery and Blewett Developments and expan- 
sion of Tillery, filed in the Commission, May 29, 1956. 

(c) All other structures, fixtures, equipment or facilities used or useful 
in the maintenance and operation of the project and located on the project 
area, including such portable property as may be used or useful in connection 
with the project or any part thereof, whether located on or off the project 
area, if and to the extent that the inclusion of such property as a part of the 
project is approved or acquiesced in by the Commission; also, all riparian or 
other rights, the use or possession of which is necessary or appropriate in the 
maintenance and operation of the project. 

(C) Article 24 of the license is eliminated therefrom. 

(D) This order shall become final 30 days from the dete of its issuance 
unless application for rehearing shall be filed as provided in section 313 (a) 
of the Federal Power Act, and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned 
to the Commission within 60 days from the date of issuance of this order. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


GEORGIA POWER COMPANY, PROJECT NO. 2177 


ORDER APPROVING REVISED EXHIBITS 
(Issued July 8, 1959) 


Georgia Power Company, licensee for major Project No. 2177 (Middle Chatta- 
hoochee Project)—located on the Chattahoochee River in Harris and Muscogee 
Counties, Georgia, and Chambers, Lee and Russell Counties, Alabama—pursu- 
ant to Article 26 of the license for the project, on April 8, 1959, filed for Com- 
mission approval and inclusion in the license for the project the following 
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revised Exhibit L drawings and revised Exhibit M pertaining to the redevel- 
opment of the North Highlands Development of the project: 

Exhibit L—Sheet 8 (Revised March 18, 1959): (FPC No. 2177-15) entitled 
“North Highlands Dam—General Plan, Elevation, & Typical Section of Dam”; 

Evhibit L—Sheet 9 (Revised March 18, 1959): (FPC No. 2177-16) entitled 
“North Highlands Dam—Powerhouse, Plans & Transverse Sections’; and 

Exhibit M—Sheets 5 and 6 (Revised March 18, 1959): Entitled “General 
Description of Mechanical, Electrical and Transmission Equipment” North 
Highlands. 

The effect of approving the exhibits, among others, will be to reflect the 
redevelopment of the existing North Highlands Development from a plant with 
an aggregate installed capacity, in six units, of 9,760 horsepower and a gener- 
ator name-plate rating of 6,900 kilowatts, to a new plant with an aggregate 
installed capacity, in four units, of 41,800 horsepower and a generator name- 
plate rating of 30,000 kilowatts. A new powerhouse and minor revisions in 
other structures are included in the redevelopment. 

The Secretary of the Army and the Chief of Engineers have approved the 
plans of the structures insofar as the interests of navigation are concerned. 
However, whenever construction of navigation facilities in connection with the 
North Highlands Development becomes warranted, available structural details 
and foundation data pertaining to the licensee’s structures should be furnished 
the Department of the Army. 


The Commission finds: 


The above-described exhibits conform to the Commission’s rules and regula- 
tions and should be approved as part of the license for the project. 


The Commission orders: 


(A) The above-described exhibits are approved as part of the license for 
the project. 

(B) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) 
of the Federal Power Act and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


LOUISVILLE GAS AND ELECTRIC COMPANY, PROJECT NO. 289 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT 
COST AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 8, 1959) 


Louisville Gas and Electric Company, Licensee for Project No. 289,. from 
time to time filed statements, pursuant to Section 4.1 of the Commission’s 
Regulations under the Federal Power Act, claiming for the period from 
January 1, 1938, through December 31, 1957, project additions, retirements and 
debit adjustments resulting in (1) a claimed net increase of $455,220.79 over 


1The project is located on the Ohio River, in Jefferson County, Kentucky, and may 
be described as Licensee’s Ohio Falls Station development. The license (issued pursuant 
to Section 4 (d) of the Federal Water Power Act), authorizing the construction, 
maintenance and operation of the project is by its terms effective for a period of 50 
years commencing November 11, 1925, and was originally issued to a predecessor of 
the present Licensee, Louisville Gas and Electric Company. 
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the previously determined amount of the actual legitimate original cost of the 
project (Ohio Falls Station) $7,636,824.58 as of December 31, 1937 ;? and (2) a 
total claimed actual legitimate original cost of the project as of December 31, 
1957, of $8,092,045.37.2 The claimed net increase of $455,220.79 results from 
claimed and recorded gross project additions of $654,465.37, gross project re- 
tirements of $231,792.64, and debit adjustments of $32,548.06, respectively. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed and recorded project cost changes and resulting project cost as of 
December 31, 1957. 

Following that study, an agreement, subject to Commission approval, was 
reached between representatives of Licensee and the staff with respect to 
certain proposed adjustments. Those adjustments consist of a number of 
reclassifications on Licensee’s FPC Form No. 8 reports between project addi- 
tions, retirements and debit adjustments with no effect upon the project plant 
accounts or total project cost. As a result thereof, the gross project additions, 
retirements and debit adjustments for the period from January 1, 1938, through 
December 31, 1957, would be $690,424.51, $264,158.40 and $28,954.68, respec- 
tively. However, the proposed adjustments would not result in any change in 
the claimed net increase of $455,220.79 in project cost for the above period nor 
in the resulting claimed project cost as of December 31, 1957, of $8,092,045.37. 

The Commission’s staff recommends and the Licensee, by letter dated October 
1, 1958, concurs, that the Commission determine: (1) the net increase or 
change in the actual legitimate original cost of the Ohio Falls Station develop- 
ment during the period from January 1, 1938, through December 31, 1957, to 
be $455,220.79, comprised of gross additions of $690,424.51, gross retirements of 
$264,158.40, and debit adjustments of $28,954.68; and (2) the resulting actual 
legitimate original cost of the Ohio Falls Station development as of December 
31, 1957, to be $8,092,045.37, classified by primary plant accounts of the Com- 
mission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees as shown in the attached schedule. 

Licensee, during the period under review, segregated and recorded in memo- 
randum records or on its books of account a depreciation reserve for the proj- 
ect. However, in the course of the aforementioned field study, the staff did 
not examine the recorded project depreciation reserve and recommends that 
this matter be deferred for future investigation and Commission consideration 
and determination. 

The Public Service Commission of Kentucky was advised by letter of this 
Commission dated December 15, 1958, of the proposed adjustments and the 
resulting project cost. That letter requested the submission of any comments 
or protest with respect thereto. To date no reply has been received. 


The Commission finds: 


(1) Licensee, by its letter dated October 1, 1958, and the absence of any 
comment or protest by Public Service Commission of Kentucky, has obviated 
the necessity for the notice and opportunity to protest provided for by Sections 
4.4 and 4.5 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments as proposed by the staff and agreed to by 
Licensee, are reasonable and appropriate for the purposes of the Federal Power 
Act, and, therefore, should be approved, as hereinafter provided. 


*See Louisville Gas & Electric Co., 8 F.P.C. 1128. 
*Article 17 of the license contemplates Commission determination of the actual 


legitimate original cost of the original project and of any addition thereto or betterment 
thereof. 
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(3) The net increase or change in the actual legitimate original cost of the 
Ohio Falls Station development for the period from January 1, 1938, through 
December 31, 1957, is $455,220.79, comprised of gross additions of $690,424.51, 
gross retirements of $264,158.40 and debit adjustments of $28,954.68; and the 
resulting actual legitimate original cost of the Ohio Falls Station development 
as of December 31, 1957, is $8,092,045.37, all as more specifically shown in the 
attached schedule. 

(4) It is necessary and appropriate for the purposes of the Federal Power 
Act that the matter of the amount of accrued depreciation applicable to the 


project be deferred for future investigation and Commission consideration and 
determination. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The foregoing adjustments as proposed by the staff and agreed to by 
the Licensee are hereby approved. 

(C) Licensee to the extent that it has not already done so, shall establish 
and maintain control and detailed plant accounts for Project No. 289 showing 
the debit amount of $455,220.79 as the net increase or change in the project 
cost for the period from January 1, 1938, through December 31, 1957; and a 
total debit balance of $8,092,045.37 as of December 31, 1957, all as more spe- 
cifically shown in the attached schedule classified by primary plant accounts 
of the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees. 

(D) Nothing contained herein shall be construed as passing upon or approv- 
ing the amount of accrued depreciation applicable to the project. This matter 


is hereby expressly reserved for future Commission consideration and deter- 
mination. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NORTHERN STATES POWER COMPANY, (MINNESOTA), 
DOCKET NO. E-6888 


ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 
(Issued July 8, 1959) 


Northern States Power Company (Applicant), incorporated under the laws 
of the State of Minnesota, and doing business as a qualified foreign corpora- 
tion in the States of North Dakota and South Dakota, with its principal place 
of business in Minneapolis, Minnesota, filed an application on June 9, 1959, 
as amended June 29, 1959, for authorization pursuant to Section 204 of the 
Federal Power Act to issue 952,033 shares of its Common Stock, par value 
$5.00 per share. 

Applicant proposes to offer the additional shares for subscription by its 
Common Stockholders of record on July 23, 1959, or on the effective date of a 
Post-Effective Amendment (setting forth the subscription price) to its Regis- 
tration Statement, whichever date is the later. The stockholders, through 
subscription warrants, will have the right to subscribe to one new share on 
the. basis of each fifteen shares held, at a subscription price to be fixed by 
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the Applicant on July 20, 1959. Any right to subscribe to a fractional share 
will entitle the holder thereof to subscribe for an additional full share of 
the proposed issuance. 

The employees of the Applicant and of its subsidiaries will be given an 
opportunity to purchase at the subscription price such of the additional shares 
as are not subscribed for by Applicant’s stockholders, plus any outstanding 
shares of Common Stock acquired in market price stabilization transactions 
not required to fulfill subscriptions by holders of subscription warrants. Appli- 
cant proposes, in the time interval between the fixing of the subscription price 
on the additional shares and the opening of competitive bids, to make pur- 
chases of its presently outstanding shares of Common Stock up to a maximum 
of 47,602 shares, if in the judgment of the Applicant’s officers such purchases 
are necessary or advisable to facilitate the offering of the additional shares 
or to stabilize the market price of the stock. Applicant states that any market 
price stabilization transactions will be effected principally on the New Stock 
Exchange. 

Applicant proposes to sell at the subscription price, at competitive bidding, 
such of the above shares of Common Stock, including those acquired in market 
price stabilization transactions, as are not subscribed for by the holders of 
subscription warrants and the employees of Applicant and its subsidiaries. 
On or about July 14, 1959, Applicant proposes to invite sealed, written bids 
for the purchase from it of the Unsubscribed Stock by publication in the Wall 
Street Journal, for the presentation and opening of proposals on or about July 
22, 1959. Each bid submitted must be for the purchase at the same price per 
share as the subscription price for shareholders and employees; must be 
accompanied by a deposit of $250,000; must specify the aggregate amount of 
compensation to be paid by the Company to the bidders for their commitments 
and obligations in connection with the purchase of the Unsubscribed Stock; 
and, must be for the purchase of all the Unsubscribed Stock. Applicant, unless 
it rejects all proposals, will accept the proposal which specifies the lowest 
aggregate amount of compensation. 

The proceeds to be obtained from sale of the additional shares will be used 
to pay a portion of Applicant’s 1959 construction program. Expenditures to 
be made under that program are estimated at $45,597,000, summarized as 
follows: installation of Unit No. 6 of 156,000 kilowatts capacity and outlet 
facilities in Applicant’s High Bridge steam electric generating plant in St. 
Paul; installation of Unit No. 4 of 156,000 kilowatts capacity in Applicant’s 
Black Dog steam electric plant south of Minneapolis; other additions and 
improvements to electric production, transmission, distribution and substation 
properties, including facilities to serve new customers; and, additions and 
improvements to gas production and distribution system properties, including 
facilities to serve new customers, 

Written notice of the application has been given to the Railroad and Ware- 
house Commission of Minnesota, the Public Service Commission of North 
Dakota, the Public Utilities Commission of South Dakota, and to the Governor 
of each of those States. Notice of the filing of the application has been given, 
also, by publication in the Federal Register on June 19, 1959 (24 F. R. 5006), 
stating that any person desiring to be heard or to make any protest with ref- 
erence to the application, should file a petition or protest on or before July 
2, 1959, with the Federal Power Commission, Washington 25, D. C. No protest 
or petition or request to be heard in opposition to the granting of such appli- 
cation has been received. 


556—-711—64—_-4 
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The Public Service Commission of North Dakota, by order dated June 22, 
1959, authorized Applicant to issue and sell 952,033 shares of Common Stock 
in the manner described above. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion, as heretofore determined and set out in the Commission’s order issued 
September 1, 1955, In the Matter of Northern States Power Company, Docket 
No. E-6637, 14 FPC 946. 

(2) The proposed issuance of Common Stock, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Fed- 
eral Power Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which its security issues are regulated by a State commission within the 
meaning of Section 204 (f) of the Federal Power Act and the proposed issu- 
ances are, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) The proposed issuance of Common Stock as hereinafter authorized will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility and which 
will not impair its ability to perform that service, and is reasonably appro- 
priate for such purposes. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance of 952,033 shares of Common Stock, upon the 
terms and conditions and for the purposes specified in the application, be and 
the same hereby is authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Common Stock at competitive bid- 
ding shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2 (k) (3) of the Commission’s Regulations under the Act 
relating to compliance with competitive bidding requirements and Section 34.2 
(k) (4) of the Regulations relating to affiliation, and shall have either filed 
such amendments or shall have mailed them and advised the Commission by 
telephone and telegraph as contemplated by Section 34.9 of the Regulations. 

(ii) The Commission, by further order, shall have approved the subscrip- 
tion price per share to be received by Applicant for the Common Stock and 
the consideration to be paid to underwriters under the proposed arrangement 
as described above. 

(C) This authorization to issue Common Stock for the purposes specified 
in the application shall expire unless the transaction hereby authorized is 
consummated within ninety days from the issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee of 
obligation on the part of the United States in respect to any securities to which 
this order relates. 





sate carers he 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, and Arthur Kline. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NO. G-16841; 
TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-16842 


ORDER DENYING APPLICATION FOR REHEARING 
(Issued July 9, 1959) 


On June 11, 1959, the Coal Interveners' filed an application for rehearing 
and reconsideration and motion for stay with respect to our Opinion No. 320 
issued in the above entitled matter on May 12, 1959, 21 FPC 653. The gist of 
their complaint is that the Commission granted certificates of public con- 
venience and necessity for Midwestern’s pipeline project to serve the Chicago 
area while accepting Midwestern’s proposed 22 cent commodity component of 
its rate for service to its three customers, Peoples Gas Light and Coke Com- 
pany, Northern Illinois Gas Company and Northern Indiana Public Service 
Company (NIPSCO). The Coal Interveners contend that the commodity price 
was fixed at a level below the actual commodity cost of purchased gas at 
variance with the Seaboard method’ of allocation to the advantage of inter- 
ruptible customers of the distributing companies and to the detriment of firm 
domestic and commercial space heating customers. The applicants for rehear- 
ing request a stay until the Commission finally disposes of these proceedings. 
We have considered applicants’ contentions and see no reason to modify our 
opinion and order or grant a stay of it. 

In approaching the problems raised by Midwestern’s application we were 
primarily aware of the need for additional supplies of natural gas in the 
Chicago area. We averted to this need in our Opinion No. 316 denying Mid- 
western’s previous project ;* we discussed this need in our Opinion No. 320,‘ 
referring to the record and citing some of the evidence produced by Mid- 
western’s three utility customers. We were also aware of the assertions made 
by two of the distributing companies, Peoples and NIPSCO, that they could 
not and would not purchase gas from Midwestern at a commodity price of 
more than 22 cents per Mcf. These companies introduced evidence indicating 
that they could not resell the gas to interruptible customers for very much 
more than 22 cents, so that they must refuse to purchase gas at a commodity 
price above 22 cents. We have already pointed out that we do not know 
what amounts of interruptible gas could be sold at the various rate levels and 
that the level of the interruptible rates was not something that was within 
our jurisdiction or competency. Furthermore, we could see no reason why 
the same relationship between the demand and commodity components of Mid- 
western’s rate would have to be extended to the local level. 

In reaching our determination to accept Midwestern’s proposed commodity 
price we were aware that Midwestern’s evidence showed that the load factor 
with respect to each of the three sales would approximate 8344 percent so that 
the relative heights of the demand and commodity components would not 
produce discrimination. This evidence is predicated on the opinion of Mid- 
western’s witness that the companies would purchase the maximum quantities 
of gas available under their contracts with Midwestern during the winter 
months in order to meet their space heating requirements and then reduce 
their purchases to the minimum takes at a 75 percent load factor during other 


1 National Coal Association, United Mine Workers of America, Fuels Research Council, 
Inc., Mid-West Coal Producers Institute, Inc. 
2 Atlantic Seaboard Corporation, et al., 11 F.P.C. 438, 52. 
* American Louisiana Pipe Line Company, 20 F.P.C. 575, 592, October 31, 1958. 
421 F.P.C. 453. 657. 
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portions of the year, presumably because lower priced gas is obtainable else- 
where.’ On the other hand, the Coal Interveners set forth data based on evi- 
dence presented by the customers tending to show that the load factors will 
depart from the approximate 8344 percent shown by Midwestern. In fact, 
according to the computations of the Coal Interveners, the annual load factors 
of NIPSCO for the years 1960-1962 would range between 96.4 and 97 percent. 
The differences with respect to the years 1960 and 1961 appear to arise largely 
from the use of demand figures reflecting the amount of gas the customer is 
bound to pay for rather than what the customer has the option to require 
under the terms of the contracts between Midwestern and its customers. We 
would assume that in view of the demand for gas shown by the record, the 
customers would require deliveries of gas in the winter months up to the 
contract maximums including available options. 

With respect to the year 1962, the Coal Interveners cite NIPSCO’s figures 
showing the same demand as Midwestern but a much higher annual take. 
While the record does not resolve this difference, the annual load factor of 
97 percent with respect to the sale to NIPSCO does not seem firmly supported 
in view of the doubt shown in the record as to quantities of gas that will be 
taken by the interruptible customers at prices somewhat above a 22 cent 
commodity price. 

In any case the figures relating to load factors presented by Midwestern on 
the one hand and the customers on the other are based on surmises with 
respect to a project that has not been built. We recognized in our Opinion 
No. 320 that the load factors of the respective customers would depart from 
a uniform level. We therefore provided that Midwestern should file a new 
rate satisfactory to the Commission at the end of the first year of operation, 
so that the situation could be reexamined in the light of actual experience. 
Meanwhile Midwestern can go forward with the process of building its pipe- 
line and supplying gas to the Chicago area. The fact that the three dis- 
tributing companies will deliver some of this gas to interruptible customers 
will make possible the receipt of this gas, according to the testimony and will 
enable them to deliver additional quantities on a firm basis to the low load 
factor domestic and commercial customers. Because of this immediate need 
for gas we shall deny applicant’s request for a stay pending final disposition 
of this proceeding. 


The Commission finds: 


(1) The assignments of error and grounds for rehearing in the above appli- 
cation for rehearing set forth no new facts or principles of law which were 
not fully considered by the Commission when it issued its opinion and order 
of May 12, 1959, or which having now been considered warrant any change 
or modification of said opinion and order. Such specifications of error, con- 
tentions and arguments contained in the above application for rehearing as are 
not specifically disposed of in the foregoing are without substantial support 
in evidence or reasonable basis in law or are immaterial to the correct decision 
of this case and should be denied. 

(2) It is necessary and appropriate in the administration of the Natural 
Gas Act that the motion for stay be denied. 


The Commission orders: 
The above application for rehearing and motion for stay is hereby denied. 
Commissioner Kline would grant rehearing. 


5 All three distributors purchase gas from Natural Gas Pipeline Company of America 
and Texas Illinois Natural Gas Pipeline Company at a price of 20 cents per Mcf, 












FEDERAL POWER COMMISSION 19 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NOS. G-10699, 
G-2475, G-12822, G-1612, G-1714, G-1715, G-1722, G-1723 AND G-1767 


ILLINOIS POWER COMPANY v. PANHANDLE EASTERN PIPE LINE 
COMPANY, DOCKET NO. G-—12410 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued July 9, 1959) * 
Syllabus 


1. Since Commission has authorized Panhandle Eastern to abandon service to 
Michigan Consolidated, Michigan Consolidated has lost its rights as a 
“buyer” to the benefits of Panhandle’s interruptible rate schedules. P. 25. 
2. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act authorizing the construction and opera- 
tion or the continued operation of facilities for direct interruptible sales 

to industrial customers. P. 34. 

Raymond N. Shibley and Richard P. Taylor for Panhandle Eastern Pipe 
Line Co. 

Milton H. Cohen, Robert S. Hunt, Burton R. Rissman and Herbert M. Liv- 
ingston for Illinois Power Co. 

Nathanial H. Goldstick and Robert Reese for the City of Detroit. 

John A. McGrath, Jerome J. McGrath, R. E. L. Hall, and Welly K. Hopkins 
for the National Coal Association, United Mine Workers of America, Fuels 
Research Council, Inc., and Anthracite Institute. 

Samuel H. Olsen, Leonard Simons, and David R. Kaplan for the County of 
Wayne, Mich. 

Edward Burling, Jr., and Jerome Ackerman for Union Gas Company of 
Canada, Limited. 

Charles V. Shannon and Stanley M. Morley for Michigan Consolidated Gas 
Co. 

Robert R. Batton for Central Indiana Gas Co. 

Daryal A. Myse for Citizens Gas Co. 

John C. Lawyer and Stanley A. Tweedle for Northern Indiana Public Service 
Co. 

Edward M. Hahn and John E. Fell for Kokomo Gas & Fuel Co. 

Agnes Mae Wilson for the staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


On June 4, 1959, the presiding examiner issued an initial decision in the 
above-entitled proceedings by which he would issue a certificate of public 
convenience and necessity to Panhandle Eastern Pipe Line Company (Pan- 
handle Eastern), authorizing the company to construct and operate or continue 
to operate the facilities involved in Docket Nos. G—10699, G—1612, G—1714, 
G-1715, G-1722, G-1723, G—1767 and G—12822, and render the service by means 
of such facilities more fully described in the examiner’s decision. 

Exceptions to the examiner’s decision were filed on June 24, 1959, by staff 
counsel and by Panhandle Eastern. Staff counsel recommends two slight 
modifications to the examiner’s decision, consisting of (1) the inclusion of 
“Docket No. G—1612” in the caption thereto, and (2) the inclusion of “to be 


“iit acitonsmanon.® THE ARMY LIBRARY 
Washington, D.C. Ze 
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delivered on an interruptible basis” in ordering paragraph (A) of the decision, 
so that the paragraph as revised would read as follows: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing the applicant, Panhandle Eastern Pipe Line Company, 
to construct and operate or continue to operate the facilities described in its 
applications in Docket Nos. G—10699, G-1612, G-1714, G-1715, G-1722, G-1723, 
G-1767 and G—12822 for the transportation of natural gas to be delivered on 
an interruptible basis, subject to the jurisdiction of the Commission, not exceed- 
ing the amounts set forth in the applications in each of the dockets captioned 
hereinabove. 

It is appropriate that the examiner’s decision be modified as recommended 
by staff counsel. 

Panhandle Eastern requests that the examiner’s decision be modified by 
deleting therefrom (1) the fifth paragraph on page 23 beginning with the words 
“Michigan Consolidated”; (2) the seventh paragraph on page 25 beginning with 
the words “The basis” ; and (3) the paragraph following the asterisks on page 34. 
Panhandle Eastern argues, inter alia, that deletion of these three paragraphs will 
avoid the injection into the examiner’s decision of an “extraneous element” 
involving controversies between Panhandle Eastern and Michigan Consolidated 
Gas Company now in litigation. 

In the light of this averrment, we shall grant these requests of Panhandle, 
and modify the examiner’s decision by the deletion of the three paragraphs 
described. 


The Commission finds: 


The initial decision of the presiding examiner issued herein on June 4, 1959, 
should be modified as hereinabove set forth and as so modified should be 


adopted as the decision of the Commission in these proceedings as of the date 
of issuance of this order. 


The Commission orders: 


The initial decision of the presiding examiner issued herein on June 4, 1959, 
is modified as hereinabove set forth and as so modified is adopted by the 


Commission as its decision in these proceedings as of the date of issuance of 
this order. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY, 
UNDER SECTION 7, A COMPLAINT BASED UPON SECTION 4(B) AND 5(A) OF THE 
NATURAL GAS ACT, AND A PETITION FOR AN ORDER MODIFYING OR TERMINATING AN 
EXPORT AUTHORIZATION PREVIOUSLY GRANTED 


(Issued June 4, 1959) 


Binver, Presiding Examiner: These proceedings involve (1) an application 
pursuant to Section 7 of the Natural Gas Act (Act) filed by Panhandle Eastern 
Pipe Line Company (Panhandle) authorizing the transportation of natural 
gas in interstate commerce for direct sale on an interruptible basis to nine 
industrial customers’ (Docket No. G—10699). The transportation in interstate 


1The application in Docket No. G—10699 as originally filed involved a tenth contract 
involving transportation and sale of gas to the City of Morton, Illinois but this contract 
was cancelled when the plant at the city of Morton was acquired by Central Illinois 
Light Company. 
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commerce of quantities of natural gas for direct sale in Docket No. G—10699 
was and is now being made by Panhandle without first having obtained a 
certificate of public convenience and necessity as required by Section 7 of the 
Act. 

In Docket No. G-10699 Panhandle seeks authority to make deliveries to the 
following customers in the following amounts. 


Mazimum Contract 


Customer Volumes per Day 
Muller Brass Company (Mueller),? Port Huron, Michigan__-_-_ 5,000 Mfc 
American Vitrified Products Company (American Vitrified), 

aah TM: TU i isi silt hice nmin nile 2,500 Mcf 
Illinois Rural Electric Company (Rural Electric), 

I. SE a iacisicecsinihciisa niin citapei a timaaiaaicinianinasnikaieciiimanii 1,000 Mcf 
National Distillers and Chemical Corporation, U.S.I. Chemical 

BEViam CULL.) Teme, TI sicisnistieinitntscannsninearacacesiagcan cata 5,000 Mcf 


Illinois Farm Supply Company (Illinois Farm), Tuscola, Illinois 500 Mcf 
American Agricultural Chemical Company (American Agri- 


RR” RE area tele ee 200 Mcf 
Auburn Dehydrating Mills, Inc. (Auburn), Auburn, Illinois_____ 1,000 Mef 
Funk Bros. Seed Company (Funk), Rockville, Indiana________-- 200 Mcf 
City of Roodhouse, Illinois (Roodhouse) ............_______-- 500 Mcf 

citation tice tte ee ice cee age te ee ean 15,900 Mcf 


(2) In Docket No. G—12822, Panhandle seeks a certificate of public con- 
venience and necessity to make deliveries of natural gas on an interruptible 
basis not in excess of 500 Mcf per day to Cabot Carbon Company (Cabot) near 
Tuscola, Illinois? Annual deliveries for this sale are estimated to be as fol- 
lows: 


Year of Service: Sale in Mef 
Lh  cscasiscceancicanis tn cag cs islet tind teens atacand aaa a aladdin 20,000 
De cccercaenabiiedldaiactiansisciccitigeictecbsantinistniaiisteaicitatisicnitgceebaiipiiladasih uackseehiaaiiiibunimcmat 30,000 
TS ccesctebiaenasayipinsechteacieiiceasmctpeanieneaubimedeiapiaesasiae maida aint anand 50,000 
Gy snnncicesinsiaicaiaieiceiciaitchtinic esate icine iia degen anemia ceamnarieteaemamae ama 75,000 
GD ansimigdgjaunanacsmnsnmmnababsinansddaimemadmaaataitaalal 100,000 


(3) In Docket Nos. G—-1612, G—-1714, G—1715, G—1722, G-1723 and G-1726, 
Panhandle seeks certificates of public convenience and necessity for authority 
to continue to serve seven customers on an interruptible basis. The deliveries 
to all of these customers except one have been made up to this time pursuant 
to Commission orders issued on July 10, 1952, and in the case of one customer 
(Brockway Glass Company) pursuant to a Commission order issued on October 
23, 1953. The period of such authorizations varied depending upon the terms 
of the contracts between Panhandle and such customers, which in each case 
related to the commencement of service. 

The following table sets forth in summary form the dockets involved, the 
names of the customers, the past authorized maximum daily quantity, proposed 
expiration date, and proposed maximum daily quantity. 


2In the case of this customer deliveries are proposed to be made at Port Huron, 
Michigan, through the facilities of Southeastern Michigan Gas Company instead of 
directly through Panhandle’s facilities. 

On December 2, 1957, the Commission granted Panhandle temporary authority to 
render this service to Cabot. 
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Expiration | Authorized | | Proposed 
date originally | maximum Proposed | maximum 
Docket No. Customer set by daily | expiration | daily 
Commission quantity | date | quantity 
(Mcf) | (Mef) 

————__—_—_|_—_—— | | ~|—— 

G-1612__..........| Northeast Missouri Electric | Aug. 29, 1957 | 1, 000 Aug. 27,1959 | 6, 500 
Power Cooperative, Pal- | | 
myra, Mo. | | | 

Gates o<nocp eens General Motors Corp. L-O-F | Aug. 1, 1957 5,500 | July 31, 1962 | 3, 500 
Glass Fibers Co., Defiance | July 11, 1957 | July 10,1962 | 3, 000 
Ohio. | | | 

GeMTIS bo oscckacas City of Jacksonville, Ill... -- Nov. 6, 1957 | 1, 000 Dec. 20, 1956!) 1,000 

G-1722_............| Alsey Brick & Tile Co., | Aug. 2,1957 1,500 | Aug. 2, 19602) 1, 500 
Alsey, Ill. | | | | 

CAT. 6 i knccctecs Clay City Pipe Co_...---- --| June 19,1957 | 4,500 | June 19, 1960 | 1, 500 

Gt iacccctecous Brockway Glass Co., Lapel, | Aug. 24, 1956 1,500 | Sept. 1, 1960 | 1, 500 
Ind. | | 

1 And year to year thereafter. 
Chen year to year. 





2 Provides that first 5,000 Mef delivered per month be on a firm basis. 


(4) Illinois Power Company (Illinois Power) filed an application and com- 
plaint in Docket No. G-12410. Illinois Power complained of certain practices 
of Panhandle which it alleged subjected it to undue prejudice or disadvantage 
and the complainant further alleged that Panhandle maintained unreasonable 
differences in service, all contrary to Section 4(b) of the Act and as being 
unjust, unreasonable, unduly discriminatory or preferential within the meaning 
of Section 5(a) of the Act. In its application Illinois Power requested an 
order of the Commission under Section 7(a) of the Act directing Panhandle to 
sell and deliver to it certain additional quantities of natural gas for each of 
the so-called off-peak months. 

The quantities of natural gas Illinois Power was authorized to purchase at 
the time it filed its application and complaint and the quantities requested in 
its application were as follows: 


Maximum Dally VOLUME IN MCF 


} 
Month Present | Requested 
quantities | quantities 


April 





cits ci daa oot usb Oaaaaneh east ae hana adakaipinat naa airienabameaweee 55, 000 62, 000 
May...-. 38, 000 | 46, 000 
June_. 30, 000 | 37, 000 
July...... | 22, 000 34, 000 
RUIN. nce dascke sbab ben Ps 22, 000 | 34, 000 
September 35, 000 | 41,000 
SEE >. xxcnncocceite dni abainaiicatnaetrtadn see eea adhe hcetaee be iasnilosasendaiatie 58, 000 63, 000 





It will be observed that Illinois Power sought a total of 57,000 Mcf of addi- 
tional off-peak gas per annum from Panhandle above that which it had been 
receiving. 

Panhandle denied the material allegations of the complaint and strenuously 
opposed the granting of the application. 

(5) Illinois Power also filed a petition in Docket No. G—2475 for an order 
modifying or terminating an export authorization previously issued by the 
Commission to Panhandle. The Commission had issued Opinion No, 292 and 
an order on June 30, 1956, 15 FPC 46, authorizing Panhandle to export up to 
15,500,000 Mcf of additional natural gas annually to Union Gas Company of 
Canada, Ltd. (Union), under Section 3 of the Act. 

The purpose of Illinois Power in filing its petition to reopen and modify the 
Commission’s order theretofore issued in Docket No. G—2475 was to assure 
deliveries of the additional quantities of gas sought by it in Docket No. 
G-12410. This petition was resisted by Panhandle and by Union. 
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All the above described matters were consolidated for hearing by the Com- 
mission. 

Illinois Power sought and was granted intervention in the other dockets in 
which it was not the moving party. In addition intervention was granted to 
certain other buyers of Panhandle’s gas, namely Michigan Consolidated Gas 
Company (Michigan Consolidated), Citizens Gas Company, Tuscola, Illinois 
(Citizens), Northern Indiana Public Service Company (Northern Indiana), 
City of Jacksonville, Illinois (Jacksonville), National Coal Association, e¢ al., 
Central Indiana Gas Company (Central Indiana), and Kokomo Gas Fuel 
Company (Kokomo). 

In addition, the County of Wayne, Michigan and City of Detroit, Michigan 
intervened. 

Northern Indiana in these proceedings sought to obtain an order requiring 
Panhandle to increase the contract quantities deliverable to Northern Indiana 
from 50,000 to 70,000 Mcf per month for the five winter months and to increase 
deliveries by material amounts in each of the other months of the year. 

Michigan Consolidated petitioned to intervene as one of the largest utility 
purchasers of gas from Panhandle obtaining 127,000 Mcf of natural gas per 
day from Panhandle and entitled as a “Buyer” within the meaning of the 
seller’s interruptible rate schedules to the benefit of interruptible gas service 
as provided for in Panhandle’s tariff. As an intervenor Michigan Consolidated 
contended, among other things, that Panhandle was not entitled to make the 
direct sales for which certificates were sought by Panhandle in this proceeding 
unless and until Panhandle met its obligations to Michigan Consolidated under 
Panhandle’s interruptible rate schedules. In this connection, it was conceded 
by Panhandle that it had not sold any gas under its interruptible rate schedules 
to Michigan Consolidated. Panhandle contended that it was not obligated to 
render service under its interruptible rate schedules to Michigan Consolidated 
and had no intention of rendering such service. 

Panhandle’s interruptible rate schedules provide in part as follows: 


os 


7. PROCEDURE FOR OFFERING AND CURTAILING GAS UNDER THIS RATE SCHEDULE 


Whenever Seller has gas available for sale in excess of that necessary 
to meet the firm, annual, and interruptible contract volumes, which Seller 
has been authorized to deliver in specific dockets, it shall offer not less 
than 20% of such gas to Buyers which own or control storage facilities for 
injection into storage as a part of such Buyer’s regular storage program. 
The volume of gas determined to be available for storage requirements 
under the I Schedules shall be divided among Buyers owning or controlling 
storage, and willing to contract for such gas, in proportion to the firm 
contract demands of those requesting such gas. 

Not less than one-half of the excess gas, remaining after the execution 
of contracts with Buyers owning or controlling storage facilities, shall be 
offered for contract on a non-discriminatory basis to all of its Buyers. The 
service agreement shall specify the maximum daily volumes for such 
interruptible service. All gas sold on an interruptible basis to both direct 
and resale customers may be interrupted at any time and in any amount 
in the sole discretion of Seller but only after reasonable notice to Buyers 
and direct customers and upon a non-discriminatory and non-preferential 
basis. On any day for which Seller has ordered curtailment of service, in 
whole or in part, under this rate schedule, all gas taken by a Buyer in 
excess of the reduced volume provided for under curtailment orders, shall 
be considered as delivered under Seller’s applicable firm rate schedule. 
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Michigan Consolidated contended that Panhandle had never offered any 
interruptible gas to it, that Panhandle was required to offer such gas to 
Michigan Consolidated, that Panhandle had gas available for offer under its 
interruptible rate schedule and that having failed to comply with its inter- 
ruptible tariff rate schedules, Panhandle sould not be permitted to sell direct 
gas which it should have offered to Michigan Consolidated and that this was 
gas which Michigan Consolidated was willing to buy. Michigan Consolidated’s 
position further was that if Panhandle was so short of gas that it could not 
supply buyers in the United States with natural gas the sales being made to a 
Canadian customer pursuant to Docket No. G—2475 should be discontinued so 
that the needs of customers in the United States could be satisfied. 

Citizens urged that, “the Commission take all necessary action to require 
Panhandle to comply with the Commission’s orders requiring the offer of inter- 
tuptible gas to Citizens and all other resale customers on a non-discriminatory 
basis; and that any grant of further authority to Panhandle which has the 
effect of making unavailable ‘excess gas’ under the I Schedules should be 
appropriately conditioned upon a revision of such Schedules to insure that 
offers of interruptible gas by Panhandle to its resale customers shall be made 
on a basis which makes available interruptible gas to such customers in quanti- 
ties undiminished by the quantities newly authorized for direct sale or for 
export.” 

The hearings in these proceedings commenced on March 10, 1958, and con- 
cluded on April 29, 1958. The transcript of the hearings consisted of 2945 
pages and a total of 21 witnesses were presented. The testimony of one 
witness was withdrawn. 

Voluminous briefs were filed by Illinois Power, Panhandle, Michigan Con- 
solidated, Northern Indiana, City of Detroit, County of Wayne, Michigan, 
Union Gas, Citizens Gas, City of Jacksonville, Illinois, and the Staff, the final 
briefs being received on August 12, 1958. National Coal Association, et al., 
filed no brief. 

On September 22, 1958, Illinois Power filed a notice and motion for with- 
drawal of its pleadings in the above-captioned proceedings. In addition, 
Northern Indiana and Citizens Gas filed similar notices. Panhandle also filed 
a motion for withdrawal of all pleadings relating to Docket No. G—12410 and 
Docket No. G—2475. 

On January 12, 1959, 21 FPC 29, the Commission issued an order permitting 
withdrawal of pleadings and stated in part as follows: ° 

On September 29, 1958, Northern Indiana Public Service Company 
(Northern Indiana), an intervener herein, filed a request for permission 
to withdraw its pleadings and an answer to said notices and motions filed 
by Illinois Power and Panhandle. Northern Indiana alleges that its 
“primary interest has been able to obtain additional volumes of natural 
gas to meet the rapidly increasing requirements of its Fort Wayne Divi- 
sion.” Northern Indiana states that it appears to it that further partici- 
pation in this proceeding would not be of benefit either to it or to the 
public which it serves. Accordingly, it has no objection to the withdrawal 
of the pleadings filed by Illinois Power and Panhandle and desires to 
withdraw its own petition to intervene. 

On September 25, 1958, Citizens Gas Company of Tuscola, Illinois, 
(Citizens Gas) another intervener herein, filed an answer and notice of 


“See Citizens Gas’ Brief filed July 1, 1958, pages 8 and 9. 
®See Commission’s “Order Permitting Withdrawal of Pleadings” issued January 12, 
1959, 21 FPC 29. 30. in the above-captioned proceedings. 
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withdrawal of pleadings stated, among other things, that it has no objec- 
tion to the withdrawal of pleadings by Illinois Power and Panhandle. 

Citizens Gas states further that following the close of hearings in these 
proceedings Citizens Gas and Panhandle entered into a new service agree- 
ment, dated September 23, 1958, which provides additional contract demands 
to meet the requirements for Hammond, Illinois, modification in contract 
demands during the seven summer months, and also provides for increases 
in pressures available to Citizens Gas and otherwise resolves the present 
problems confronting Citizens Gas Company.® 

The Commission’s order of January 12, 1959, makes clear that Illinois 
Power, not only received the relief it was requesting, but substantially more 
than it asked for in its pleadings. In addition, it appeared that Citizens Gas 
obtained increased supplies of gas from Panhandle. 

The Commission on January 12, 1959, in its order, found that “good cause” 
had been shown for allowing Illinois Power and Panhandle to withdraw their 
pleadings in Dockets Nos. G—12410 and G—2475 and “for terminating the pro- 
ceedings in Dockets Nos. G—12410 and G—2475.” (See 21 FPC 29, 30, paragraph 1 
of Commission’s Findings. ) 

The Commission also authorized Northern Indiana and Citizens Gas to with- 
draw their pleadings. 

While the ordering provisions contained in the Commission’s order do not in 
express language direct the termination of the proceedings in Dockets Nos. 
G-—2475 and G-—12410, this must be recognized as the clear intendment of the 
order. 

While these motions for withdrawal of proceedings were pending before the 
Commission, the Commission issued an order on December 19, 1958, 20 FPC 851, 
in consolidated Dockets Nos. G—10396, G—10400 and G—11061 permitting Pan- 
handle to abandon all service of natural gas to Michigan Consolidated. 

Paragraph A of the Commission’s abandonment order of December 19, 1958, 
reads as follows: 


(A) Panhandle is hereby permitted to abandon service to Michigan 
Consolidated and any facilities used to effect such service on March 15, 
1959. 


The basis upon which Michigan Consolidated was permitted to intervene was 
to protect its rights under Panhandle’s I-1 interruptible rate schedules. The 
only basis upon which Michigan Consolidated is entitled to obtain additional 
gas from Panhandle above the 127,000 Mcf per day it was entitled to receive 
from the latter pursuant to a prior Commission order was under the I-1 rate 
schedules of Panhandle’s filed tariff. Rights to obtain gas under this tariff 
accrue only to a “Buyer” of gas from Panhandle. If a company is not a 
“Buyer” of gas from Panhandle it has no right to obtain gas under Panhandle’s 
T-1 tariff. 

Since the Commission has authorized Panhandle not only to abandon service 
to Michigan Consolidated but has also authorized Panhandle to abandon any 
facilities used to effect such service (See Paragraph A of order issued Decem- 
ber 19, 1958, in Docket No. G—10396, et al.), whatever rights Michigan Consoli- 
dated had to service from Panhandle, including service of interruptible gas 
under the I-1 rate schedules, have been obliterated by Commission action and 
this action is binding on the undersigned. 

By reason of the Commission’s order in the abandonment proceedings Michi- 
gan Consolidated has been stripped of any right to obtain any gas from Pan- 


*See Commission’s Order Permitting Withdrawal of Pleadings, issued herein on 
January 12, 1959, 21 FPC 29, 80. 
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handle on any basis. The Commission’s action in the abandonment proceedings 
has deprived Michigan Consolidated of all rights which it theretofore had as a 
“Buyer” of gas from Panhandle. 

In these circumstances Michigan Consolidated’s claims in these proceedings 
that it is entitled to be protected against violations by Panhandle of its I Rate 
Schedules have been destroyed by the Commission’s order of December 19, 1958. 

In addition, it appears that all other parties have withdrawn their objections 
to the granting of Panhandle’s applications to sell gas to direct sale inter- 
ruptible customers and that the Staff supports the granting of Panhandle’s 
applications to sell industrial interruptible gas without reservation or condition 
of any kind or character. 

The prima facie case presented by Panhandle with respect to its various 
applications may be summarized as follows: 


DOCKET NO, G—-10699 


Docket No. G—10699, as has been pointed out hereinabove involves nine 
interruptible industrial sales. These sales are being made by Panhandle with- 
out first having obtained authority to do so as required by Section 7 of the 
Act.’ 

The sales will be considered herein in the order in which they have been 
presented in Panhandle’s application for certificates of public convenience and 
necessity filed in Docket No. G—10699. 


(1) Mueller Brass Company 


First deliveries of gas to Mueller Brass Company (Mueller) were made on 
November 28, 1951. Deliveries for the first three years of service were made 
pursuant to a contract dated May 23, 1951, and thereafter under a contract 
dated November 8, 1954. On December 2, 1957, the term of the contract be- 
tween Panhandle and Mueller was extended by letter agreement to November 
28, 1960. The contract provides for daily deliveries of gas not to exceed 5000 
Mcf. Annual purchases of gas by Mueller have averaged 500,000 Mcf. 

Gas is deilvered to Mueller through the facilities of Southeastern Michigan 
Gas Company which entered into an agreement with Panhandle for the trans- 
portation of the gas. 

In Commission Opinion 274, 13 FPC 301, the Commission ordered that 


(R) Panhandle shall not use its facilities to transport and deliver 
natural gas in interstate commerce to Mueller without having first ob- 
tained appropriate authorization pursuant to Section 7 of the Natural 
Gas Act; provided, however, that the specifically adopted provisions of 
this paragraph are without prejudice to the rights of Southeastern Michi- 
gan to purchase from Panhandle natural gas for resale to Mueller either 
under Panhandle’s interruptible rate schedule, as amended herein, or 
under its presently authorized contract demand. 

Despite the provisions of this order which was affirmed by the Third Circuit 
Court of Appeals, 232 F. 2d 467, cert. den. 352 U.S. 891, Panhandle continued to 
use its facilities to transport and deliver natural gas in interstate commerce 
to Mueller without obtaining a certificate under Section 7 of the Act. However, 
prior to denial of certiorari by the Supreme Court Panhandle filed its applica- 
tion pursuant to Section 7 for certificate authority to serve Mueller, and it is 
this application, among others, which is under consideration at this time. 

Gas is used by Mueller for processing and manufacturing purposes (prin- 
cipally heat treating) and for steam generation. According to a vice president 


7 See Commission Opinion 274 affirmed 282 F.2d 467, cert. den. 852 U.S. 891. 
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of Mueller it is necessary for the company to use natural gas rather than other 
fuels, because the use of fuels other than gas affects adversely the quality of 
Mueller’s products. 

Mueller produces a variety of products at Port Huron, Michigan, including 
brass, copper, bronze, aluminum, plastic, steel, screw machine products and 
impact extruded parts. Natural gas appears to create less difficulty in regard 
to the temperature control necessary in the manufacture of certain of Mueller’s 
products than other fuels and its use is therefore preferred over other fuels. 
In addition other fuels cause carbon residue, sulphur stain and oxide to appear 
on the surface of Mueller’s products. 

Competitors of Mueller use natural gas and the use of such gas is helpful 
to Mueller in meeting competitors’ prices from the standpont of economy in 
manufacture. Moreover, Mueller constructed $148,000 worth of facilities in 
order to receive gas from Panhandle, and is the largest industry in Port Huron, 
having an annual payroll of between 12 and 15 million dollars. 

The sale of gas by Panhandle to Mueller was authorized by the Michigan 
Public Service Commission on November 2, 1951 and by the City Commission of 
Port Huron, Michigan on July 23, 1951. 


(2) American Vitrified Products Company 
(Successor to LaClede-Christy Co.) 


Panhandle’s contract with American Vitrified Products Company (American) 
was executed on November 15, 1957 and is to extend for three years com- 
mencing with November 15, 1959 and terminating November 14, 1960, and is to 
continue thereafter from year to year unless terminated by either party on 
thirty days’ written notice. 

American is the successor to LaClede-Christy Company with which Pan- 
handle had originally contracted to sell gas. The contract provides for the 
sale of natural gas to American at the latter’s plants located at White Hall, 
Illinois and the contract provides that daily deliveries of gas shall not be in 
excess of 2500 Mcf. The record indicates that American’s predecessor pur- 
chased in excess of 200,000 Mcf from Panhandle in 1957 and American expects 
to exceed such purchases. American employs from 100 to 150 people in the 
production of clay drain tile, and sewer pipe. The gas will be used for drying 
and burning operations. 

According to a witness for American, no other fuel can satisfactorily be 
employed to produce a good quality product and the use of gas will lower 
labor costs. 

No new facilities will be required by Panhandle or the buyer. Gas is de- 
livered to American through facilities owned and maintained by the City of 
White Hall which has agreements with both Panhandle and American for 
transporting the gas to American’s plants. 

The sale of gas by Panhandle was authorized by the Illinois Commerce 
Commission on July 7, 1953. 


(3) Illinois Rural Electric Company 


Panhandle’s contract with Illinois Rural Electric Company (Rural Electric) 
was entered into on June 22, 1953, for a period of five years from the date of 
first delivery of gas and from year to year thereafter unless cancelled at the 
end of such five-year period or thereafter at the end of any year by the giving 
of 60 days written notice by either party to the other. The contract provides 
for deliveries of gas on a dump basis not in excess of 1000 Mcf in any one 
day. Rural Electric expected to use a maximum daily volume of 1000 Mcf 
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in 1958. During 1957 Rural Electric purchased 136,395 Mcf of gas from Pan- 
handle. 

Rural Electric is a cooperative organized under the Illinois Non-Profit Act 
and renders electric service in rural areas in Illinois to over 8000 farms and 
other rural establishments. The natural gas being purchased by Rural Electric 
is used as fuel in dual fuel diesel generating units, the other fuel used being 
oil. 

A witness for Rural Electric testified that it would be prohibitive economi- 
cally to operate the Winchester plant of Rural Electric which uses natural 
gas on oil alone pointing out that buyer saved over $50,000 at this plant in 
1957 by using gas for part of its power generation. In addition, Rural Elec- 
tric’s general manager claimed that the use of natural gas would prolong the 
life of the relatively old diesel engines in the plant and facilitate cleaner 
combustion. 

Rural Electric constructed a lateral pipeline and expended for engine con- 
version approximately $130,000 in order to utilize Panhandle’s gas. 

The sale of gas by Panhandle to Rural Electric at its Winchester electric 
generating plant was authorized by the Illinois Commerce Commission on 
August 19, 1953. 


(4) National Distillers and Chemical Corporation U.S.I. Chemical Division 


Panhandle entered into a contract with National Distillers and Chemical 
Corporation U.S.I. Chemical Division (U.S.I.) on October 26, 1954 for a period 
of five years commencing with the first date of deliveries under such contract 
for the sale of gas on an igterruptible basis at its plant located at Tuscola, 
Illinois. The contract provides for deliveries of gas not in excess of 5,000 
Mcf in any one day. The buyer has been receiving natural gas from Pan- 
handle since August 1955. The gas is delivered to the buyer from a lateral 
about 5,000 feet in length which U.S.I. and Illinois Farm Supply Company. 
another buyer constructed jointly. Approximately 600,000 Mcf of natural gas 
is consumed annually at this plant. During 1957 the maximum daily take 
from Panhandle was about 4,000 Mcf. 

The buyer denatures alcohol, manufactures sulphuric acid, ammonia, argon, 
nitric acid, ammonium nitrate, nitrogen solutions and various other products 
at its Tuscola plant. Natural gas is used as a material for re-forming with 
steam to produce hydrogen and it is also used as a heat energy source. A 
small amount of gas is used for space heating. Since natural gas is required 
for re-forming with steam to reproduce hydrogen other fuels are not suitable 
to the buyer’s processes. 

A witness for the buyer testified that if the application were not granted 
a material part of its operations would have to be shut down. The cost of 
facilities installed by Panhandle, U.S.I., and Illinois Farm Supply Company 
was about $20,000. In addition, Panhandle installed a measuring and regu- 
lating station at a cost of $21,500 which is being used in connection with this 
sale and another sale to Illinois Farm Supply Company. The sale of gas by 
Panhandle to U.S.I. was authorized by the Illinois Commerce Commission on 
April 19, 1955. 

(5) Illinois Farm Supply Company 


Panhandle entered into a contract with Illinois Farm Supply Company 
(Illinois Farm) on October 11, 1954 for a period of three years from the date 
of first deliveries for the sale of gas on an interruptible basis at the latter’s 
plant located near Tuscola, Illinois. Deliveries of gas began on October 17, 
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1955. Such deliveries are made through facilities constructed jointly by 
Illinois farm and U.S.I. Illinois Farm owns a two-twelfths interest. 

During the company’s 1957 fiscal year the plant used 23,963 Mcf of gas but 
expects to increase its usage of gas. Illinois Farm conducts a seasonal opera- 
tion in the manufacture of several grades of granulated fertilizer. The gas 
is used in this plant for drying purposes and Illinois Farm’s plant manager 
testified that natural gas is more economical than other fuels and more con- 
venient due to the atmospheric conditions around the plant. In addition, 
natural gas, according to the witness, was superior from the standpoint of 
better control. The season during which the plant is operated coincides with 
the planting season and is usually in March, April and May and in September 
and part of October. Illinois Farm had a propane plant as standby equipment 
but found that it was more economical to shut down such plant than to use 
the standby equipment and the latter has been dismantled. The maximum 
peak-day delivery to this plant was 250 Mcf and occurred in March 1957. 

The sale of gas to this buyer was authorized by the Illinois Commerce Com- 
mission on April 14, 1955. 


(6) American Agricultural Chemical Company 


Panhandle entered into a contract with Buhner Fertilizer Company (Buh- 
ner) on October 26, 1954, which was extended to October 14, 1959, and year 
to year thereafter. American Agricultural Chemical Company (American 
Agricultural) acquired Buhner on October 14, 1957 and obtained Buhner’s 
rights under the latter’s contract with Panhandle. Panhandle’s contract pro- 
vides for the sale of natural gas on an interruptible basis at the company’s 
plant near Danville, illinois, and that maximum daily deliveries will not 
exceed 200 Mcf. During 1957 Panhandle delivered 6,551 Mcf to the Danville 
Plant, but American Agricultural expects its gas consumption to increase in 
the future. 

Panhandle’s Danville lateral crosses American Agricultural’s plant near 
Danville. 

American Agricultural produces chemical fertilizer and like Illinois Farm 
uses gas for the drying of its fertilizer products. The buyer claimed that 
the use of gas eliminated the possibility of soot formation and was easier to 
control than other fuels. 

There were, however, a number of curtailments in January 1957 and Feb- 
ruary of 1958. 

The Staff in its brief (p. 30) points out that Illinois Power is another 
available source of supply for this plant but that the buyer prefers to pur- 
chase from Panhandle because its management believes there would be fewer 
curtailments if served by Panhandle rather than Illinois Power. Illinois Power 
has withdrawn its opposition to Panhandle’s applications in these proceedings. 

The sale of gas by Panhandle was authorized by the Illinois Commerce 
Commission on April 19, 1955. 


(7) Auburn Dehydrating Mills, Inc. 


Panhandle’s contract with Auburn Dehydrating Mills, Inc. (Auburn) dated 
February 24, 1955, provides for deliveries of gas not in excess of 1,000 Mcef 
per day on an interruptible basis to Auburn’s plant near Auburn, Illinois. The 
term of the contract was for two years from the first delivery of gas and 
thereafter until terminated on 60 days’ written notice. 

Auburn operates an alfalfa and corn dehydrating plant about a mile and 
a half north of the city limits of Auburn, Illinois. The plant had been re- 
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moved from Auburn because of offensive odors caused by its processes, and 
Auburn’s new plant represented a capital investment of about $350,000. 

The plant operates on a seasonal basis, 96 percent of the volumes of gas 
being purchased from May to November. During the drying season Auburn 
estimates its average day requirements at about 750 Mcf and estimates nor- 
mal year’s requirements at about 78,000 Mcf. The natural gas is employed 
to dry alfalfa and corn during the plant’s drying season and a small amount 
is used for heating. 

The president of Auburn testified that he preferred natural gas because it 
was very substantially cheaper than oil or propane which are used in other 
plants controlled by him, is easily available to his Auburn plant, easily con- 
trolled in the burners, and does not taint the product. He further testified 
that the plant was constructed with the use of natural gas in mind as an 
essential part of the company’s method of processing. The total capital 
investment in the plant is approximately $350,000 and Auburn is the principal 
industry and largest employer in the Auburn area. 

The sale of gas at Auburn was authorized by the Illinois Commerce Com- 
mission on April 14, 1955. 


(8) Funk Bros. Seed Company 


Panhandle entered into a contract with Funk Bros. Seed Company (Funk) 
dated August 26, 1955, for a term of three years for the sale of gas on an 
interruptible basis to be delivered to Funk’s plant near Rockville, Indiana. 
The contract provides for maximum daily deliveries not in excess of 200 Mcf. 
Total deliveries by Panhandle to Funk’s plant in 1957 were 7,857 Mcf. The 
gas is used for drying seed kernels by the direct application of heat. Funk 
produces hybrid seed corn, with an annual production of between 130,000 and 
150,000 bushels. 

The use of oil in Funk’s processes creates a problem of fumes and the use 
of fuels other than natural gas is claimed to have a harmful effect on the 
germination of the seed. 

Funk is the only industrial plant in Rockville and normal employment runs 
between 30 and 40 people but in the growing season an additional 100 persons 
are employed. 

The sale of gas by Panhandle to Funk was authorized by the Indiana Public 
Service Commission on October 28, 1955. 


(9) City of Roodhouse 


Panhandle’s contract with the City of Roodhouse (City) provides for the 
sale of gas on an interruptible basis at the City’s electric generating plant 
which is municipally owned and supplies electric service to approximately 
2,400 customers. The contract provides that, the term of this contract shall 
extend one year commencing September 24, 1957, and ending September 23, 
1958.” The gas is used in dual fuel diesel-driven generators. The alternate 
fuel used by Roodhouse is No. 2 diesel fuel costing about 60 percent more than 
natural gas. 

The contract specifies that maximum daily deliveries will not be in excess 
of 500 Mcf. In 1957, Panhandle delivered 32,844 Mcf to Roodhouse. 

The gas is transported through the distribution system of the City and 
measured by a separate meter which the City installed at the electric gen- 
erating plant. 

The sale by Panhandle to Roodhouse was authorized by the Illinois Com- 
merce Commission on May 16, 1952. 
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DOCKET NOS. G-1612, G-1714, G~-1715, G-1722, G-1723 AND G—1767 


Panhandle seeks an extension of certificates of public convenience and 
necessity issued to it heretofore in the above-numbered dockets authorizing 
it to serve seven industrial customers listed below with volumes of interrupti- 
ble gas. In most instances however the applicant seeks to serve larger amounts 
than it has served heretofore. Panhandle has entered into renewal contracts 
with these customers and in accordance with the data as follows: 


| | | 
| Date of Volumes | Volumes 











Docket No. | Customer | renewal | gas (Mecf) | gas (Mef) 
| | contract | delivered | delivered 
| in 1956 | in 1957 
G-1088......<0- Northeast Missouri Power Cooperative, Pal- | i 
myra, Mo.. at ne ..--| June 14, 1957 71, 489 173, 556 
ORTIG 62nd | General Motors Corp., (Central Foundry Divi- | 
| _ sion) -- : aw heseti July 24, 1957 875, 356 | 832, 554 
Libby-Owens-Ford Glass Fibers Co., successor | 
by merger to Glass Fibers Co., Inc..._...- July 11, 1957 519, 474 | 
ll City of Jacksonville, Ill... .. - ‘ Dec. 12, 1957 277,314 | 
Gees anda2 Alsey Brick & Tile Co., Alsey, Til. _...-..-- July 92, 483 | 
CORTE. 2 cpinne Clay City Pipe Co., Montezuma, Ind_....-.....; May ‘ 106, 330 | 
‘ a Aug. 483, 671 





Geet snccsces | Brockway Glass Co., Ine....---- 
| | 


In the case of Northeast Missouri Power Cooperative (Northeast Missouri), 
the renewal contract provides for an increase in the maximum daily quantity 
over the volume origirally authorized to bring the volumes up to 6500 Mcf 
in any one day. The term of. the contract between Northeast Missouri and 
Panhandle was extended for a two-year period commencing August 28, 1957, 
and ending August 27, 1959. Northeast Missouri uses gas as fuel to generate 
electricity which it sells at wholesale to distributing cooperatives located in 
Missouri and Iowa. The facts and circumstances under which the Commis- 
sion issued a certificate for the sale to Northeast Missouri are set forth in a 
decision issued by the Commission’s presiding examiner on June 12, 1952, in 
Docket No. G-1612 reported at 11 FPO 632. The initial decision and order 
became effective as the final decision .ind order of the Commission on July 
14, 1952 (11 FPC 682). There appears to be no material difference in the 
circumstances between the present application and that theretofore granted 
by the Commission except in the increase in maximum daily quantity from 
not in excess of 1200 Mcf (11 FPC 639) to not in excess of 6500 Mef. 

The application in Docket No. G-1714 shows that Panhandle entered into 
a renewal contract of its earlier contract with General Motors Corporation 
(Central Foundry Division) on July 24, 1957. The initial contract entered 
into between Panhandle and the Central Foundry Division of General Motors 
Corporation obligated Panhandle to deliver not in excess of 2500 Mcf in any 
one day. The renewal contract entered into provides for the sale of gas to 
the General Motors Plant of volumes on an interruptible basis up to 3500 Mcf. 

This division of General Motors produces malleable iron parts needed for 
jet engines and usesS gas for fuel in its operations. The facts relating to the 
granting of the certificate of public convenience and necessity heretofore 
issued in this docket are set forth in the initial decision of the Presiding 
Examiner and accompanying order which became effective as the final decision 
and order of the Commission on July 14, 1952 (11 FPC 641). 

In addition in Docket No, G—1714, the Commission also issued a certificate 
of public convenience and necessity to Glass Fibers, Inc. L-O-F Glass Fibers 
Company is the successor by merger to Glass Fibers, Inc. 


556—711—64——_5 
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The initial contracts between Panhandle and Glass Fibers, Inc. obligated 
Panhandle to deliver not in excess of 3,000 Mcf in any one day on an inter- 
ruptible basis. The term of the contract was for five years from the initial 
delivery of gas. Panhandle entered into a renewal contract with L-O-F Glass 
Fibers Company dated July 1957, extending the contract until July 10, 1962, 
and obligating seller to deliver volumes of gas on an interruptible basis but 
not in excess of 3,000 Mcf in any one day. 

The facts relating to the granting of the Commission’s certificate issued 
heretofore to Glass Fibers are set forth in the Presiding Examiner’s decision 
issued in this docket on June 12, 1952 (11 FPC 641 et seq.). The Defiance 
Plant of L-O-F Glass Fibers Company produces glass fiber products and em- 
ploys natural gas in its operations. It is claimed that natural gas is necessary 
in the operations of the company. 

The Commission issued a certificate of public convenience and necessity 
authorizing Panhandle to sell natural gas on an interruptible basis to the 
City of Jacksonville, Illinois (City) in Docket No. G-1715. The initial de- 
cision and order of the Presiding Examiner issued June 12, 1952, became 
effective as the final decision and order of the Commission on July 14, 1952. 

Panhandle in this application seeks continuance of the service heretofore 
authorized by the Commission. The facts upon which the certificate of public 
convenience and necessity issued are set forth in the decision of the Presiding 
Examiner in this Docket issued June 12, 1952 (11 FPC 648). 

The initial contract between Panhandle and the City of Jacksonville was 
entered into on February 15, 1951, for the sale of natural gas in varying 
amounts up to but not in excess of 1,000 Mcf per day on a temporary or dump 
basis for use as fuel in Jacksonville’s municipal electric generating power 
plant on days when Panhandle had excess or dump gas available for sale. 
The contract initially entered into was for a term of seven years commencing 
with the initial deliveries of gas thereunder and thereafter unless and until 
terminated by either party on sixty days prior notice to the other. The 
renewal contract entered into between Panhandle and the City of Jacksonville, 
Illinois provides that the contract shall extend for a term of one year com- 
mencing December 21, 1957, and terminating December 20, 1958, and from 
year to year thereafter unless terminated upon thirty days prior written 
notice. 

Gas is used by the City of Jacksonville as fuel for its power plant’s dual 
fuel diesel engines. The use of gas rather than oil, according to the man- 
aging superintendent of the utilities for the City of Jacksonville, saved the 
city about $60,000 in 1957. The City expended approximately $122,000 for 
pipe facilities and equipment, in order to utilize natural gas from Panhandle. 
The City operates a municipal electric plant which is in competition with 
Illinois Power Company in rendering electric service in the City. Illinois 
Power has withdrawn its opposition to the application. 

In Docket No. G—1722, relating to sales of Panhandle to Alsey Brick and 
Tile Company (Alsey), the Presiding Examiner issued an initial decision and 
order which became effective as the final decision and order of the Commis- 
sion on July 14, 1952 (11 FPC 655). The facts and circumstances relating to 
the sale of natural gas to Alsey Brick and Tile Company, Alsey, Illinois, are 
set forth generally in the Presiding Examiner’s decision in this docket issued 
June 12, 1952 (11 FPC 655). 

The renewal contract between Panhandle and Alsey Brick and Tile Com- 
pany provides that the term of the contract shall extend for three years com- 
mencing August 2, 1957, and ending August 2, 1960, and thereafter from year 
to year unless terminated by a thirty day written notice by either party to 
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the other. The contract provides that Panhandle is obligated to deliver on 
an interruptible basis not in excess of 1500 Mcf per day. 

Alsey uses natural gas from Panhandle in its periodic kilns and dryers for 
the manufacture of fire brick. It is claimed that natural gas produces a better 
product than other fuels due to the fact that it assures more accurate heat 
control and facilities increasing brick production. 

Docket No. G-1723 relates to sales made by Panhandle to Clay City Pipe 
Company, Montezuma (Clay City). The facts and circumstances relating to 
the issuance of a certificate in Docket No. G-1723 are summarized in the Pre- 
siding Examiner’s initial decision issued in this docket on June 12, 1952, 
which became effective as the final decision and order of the Commission on 
July 14, 1952 (11 FPC 661). 

Panhandle’s renewal contract with Clay City provides for interruptible gas 
service to Clay City in volumes up to 1500 Mcf per day and is for a three- 
year period commencing June 19, 1957. Clay City, like Alsey, uses gas as fuel 
in periodic kilns and for the manufacture of fire brick. It also uses gas in 
boilers. Clay City has made an investment in lateral pipeline facilities in 
order to receive the gas from Panhandle. 

The sale of gas by Panhandle to Brockway Glass Company of Lapel, Indiana 
(Brockway) was originally authorized by the Commission in Docket No. 
G-1767 on August 20, 1951, by the issuance of a temporary certificate. A per- 
manent certificate was issued on October 23, 1953 (12 FPC 669). 

Panhandle entered into a renewal contract with Brockway on August 29, 
1956, providing for maximum daily deliveries of gas up to 1500 Mcf. 

The use of natural gas is important in the production of Brockway’s glass 
products because of the necessity of maintaining temperature control, and this 
is more easily achieved by the use of gas than some other fuel. In addition, 
natural gas is the most economic fuel in the manufacture of glass products. 


CABOT CARBON COMPANY, DOCKET NO. G—12822 


Panhandle’s application in Docket No. G—12822 proposes a new direct sale 
of gas to a new plant built by Cabot Carbon Company (Cabot) near Tuscola, 
Illinois on an interruptible basis of volumes not in excess of 500 Mcf per day. 

Panhandle is now serving Cabot’s Tuscola plant, pursuant to temporary 
authority issued by the Commission on December 2, 1957. Cabot receives the 
gas from the lateral line constructed by U.S.I. and Illinois Farm (see supra). 
This line is now owned and maintained by all three companies. Panhandle 
also received authorization for this sale from the Illinois Commerce Commis- 
sion on November 6, 1957, after a hearing in which both Illinois Power Com- 
pany and Citizens Gas Company of Tuscola participated. Both of these 
distributors were parties to the instant proceeding and have withdrawn their 
opposition to this and the other Panhandle’s applications under consideration 
in these proceedings. 

Cabot’s Tuscola plant produces silicon dioxide, a fumed sand, sold under 
the trade name of Cab-O-Sil which is used as a high temperature filler or 
extender in insulation materials for electrical circuitry, for high temperature 
insulation in missiles and rockets, as a paint pigment, as a non-slip agent for 
waxes, and as a flattener for varnishes. In producing Cab-O-Sil, chlorine and 
silica in the form of silicon tetrachloride is burned in a hydrogen flame to 
produce silicon dioxide. The use of gas was described by Cabot’s plant engi- 
neer as being necessary to heat the air which is used to burn the hydrogen 
and in purifying the final fumed sand product. 

Cabot’s investment at Tuscola is about 1.5 million dollars, and the site was 
chosen, among other reasons, because of the availability of materials from 
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the nearby U.S.I. Plant. In addition, Cabot will have a market at the site for 
a by-product of its operations, namely hydrochloric acid. 

It is estimated that Cabot’s Tuscola plant will employ about 75 persons and 
will have an annual payroll of about $350,000. 


a + * * * * * 


As has been noted, Panhandle has an absolute and legally inescapable 
obligation to offer interruptible gas to Buyers of its gas in accordance with its 
interruptible rate schedules.* Michigan Consolidated had during these pro- 
ceedings insisted upon its rights as a “Buyer” as that term has meaning 
under the interruptible rate schedules to compel enforcement of the I rate 
schedule provisions insofar as they afforded rights to Michigan Consolidated. 
It was as a “Buyer” within the meaning of Panhandle’s Rate Schedule I-1 
that Michigan Consolidated was permitted to intervene, and it was as such a 
“Buyer” that it sought to protect its rights to service from Panhandle from 
being impaired by the disposition of gas under Panhandle’s proposed direct 
sales for which authorizations have been sought in this proceeding. 

The Commission in granting Panhandle’s application to abandon service to 
Michigan Consolidated has stripped Michigan Consolidated of its status as a 
“Buyer” of Panhandle’s gas and, as such, of the rights it had under Pan- 
handle’s Interruptible Rate Schedules and so long as the Commission’s “aban- 
donment” order stands Michigan Consolidated has been deprived of any rights 
as a “Buyer” to the benefits of Panhandle’s interruptible rate schedules. 

The other customers of Panhandle who intervened have withdrawn their 
opposition to the direct interruptible sales for which certificates are sought. 
It is recognized that there is a stay of the abandonment order but Panhandle 
has never made any sales under its I Schedules to Michigan Consolidated, and 
accordingly there is no service under these schedules which is being made 
to Michigan Consolidated and which could be the subject of a stay (See Com- 
mission order issued February 13, 1959, Docket No. G—10396, et al., 21 FPC 218.) 

Panhandle has presented a prima facie case for its direct sale applications 
and on this basis and on the basis of the withdrawal of the pleadings by 
customer utilities of Panhandle and the Commission’s abandonment order in 
Docket No. G—10396, et al. is entitled to have all its applications to make 
direct interruptible sales as described hereinabove granted. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of all the evidence adduced and the briefs and arguments 
of counsel, and upon consideration of the order of the Commission permitting 
withdrawal of pleadings relating to Docket Nos. G—2475 and G—12410, and the 
order of the Commission authorizing abandonment of sales by Panhandle to 
Michigan Consolidated in Docket No. G—10396, et al. issued December 19, 1958, 
20 FPC 851, it is further found and concluded: 

(1) Panhandle Eastern Pipe Line Company, a Delaware Corporation, having 
its principal office in Kansas City, Missouri, is a “natural-gas company” within 
the meaning of the Natural Gas Act as heretofore found by the Commission 
(4 F.P.C. 1081, 1083). 

(2) The facilities involved in Docket Nos. G—10699, G—1612, G-1714, G—1T715. 
G-1722, G-1723, G-1767 and G—12822, as more fully described in the respective 
applications which Panhandle proposes to construct and operate or continue 
to operate, are to be used in the transportation of natural gas in interstate 
commerce and construction and operation thereof are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 


8 See Commission Opinion No. 274, afd. 232 F. 2d 467, 471, cert. den. 352 U.S. 891. 
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(3) The proposed construction and operation by Panhandle of the facilities 
described in its applications are required by the public convenience and neces- 
sity and certificates therefor should be issued. 

(4) Panhandle is able and willing properly to do the acts and perform the 
service and to conform to the requirements, rules, and regulations of the 
Commission thereunder. 







ORDER 








Wherefore, it is ordered, subject to review by the Commission on appeal 
or upon its own motion as provided in the Commission’s Rules of Practice 
and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing the applicant, Panhandle Eastern Pipeline Company 
(Panhandle), to construct and operate or continue to operate the facilities 
described in its applications in Docket Nos. G—10699, G-1612, G—1714, G—1715, 
G-—1722, G—1723, G—1767 and G—12822 for the transportation and delivery of 
natural gas subject to the jurisdiction of the Commission not exceeding the 


amounts set forth in the applications in each of the dockets captioned herein- 
above. 


















(B) This certificate shall be accepted in writing and under oath within 
thirty days from the issuance of this order. SAMUEL BINDER 
Presiding Examiner 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CITY OF WAYNESBORO, TENNESSEE, DOCKET NO. G-18305 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF 
NATURAL GAS 

















(Issued July 9, 1959) 


On April 14, 1959, the City of Waynesboro, Tennessee, (Applicant), filed in 
Docket No. G—18305 an application, pursuant to Section 7 (a) of the Natural 
Gas Act, for an order of the Commission directing Tennessee Gas Transmis- 
sion Company (TGT) to establish physical connection of its transmission 
system with facilities to be installed by Applicant and to sell natural gas to 
Applicant on a firm basis for distribution and sale at retail in and near the 
community of Waynesboro, all as more fully set forth in the application. 

Applicant proposes to construct a distribution system and meter assemblies 
to serve approximately 348 customers on peak days (estimated number for 
third year of operation), and approximately 6 miles of 3-inch transmission 
pipeline from the distribution system to the requested point of connection on 
TGT’s new Delta-Portland transmission line which is to be placed in opera- 
tion in the fall of 1959. The estimated total cost of Applicant’s proposed 
facilities is $185,000, which is to be financed by a 28-year 5% percent revenue 
bond issue. 


Applicant’s estimated requirements for the project proposed herein are: 





Year | Peak day Annual 
| (Mef) (Mef) 
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On May 25, 1959, TGT filed its answer to the application herein saying 
that it can serve natural gas as requested by Applicant without adverse effect 
on its other customers, such service to commence after TGT’s Delta-Portland 
Line is placed in operation in the fall of 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 6, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30 (c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Tennessee Gas Transmission Company, a Delaware corporation having 
its principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order issued February 14, 1947, in Docket No. G-805 (6 FPC 
416). 

(2) Applicant, the City of Waynesboro, Tennessee, a municipal corporation 
organized and existing under the laws of the State of Tennessee, is duly 
authorized to engage in the business of distributing and selling natural gas 
within the State of Tennessee upon the completion and operation of the 
facilities proposed to be constructed, as hereinbefore described. 

(3) It is necessary and desirable to the public interest to direct Tennessee 
Gas Transmission Company to establish physical connection of its transmis- 
sion facilities with those proposed to be constructed and operated by Applicant, 
and to sell and deliver to Applicant natural gas under TGT’s appropriate 
rate schedules on file with the Commission, for rescle in the area described 
in the application. 

(4) TGT should be required to sell and deliver to Applicant up to 595 
Mcf of natural gas per day, its estimated third year peak-day requirement. 

(5) The volumes of gas required by Applicant are so small that TGT can 
render the requested service without adverse effect on service to its existing 
customers. 

(6) Applicant should be prepared to receive natural gas from TGT within 
one year from the date of issuance of this order. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 
The Commission orders: 


(A) Tennessee Gas Transmission Company be and it is hereby directed 
to establish physical connection of its transmission facilities with the pro- 
posed facilities of Applicant, as hereinbefore described and as more fully 
described in the application in this proceeding, and to deliver and sell natural 
gas to Applicant pursuant to TGT’s appropriate rate schedules on file with 
the Commission for resale in the areas described in said application. 

(B) TGT shall sell and deliver to Applicant up to Applicant’s estimated 
third year peak-day requirement of 595 Mcf of natural gas per day. 

(C) Applicant shall be prepared to receive natural gas from TGT within 
one year from the date of issuance of this order. 

(D) TGT shall report to the Commission in writing and under oath the 


date of commencement of service to Applicant hereunder within 10 days after 
service has begun. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO. 2101 
ORDER APPROVING REVISED EXHIBIT DRAWINGS 


(Issued July 9, 1959) 


Sacramento Municipal Utility District, licensee for major Project No. 2101— 
to be known as the Upper American River Project and located on the Rubicon 
River and tributaries, Silver Creek and tributaries, and South Fork of the 
American River in El Dorado County, California, and affecting lands of the 
United States within the Eldorado National Forest—pursuant to Article 26 of 
the license for the project filed on May 18, 1959, and supplemented on June 8, 
1959, for Commission approval and inclusion in the license for the project the 
following revised Exhibit L drawings showing the Union Valley Dam: 

Exhibit L-40 (FPC No. 2101-82) entitled “Union Valley Spillway Gate 
Structure, General Arrangement” ; 

Note on Exhibit: “The spillway gates will be blocked in an open posi- 
tion by November 1, of each year and will remain in that position until 
the following. April 1, unless special permission is obtained for a specific 
year from the appropriate authority.” 

Exhibit L-42 (FPC No. 2101-84) entitled “Union Valley Dam General Plan,” 
superseding Exhibit L-3 (FPC No. 2101-9) now part of the license for the 
project ; 

Exhibit L-43 (FPC No. 2101-85) entitled “Union Valley Dam, Projected 
Maximum Section & Profile” ; 

Exhibit L-44 (FPC No. 2101-86) entitled “Union Valley Dam, Embankment 
Sections & Details” ; 

Exhibit L-45 (FPC No. 2101-87), entitled “Union Valley Diversion & Power 
Tunnels, General Arrangement,” superseding Exhibit L-4 (FPC No. 2101-10) 
now part of the license for the project insofar as it shows the profile of tunnel; 

Exhibit L-37 (FPC No. 2101-79) entitled “Union Valley Diversion & Power 
Tunnels, Typical Sections,” superseding. Exhibit L-4 (FPC No. 2101-10) now 
part of the license for the project insofar as it shows typical tunnel sections; 

Exhibit L-46 (FPC No. 2101-88) entitled “Union Valley Gate Shaft, General 
Arrangement” ; 

Exhibit L47 (FPC No. 2101-89) entitled “Union Valley Spillway, General 
Arrangement”; and 

Exhibit L48 (FPC No. 2101-90) entitled “Union Valley Spillway Chute & 
Bucket, General Arrangement”. 

The proposed Union Valley dam is an earth-fill structure 430 feet high 
having a center impervious core with coarser materials extending to the 
upstream and downstream faces. It is located on Silver Creek about one river 
mile upstream from its confluence with the South Fork Silver Creek, and 
immediately upstream from the reservoir of the Junction dam, and forms a 
major storage reservoir of the project. The spillway is a gated concrete struc- 
ture located on the right abutment. 

The effect of approving the exhibits, among others, will be to substitute an 
earth-fill dam for a rock-fill dam with concrete upstream face; to increase the 
crest elevation of the dam by 38 feet to elevation 4878; to increase the normal 
pool elevation of the reservoir by 32 feet to elevation 4870, thereby increasing 
the storage capacity of the reservoir by about 90,000 acre-feet; and to move 
the dam site about one-half mile downstream. The changes result from con- 
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sideration of new and more detailed data on water supply and new geologic 
investigations. 

The Applicant states that the increased storage is required to more ade- 
quately control runoff. This includes water from the Rubicon River in addition 
to that available from the Silver Creek drainage area. It states further that 
eontinuing studies of runoff records of the Rubicon River disclosed flows of 
greater magnitude than determined during initial studies of the project and 
that the larger Union Valley reservoir will make possible better utilization of 
the water resources. 

The Secretary of Agriculture, who has supervision over the Eldorado 
National Forest, has informed the Commission that the concurrence of his 
Department in the proposed change in plans presupposes that provisions in the 
license intended to protect the public interests are interpreted as applying to 
the reservoir level authorized by any amendment of license, particularly those 
provisions regarding road locations and other project-associated land uses, and 
that it has no objection to the proposed change in plans subject to the inclusion 
in the license of a condition pertaining to the sale and removal of merchantable 
timber on national forest lands within the Union Valley reservoir area, with 
a removal date, if necessary, to extend to October 31, 1962. 

Article 12 of the license provides that timber cut in the clearing of the lands 
shall be paid for at the current stumpage rates applicable to the sale of similar 
timber by the Forest Service. 

The Licensee has informed the Commission that the inclusion in the license 
of the removal date of October 31, 1962, would necessitate postponement of the 
filling date of the proposed Union Valley reservoir until the Spring of 1963 
since construction schedule calls for completion of the Union Valley dam by the 
fall of 1961 and the filling of the reservoir to begin during the Spring runoff 
of 1962. The Licensee has awarded a contract for the construction of the 
Union Valley dam and spillway subject to the approval of the Exhibit L 
drawings by the Commission and is anxious to start construction as soon as 
possible in order to take advantage of the summer construction season. 

The Licensee has also informed the Commission that its increase in load by 
the summer of 1962 will be about 95,000 kilowatts over that furnished under 
contract from the United States Bureau of Reclamation and that unless such 
additional power can be obtained from proposed Project No. 2101, purchases 
must be made at a cost considerably in excess of that from the proposed proj- 
ect. The Licensee has no generating sources of its own. The first 64;600-kilo- 
watt generating unit of the Jaybird power plant of the project is scheduled to 
be on the line in the Fall of 1960 and the second 64,600-kilowatt unit in the 
Fall of 1962. The Jaybird plant will utilize the storage from the Union 
Valley reservoir and the storage to be provided by the Union Valley reservoir is 
essential to the production of firm power to serve the load. 

The Licensee has informed the Commission that it will turn over to the 
Forest Service all additional monies which it may make through resale of the 
timber on national forest lands within the Union Valley reservoir area. 

The Department of Water Resources of the State of California has approved 
the plans for the dam and spillway. 

By letters dated May 22, and May 28, 1959, respectively, addressed to the 
Applicant, and copies of which were furnished the Commission by the Appli- 
eant, Michigan-California Lumber Company and the Board of Supervisors of 
El Dorado County, California, approved the plans for increasing the height of 
the Union Valley dam and reserved their views with respect to the project 
boundary of the Union Valley Reservoir. The project boundary Of the reservoir 
will be determined at a later date. 
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The Commission finds: 


The above-described revised Exhibit L drawings (FPC Nos. 2101-79, -—82, 
and —84 through -90) conform to the Commission’s rules and regulations and 
should be approved as part of the license for the project as hereinafter provided 
and the above-specified superseded Exhibit L drawings (FPC No. 2101-9 and 
parts of FPC No. 2101-10) should be eliminated from the license. 


The Commission orders: 


(A) The above-described Exhibit L drawings are approved as part of the 
license for the project subject to the following conditions: 

(a) The Licensee shall immediately commence negotiation in an effort to 
enter into a memorandum of understanding with the Forest Service as to sale 
by the Service of merchantable timber on national forest lands within the 
Union Valley reservoir area and its removal in coordination with project 
eonstruction schedules; and, if possible, the Licensee shall enter into such a 
memorandum of understanding within 60 days from the effective date of this 
order ; 

(b) In the event the Licensee shall pay for timber within the Union Valley 
or other project reservoir under the provisions of Article 12 of the license or 
under any agreement with the Forest Service, the Licensee shall turn over to 
the Forest Service any profit made by the Licensee on resale of any such 
timber; and 

(c) The spillway gates shall be operated in the manner prescribed in the 
note on Exhibit L-40 (FPC No. 2101-82). 

(B) The above-specified superseded exhibits are eliminated from the license 
for the project. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313 (a) of 
the Federal Power Act and failure to file such an application shall constitute 
acceptance of this order. In acknowledgment of the acceptance of this order, 
it shall be signed for the Licensee and returned to the Commission within 60 
days from the date of its issuance. 


DEEP SOUTH OIL COMPANY OF TEXAS, 
DOCKET NOS, G-14705 AND G—14764 


ORDER MODIFYING AND ADOPTING AS MODIFIED PRESIDING 
EXAMINER’S INITIAL DECISION 


(Issued July 13, 1959) * 


Syllabus 

1. Since Deep South had in an earlier proceeding been found to be a “natural 
gas company”, Deep South has a duty to comply with the Natural Gas 
Act and to continue sale and delivery of natural gas. P. 46. 

2. Producer has complied with Commission’s show-cause order by filing an 
application for a certificate of public convenience and necessity, filing a 
rate schedule, and, further, there is a lack of evidence of any continuing 
attempt to physically discontinue the delivery of gas. P. 47. 

8. Commission is not required to pass on issues now before the courts in three 
suits between Deep South, Texas Gas, and Texas Eastern concerning 
termination of contract for the sale and delivery of natural gas. P. 45. 


* Initial decision appears on p. 42. 
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4. Commission issues certificate of public convenience and necessity to appli- 
cant under Section 7 of the Natural Gas Act. 

Commissioner Hussey not participating. 

Phillip Handelman and John I. Coster for Deep South Oil Company of Texas. 

A. A. White and Roy McDonald for Texas Gas Corp. 

W. D. Deakin, Jack D. Head, and Charles I. Francis for Texas Eastern 
Transmission Corp. 

C. Louis Knight for the staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

These proceedings are before us upon exceptions to the initial decision of 
the presiding examiner issued herein on January 9, 1959. The proceeding in 
Dockt No. G—14705 arose upon order to show cause issued by the Commission 
on March 21, 1958, 19 FPC 359, directing Deep South Oil Company of Texas (Deep 
South) to show cause why it should not comply with the provisions of the Natural 
Gas Act in connection with the sale and delivery of natural gas to Texas Gas 
Corporation (Texas Gas) from the North Big Hill area in Jefferson County; 
Texas. The proceeding in Docket No. G—14764 arose shortly thereafter upon 
application for a certificate of public convenience and necessity filed by Deep 
South on March 26, 1958, covering the sale and delivery of gas to Texas Gas 
which was the subject of the show cause order in Docket No. G—14705. The 
two proceedings were consolidated for hearing, and Texas Gas and Texas 
Eastern Transmission Corporation (Texas Eastern), who purchases the gas 
from Texas Gas for resale in interstate commerce, were permitted to intervene. 
On January 9, 1959, the presiding examiner issued his initial decision granting 
a certificate of public convenience and necessity to Deep South in Docket No. 
G-14764, and dismissing the order to show cause in Docket No. G—14705 as 
satisfied and moot. Texas Gas and Texas Eastern filed exceptions to this 
decision, and oral argument on the exceptions was had before the Commission 
on June 11, 1959. 

The sale and delivery of gas by Deep South to Texas Gas which is the 
subject of these proceedings originated in a contract between Deep South and 
McCarthy Chemical Company (now Texas Gas) dated February 15, 1952. 
This contract was for a term of twenty years, and provided for an initial price 
of 10 cents per Mcf during the first ten years and for redetermination of the 
price for each of the two succeeding five year periods based upon the three 
highest prices paid by different transporters to producers in Railroad District 
No. 8. The contract also provided for an increase by an amount equal to three- 
fourths of any increase in cost to Deep South by reason of increased severance 
or production taxes imposed by the State of Texas. This contract was in 
effect and Deep South was making sales and deliveries to Texas Gas pursuant 
thereto on June 7, 1954, when the Federal Power Commission assumed juris- 
diction under the decision of the Supreme Court in Phillips Petroleum Co. v. 
Wisconsin, 347 U.S. 672. 

On September 1, 1954, Texas increased its severance tax. Deep South 
thereafter sought increased payment from Texas Gas under the provision of 
the contract referred to above. Texas Gas, however, refused payment on the 
ground that it could not lawfully do so unless Deep South first complied with 
the Natural Gas Act by filing the change in rate with the Commission. On 
February 11, 1958, Deep South served notice on Texas Gas that failure to pay 
constituted a material breach of the contract and if payment were not made 
within 30 days, the contract would by its terms be terminated. Thereafter. on 
March 21, 1958, 19 FPC 359, the Commission issued the order to show cause in 
Docket No. G—14705. 





FEDERAL POWER COMMISSION 41 


Although Deep South has purportedly repudiated the contract and considers 
it as terminated, it has nevertheless continued to sell and deliver gas to Texas 
Gas as before the notice of termination, and it has complied with the Com- 
mission’s Regulations under the Natural Gas Act by filing the contract as a 
part of its rate schedule for the service covered by its application for a certifi- 
cate in these proceedings. 

This contract is at present the subject of litigation between Deep South, 
Texas Gas and Texas BHastern in three court cases. In the District Court 
of Jefferson County, Texas, Texas Gas is plaintiff and Deep South is defendant 
and cross-complainant in an action to determine whether Deep South should 
be enjoined from delivering more than a certain volume of gas specified by 
Texas Gas as required by the contract, and whether the contract should be 
terminated for fraud or breach. The issues in this case are now pending in 
the Appellate Court of Texas. 

In a second action in the judicial district of Harris County, Texas, Deep 
South is plaintiff and Texas Gas is defendant. In that case Deep South is 
seeking reimbursement for three-fourths of the increased Texas severance tax 
as provided in the contract. 

The third court action is an anti-trust suit in the United States District 
Court for the Southern District of New York wherein Deep South, as plantiff, 
charges Texas Gas and Texas Eastern, among others, with fraud and con- 
spiracy in violation of the anti-trust laws of the United States. 

In his initial decision, the examiner found that it was not necessary for the 
Commission to involve itself here with the issues pending in these court cases 
in order to dispose of the present proceedings. He also found that it was not 
necessary for Deep South in its application to refer to the sale to Texas Gas 
as a sale made under the contract. In their exceptions to his decision, Texas 
Gas and Texas Eastern challenge these findings by the examiner. It is their 
contention that the Commission should find the contract to be a valid and 
effective agreement which is required in the public interest, that the Com- 
mission should order Deep South to discontinue its suit for reimbursement of 
the Texas severance tax, and that the Commission should certificate the sale 
and delivery of gas by Deep South to Texas Gas under the contract. 

The examiner correctly found that we need not pass upon the issues now 
before the courts in the three suits referred to above in order to issue a certifi- 
eate herein to Deep South, and we do not pass upon those issues here, nor do 
we waive any jurisdiction that lawfully attaches under the Natural Gas Act. 
It is sufficient for purposes of these proceedings that Deep South was selling 
and delivering gas to Texas Gas under this contract on June 7, 1954, when 
the jurisdiction of the Commission attached, and that Deep South in applying 
for a certificate of public convenience and necessity covering the sale to Texas 
Gas has filed the contract as part of its rate schedule for such sale on June 7, 
1954, as required by the Commission’s Regulations. 

The examiner properly issued a certificate to Deep South in accordance with 
its application filed in Docket No. G—14764. Texas Gas and Texas Eastern 
contend, however, that the terms and conditions of the sale as certificated are 
not made clear by the examiner’s decision. To clarify this question, the terms 
and conditions which shall govern the sale and delivery of gas by Deep South 
to Texas Gas under the certificate herein issued are the same as the terms 
and conditions of the contract of February 15, 1952, between the parties under 
which and in accordance with which service was being rendered on June 7, 
1954, and which is on file herein and has heretofore been accepted as, Deep 
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South’s rate schedule on that date. This is true regardless of the present legal 
status of the contract as an agreement between the parties. The examiner’s 
decision will be modified accordingly. 





The Commission finds: 


(1) Upon consideration of the evidence of record, the parties’ briefs, the 
examiner’s decision, the exceptions thereto, and the oral argument before the 
Commission, we conclude that the examiner’s decision should be modified as 
set forth above to clarify the terms and conditions of the delivery and sale of 
gas by Deep South to Texas Gas under the certificate herein issued, and as so 
modified should be adopted as the decision of the Commission as of the date 
of issuance of this order. 

(2) Such arguments, contentions, objections and exceptions advanced by 
any party to these proceedings as have not been specifically disposed of herein 
have been considered but are immaterial to decision, or are without substantial 
support in the record or reasonable basis in law, and should be denied. 


The Commission orders: 





(A) The presiding examiner’s initial decision, issued herein on January 9, 
1959, is hereby modified as set forth above, and as so modified is hereby 
adopted as the decision of the Commission as of the date of issuance of this 
order. 

(B) Exceptions to the presiding examiner’s initial decision, except to the 
extent hereinabove granted, are hereby denied. 


DECISION 


UPON ORDER TO SHOW CAUSE AND UPON AN APPLICATION FOR 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued January 9, 1959) 





Law, Presiding Examiner: The proceedings here under consideration are two 
in number. The first (Docket No. G-14705) was instituted by an order issued 
by the Commission on March 21, 1958, 19 FPC 359, directing Deep South Oil Com- 
pany of Texas (Deep South) to show cause why it should not comply with the 
provisions of the Natural Gas Act, more particularly Sections 4 and 7 thereof, in 
relation to the sale and delivery of natural gas to Texas Gas Corporation 
(Texas Gas) which sale and delivery was originally begun under a contract 
dated February 15, 1952 between Deep South and McCarthy Chemical Company 
(McCarthy) in the interest of Texas Gas. The second proceeding (Docket No. 
G-14764) is upon an application for a certificate of public convenience and 
necessity filed by Deep South on March 26, 1958, covering the sale and 
delivery to Texas Gas of natural gas from the North Big Hill Area in Jefferson 
County, Texas, being the same sale and delivery referred to in the order to 
show cause issued by this Commission in Docket No. G—14705. 

By order issued May 15, 1958, the two proceedings were consolidated for 
hearing. Petitions to intervene in Docket No. G—14705 were filed by Texas Gas 
and by Texas Eastern Transmission Corporation (Texas Eastern), which 
repurchases the gas involved herein from Texas Gas, on April 7, 1958 and 
such interventions were authorized by order of April 16, 1958. Subsequently 
the Commission, by an order issued May 29. 1958 expanded the right of inter- 
vention in Docket No. G—14764 as to both Texas Gas, (based upon an applica- 
tion filed May 12. 1958) and to Texas Eastern (upon the expressed belief of 
the Commission that the public interest would be served by permitting such 
expanded intervention). 
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Hearing sessions began on July 8, 1958 and continued, with recesses, through 
July 31, 1958. A principal brief was filed by Deep South on November 13, 
1958. Reply briefs were filed by Texas Gas, Texas Eastern and Staff Counsel; 
and a final brief in answer thereto was filed by Deep South. 

The issues involved in these proceedings are (1) whether Deep South should 
be required to comply with the Natural Gas Act and more especially to con- 
tinue the sale and delivery of natural gas to Texas Gas provided for by a 
certain contract of February 15, 1952 between McCarthy and Deep South and 
to file rate schedules for said sale and delivery; (2) whether the filings of 
March 26, 1958, of the application in Docket No. G—14764 and the filing on 
May 29, 1958, of a rate schedule for the sale of gas to Texas Gas constitute 
sufficient compliance with the Commission’s order issued March 21, 1958 in 
Docket No. G—14705 to meet the requirements of the said order and; (3) 
whether a certificate of public convenience and necessity should be issued to 
Deep South in accordance with the prayer of the petition of the application 
filed by it in Docket No. G—14764. Other questions in issue here are only such 
questions as are dependent upon or the determination of which are essential to 
determination of the three matters above stated. 

Attempts were made at the hearing by both Deep South, and by Texas Gas 
and Texas Eastern to raise other questions which do not appear to be necessary 
to the determination of matters here in issue. Among these matters were (1) a 
question raised by Deep South as to whether improper efforts might have been 
used by Texas Gas to induce institution of the proceedings in Docket No. 
G-14705 by this Commission; (2) the question .(raised by Texas Eastern 
primarily) whether the application for a certificate in Docket No. G—14764 was 
sufficient to meet the requirements of the show-cause order in Docket No. 
G-—14705, in view of the alleged fact that the sale was being made only in 
furtherance of and in accordance with the afore-mentioned contract of Febru- 
ary 15, 1952 between McCarthy and Deep South and (3) whether one or more 
of three court proceedings in which the parties were involved was being or 
had been improperly prosecuted or improperly defended by one or more of 
the parties hereto. 

For convenience those claimed issues whose determination is unnecessary 
and immaterial to the ultimate determination required to be made herein will 
be disposed of first. This results in a saving both of time and of effort. 

Deep South has raised a question whether Texas Gas should properly have 
written to the Commission calling attention to the fact that no certificate had 
been issued for the service by Deep South to Texas Gas from the Big Hill 
Area in Jefferson County, Texas, which service is here under consideration. 
Certainly, purchasers of natural gas in interstate commerce who propose to 
resell natural gas either directly or indirectly to ultimate consumers should 
have and must be found to have some way of calling to the attention of this 
Commission the various failures and neglects of their suppliers to conform 
with the Commission Rules and to submit to the authority of the Commission, 
as such authority has been declared by Congress and by the Courts. Section 13 
of the Natural Gas Act provides only for the filing of petitions in the nature 
of complaints by “Any State, municipality, or State commission.” In view of 
the absence from the Act of any grant of authority to a purchaser of natural 
gas from a “natural-gas company” to file a formal complaint, we cannot here 
find anything improper done by Texas Gas in the submission of an informal 
complaint to this Commission in the form of a letter. 

On August 13, 1957 the Commission received from Texas Gas a request for 
a certification from us that Deep South had not given notice to the Commission 
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of a rate increase for its (Deep South’s) sale of gas to Texas Gas from the 
Big Hill Area, in Jefferson County, Texas, here under consideration. On 
August 21, 1957 the Acting Secretary of the Commission advised Texas Gas 
that no such notice had been given to the Commission and that no rate schedule 
was on file with the Commission by Deep South for the sale of such gas. The 
Acting Secretary’s letter further stated that the United States Court of 
Appeals for the 5th Circuit had (in an opinion dated June 29, 1957) affirmed 
this Commission’s Order declaring Deep South to be a “natural-gas company” 
within the meaning of that term as defined in the Natural Gas Act, but that 
further litigation of the issue remained possible. 

On February 15, 1958, Texas Gas again wrote to the Secretary of the Com- 
mission stating that a notice of cancellation dated February 11, 1958 had been 
served upon it by Deep South tentatively purporting to cancel the contract of 
February 15, 1952. This cancellation was to become effective if Texas Gas did 
not, within 30 days from the date of the said notice, reimburse Deep South 
for three-fourths of certain additional production taxes levied by the State of 
Texas, in accordance with an appropriate provision of the said contract. Copies 
of this letter were sent by Deep South to each of the members of the Com- 
mission. 

The Commission’s Secretary acknowledged Texas Gas’ letter of February 
13, and stated that the position taken by Texas Gas that it could not legally 
reimburse Deep South for the additional taxes appeared to be a proper posi- 
tion. On March 5, the Commission received from Texas Gas a copy of the 
eontract cancellation notice dated February 11, 1958. 

At some time prior to February 10, 1958 Deep South had filed a document 
which was claimed by it to be a proper application for a certificate of public 
eonvenience and necessity, the letter by which it was forwarded to the Com- 
mission having been dated February 4, 1958. On February 10, thereafter, 
Deep South wrote to the Commission asking for the return of the application 
for correction. 

On March 12, 1958 the Commission’s Secretary wrote to Deep South calling 
attention to the fact that no application was on file for a certificate of public 
convenience and necessity for the said sale, and that the contract of February 
15, 1952 had not been filed as a rate schedule by Deep South. On March 21, 
1958 this Commission issued its order directing Deep South to show cause why 
Deep South should not file an application for a certificate of public convenience 
and necessity as well as a rate schedule for the said sale and continue delivery 
in accordance with terms of the aforesaid contract of February 15, 1952 
between McCarthy and Deep South. 

It appears that the filing of an informal complaint by Texas Gas was a 
reasonable and proper action on the part of that company in view of the 
absence of authority in the Act for the filing of a more formal complaint. 
The transmission by Texas Gas of copies of its informal complaint to the 
individual members of this Commission may have been unnecessary and super- 
erogatory, but we can not assume an improper motive therefor. Moreover 
this is not a proper time and forum to consider and pass upon the implications 
of such a motive, if it could be shown to exist. 

Among the claimed questions was that originally raise by Texas Eastern to 
the effect that the application for a certificate by Deep South in Docket No. 
G-—14764 might be insufficient because it did not specifically state that the sale 
by Deep South to Texas Gas, here under consideration, was made under the 
contract of February 15, 1952 between McCarthy and Deep South. Admittedly, 
the said contract of February 15, 1952 contained (in addition to statements of 
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quantity, quality, the time and place of delivery and the manner of payment) 
provisions intended to authorize price escalations on certain dates, which dates 
ean be determined from Section X of the contract. These escalation provisions 
are separate from and in addition to certain provisions for the reimbursement 
by the buyer to the seller of three-fourths of any increased taxes levied upon 
the seller either by reason of increasing of an existing tax or creation of new 
taxes additional to those imposed as of February 15, 1952 by the State of Texas 
upon the production and severance of natural gas. For Deep South to have 
stated that the sale was being made strictly under the contract, would be 
absurd since the escalation provided for in Section X of the contract, could 
only be made applicable upon approval of this Commission and the same 
situation would probably apply as to the escalation resulting from the tax 
reimbursement provided for in Section XI of the contract. 

The position of Texas Eastern (and of Texas Gas in support thereof) is 
understandable if these parties have some idea that the escalation provisions 
of the contract constitute some sort of ceiling which may not necessarily be 
reached if the Commission fails to approve the escalation, but which cannot 
be exceeded, even if the cost of production of the said gas were to be increased 
to a point where a rate higher than that provided in the escalation provision 
were both necessary and reasonable. Such a theory (if it exists) would 
appear to be an attempt by Texas Gas and Texas Eastern to eat their cake 
and still have it. Furthermore, under the Natural Gas Act, Deep South (as 
a natural-gas company) cannot now abandon its service to Texas Gas at the 
expiration of the 20 year period provided for in the contract (Section XIII) 
without the previous approval of this Commission. 

The sale by Deep South to Texas Gas while originally strictly contractual 
ceased to be strictly a contractual sale when the time of expiration and the 
price to be paid were modified by the assumption of jurisdiction by this Com- 
mission under the decision of the Supreme Court in the Phillips case,* and 
this Commission’s rules and regulations adopted to carry out the provisions 
of the law as determined by that decision. For the reasons stated it does not 
appear that the alleged failure of Deep South to refer (in its application in 
Docket No. G—14764 for a certificate) to the service by itself to Texas Gas as a 
sale under the contract of February 15, 1952 is in any way material to the 
certificate proceeding or a bar to the issuance of a certificate authorizing the 
said sale. 

Deep South directs attention to three actions now pending in the various 
courts to which Deep South and Texas Gas are parties. These three actions 
or proceedings either are now pending or originated; (1) in the District Court 
of Jefferson County, Texas; (2) in the District Court of Harris County, Texas, 
and (3) in the United States District Court for the Southern District of New 
York. 

The action pending in Jefferson County, Texas, is one wherein Texas Gas is 
plaintiff and Deep South defendant and cross-complainant. The issues there 
are whether Deep South should be enjoined from delivering more than a 
certain volume of gas specified by Texas Gas, in order to avoid the alleged 
peril of exploding the facilities of Texas Gas, and whether the contract should 
be terminated for fraud or breach. The issues in the said Jefferson County 
ease are presently pending in the Appellate Court of Texas. The question 
there involves authority to establish safety rules or control the safety feature 
of pipeline operations. We have no authority over safety, under the Natural 


1 Phillips Petroleum Co. vs. Wisconsin, 347 U.S. 672. 
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Gas Act. Here, however, the question is not the adequacy of the seller’s facili- 
ties but the adequacy of the facilities of the purchaser. This question is one 
for the local forum haying jurisdiction and police powers over safety, at least 
until the Congress shall choose to assign such powers and jurisdiction to this 
Commission or to some other Federal agency in accordance with its (Con- 
gress’) powers under the commerce clause of the constitution. 

The second action at law, as to which evidence was produced, was one in 
the judicial district of Harris County, Texas. In that case, Deep South was 
the plaintiff and Texas Gas was the defendant. That was a suit based upon 
the failure of Texas Gas to reimburse Deep South for three-fourths of the 
increased severance tax imposed by the State of Texas, in accordance with 
the provision of the contract of February 15, 1952 between Deep South and 
Texas Gas. This is a matter which might properly have been brought to 
the attention of this Commission in September 1954 if Deep South had then 
been certificated to make the sale. 

Deep South did not file its application for a certificate prior to September 
1954 and has chosen to go into the state Court to collect the proportional part 
of the increased severance tax rather than seek relief from this Commission. 
Whether this was properly handled by Deep South is a matter to be deter- 
mined by the courts—probably eventually by the Supreme Court of the United 
States upon an appeal from the highest court in the State of Texas. It would 
seem that if Deep South is unable to collect, this inability will constitute a 
sufficient and perhaps a severe penalty for what appears to be an apparently 
innocent mistake of law. However, that is not our problem. 

The third court action now pending is one where Deep South is the plaintiff 
in an anti-trust action pending in the United States District Court for the 
Southern District of New York. Texas Gas, quite understandingly, would 
enjoy having the Examiner deprive the District Court of its jurisdiction and 
give it a defence against charges of fraud and conspiracy, and violation of 
the anti-trust laws, contained in Deep South’s statement of claim. However, 
any authority this Commission has in the matter of anti-trust action is directed 
against the certification of a proposed seller of natural gas. The anti-trust 
action, which is shown by the evidence to be directed against Texas Gas (the 
purchaser) and others, including Texas Eastern, is not material to the certifi- 
eate application of Deep South in Docket No. G—14764 or to the order to show 
cause in Docket No. G—14705. 

Deep South has heretofore in an earlier proceeding been found to be a 
natural-gas company.” As such, it must comply with the Natural Gas Act. 
Such compliance involves continuance of the sale and delivery of natural gas 
to Texas Gas which was being made by Deep South from the Big Hill Area 
of Jefferson County, Texas in June 1954. In the light of these facts, there 
seems to be no question as to the first issue raised here, to wit: the duty of 
Deep South to comply and to continue sale and delivery. 

The filing of a certificate application by Deep South on March 26, 1958 
constituted a prima facie compliance with that portion of the show-cause order 
applying to such application, Neither the Staff nor the interveners here have 
presented any evidence which would rebut that presumption or change the 


*Deep South Oil Company of Texas v. F.P.C., 247 F. 2d 882 (not appealed). 
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status of that application to a non-compliance with the Commission’s show- 
cause order of March 21, 1958. 

On May 29, 1958, Deep South filed a rate schedule for the sale of its Big 
Hill Area gas to Texas Gas. It now appears that this rate schedule has been 
accepted and been made effective by action of this Commission. Such objec- 
tions to Deep South’s motion in regard to the rate schedule as were raised by 
Texas Gas and Texas Eastern during the hearing appear to be directed at some 
mirage of future non-compliance which exists in the minds of the said inter- 
veners. There was some question raised about a possible future interpretation 
of the sales contract as requiring Texas Gas and Texas Eastern to take from 
Deep South and pay for larger volumes of gas than Texas Gas wishes to 
take. The problem involved here is one of safety, and as previously stated, 
this Commission has not been given power over the safety of pipeline opera- 
tions. We therefore find nothing in the manner of filing of the contract as a 
rate schedule which can be deemed to be anything but compliance with the 
Commission’s show-cause order insofar as such order applies to the filing 
of said rate schedule. 

A study of the record therefore shows compliance by Deep South on two 
of the three basic points of the show-cause order. Deep South has complied 
with the Natural Gas Act and the requirements of this Commission by filing 
both a proper application for the sale of natural gas from the Big Hill Area 
in Jefferson County, Texas to Texas Gas and a proper rate schedule for the 
said sale. Moreover, there is no evidence in the record of any continuing 
attempt to physically discontinue the delivery of natural gas from the said 
Big Hill Area by Deep South to Texas Gas. It must therefore be found that 
Deep South has complied with the Commission’s order of March 21, 1958 and 
has purged itself of any alleged contempt for the Commission’s authority. 

Deep South has, by placing in evidence the contract with Texas Gas, shown 
the need for the continuance of the sale and delivery covered by the applica- 
tion in Docket No. G—14764. The sufficiency of the reserves are not ques- 
tioned. In fact the only question raised in regard to such reserves is to 
whether the manner in which the gas has been taken by Texas Gas under the 
contract does not result in an unduly slow utilization of the said reserves. 
There is, however, no evidence in the record to indicate that any drainage 
or any other harmful effect will result to the reserves by reason of this situ- 
ation. The basic price at which the gas was being sold and delivered as of 
June 1954 appears fair, reasonable and unquestioned. Any increase in such 
price hereafter will require Commission approval and the possibility of such 
increase is not pertinent to this proceeding. It therefore appears that the 

requirements of Section 7 of the Natural Gas Act insofar as they relate to the 
application of Deep South in Docket No. G—14764 have been fully met and 
it is hereafter found that a certificate of public convenience and necessity 
should issue to Deep South authorizing the sale and delivery covered by Deep 
South’s application in the said proceeding. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon the consideration of the record, including the evidence presented, the 
pleadings and the briefs and arguments of counsel, and the rate schedule 
filed by Deep South with this Commission, it is further found and concluded 
that: 

(1) Deep South Oil Company of Texas, a Texas corporation with its prin- 
cipal office in Beaumont, Texas, has heretofore been found by this Commission 
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in its Opinion No. 284 and accompanying order adopted on September 2, 1955, 
to be a “natural-gas company” within the meaning of that term as used in 
the Natural Gas Act. The Commission’s said order was affirmed by the United 
States Court of Appeals for the Fifth Circuit and the action of that court 
was not appealed. 

(2) On February 15, 1952 Deep South Oil Company of Texas entered into 
an agreement with McCarthy Chemical Company for the sale to McCarthy 
of natural gas from lands in the North Big Hill Area, Jefferson County, Texas, 
as more fully appears from the contract itself on file with this Commission 
as part of Deep South’s FPC Gas Rate Schedule No. 1. 

(3) Texas Gas Corporation is the successor of McCarthy Chemical Com- 
pany as purchaser of the gas here in question, covered by the said contract of 
February 15, 1952. 

(4) Texas Gas Corporation purchases the said gas from the North Big Hill 
Area of Jefferson County, Texas, from Deep South, and resells such gas to 
Texas Eastern Transmission Corporation for transportation and resale in 
interstate commerce. 

(5) A portion of the lands dedicated to the contract of February 15, 1952 
was assigned to Delta Drilling Company by Deep South February 17, 1953 and 
was reassigned by Delta Drilling Company to Deep South on February 18, 
1958. 

(6) The sale of gas from the North Big Hill Area, Jefferson County, Texas, 
by Deep South to Texas Gas for resale to Texas Eastern is a sale in interstate 
commerce and subject to the jurisdiction of this Commission. 

(7) By notice dated February 11, 1958, Deep South stated to Texas Gas 
its intention to terminate the agreement of February 15, 1952, because of the 
alleged failure of Texas Gas to reimburse Deep South for certain additional 
taxes paid to the State of Texas by Deep South, as provided in Section XI 
of the said contract. 


(8) On March 21, 1958, this Commission issued an order in Docket No. 
G-—14705, directed to Deep South and requiring that company to: 
(1) File an application for a certificate for such sale. 
(2) File a rate schedule for said sale and 
(3) to continue the sale and delivery of natural gas from the area 
covered by the said contract to Texas Gas. 


(9) On March 26, 1958, Deep South filed an application with the Commis- 
sion in Docket No. G—14764 for a certificate of public convenience and necessity 
covering the said sale of natural gas in the North Big Hill Area, Jefferson 
County, Texas. 

(10) On May 29, 1958, Deep South filed the contract of February 15, 1952 
with this Commission, as part of a rate schedule, and subsequently filed as a 
supplement thereto, a gas sale statement for the month of July 1954. 

(11) Subsequently thereto, this Commission accepted for filing (without 
specification as to effective date) the said rate schedule. The said rate sched- 
ule filed by Deep South Oil Company of Texas was designated as its FPC Gas 
Rate Schedule No. 1. 

(12) No attempt has been made by Deep South to physically discontinue 


the sale and delivery of natural gas from the North Big Hill Area of Jeffer- 
son County, Texas, to Texas Gas. 
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(13) A responsible executive officer of Deep South, during the hearing, 
declared the intentions of that corporation to continue service from the North 
Big Hill Area to Texas Gas until its discontinuance was legally authorized. 

(14) The action of Deep South in filing an application for a certificate and 
a rate schedule for the sale of natural gas: from the North Big Hill Area to 
Texas Gas, together with its expressed intention of continuing the sale and 
delivery of such gas to Texas Gas constitute compliance with the order to 
show cause issued to Deep South by this Commission in Docket No. G—14705. 

(15) The need for Texas Gas and’ Texas Hastern and the latter company’s 
customers for the natural gas here in question has been established. 

(16) The reserves of Deep South in the North Big Hill Area appear to be 
adequate for the sale and delivery for which a certificate is sought in Docket 
No. G-—14764. 

(17) No additional facilities are required for the existing and proposed sale, 
other than those now in existence and being used for the delivery and sale 
of the said gas. 

(18) The sale and delivery of natural gas for which a certificate is sought 
in Docket No. G—14764 are economically feasible. 

(19) The Applicant is able and willing to continue the said service. 

(20) Public convenience and necessity require the issuance of the certifi- 
cate of public convenience and necessity for which authorization is sought in 
Docket No. G—14764. 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, 
that: 

(A) A certificate of public convenience and necessity be, and the same is 
hereby issued, upon the terms and conditions of this order, authorizing the 
sale by Deep South to Texas Gas of natural gas in interstate commerce for 
resale, together with the construction and operation of any facilities subject 
to the jurisdiction of this Commission used for the sale of such natural gas 
in interstate commerce, as more fully described in the application in Docket 
No. G—14764. 

(B) The certificate issued herein shall be deemed accepted and of full 
force and effect unless refused in writing and under oath by Applicant within 
thirty (30) days of the issuance of this order. 

(C) The certificate is not transferable and shall be effective only so long 
as Deep South continues the acts or operations hereby authorized in accord- 
ance with the provisions of the Natural Gas Act, and the applicable rules, 
regulations and orders of the Commission. 

(D) The grant of the certificate herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act, or of Section 154 
of the Commission’s Rules and Regulations thereunder, and is without preju- 
dice to any findings or order which have been or may hereafter be made by 
the Commission in any proceeding; and such grant shall not foreclose nor 
prejudice any future proceedings or objections relating to the operation of 
any price or related provisions of the gas purchase contract herein involved. 

(E) The order to show cause directed to Deep South and issued March 21, 
1958, in Docket No. G—14705, be and hereby is dismissed as satisfied and moot. 


Guen R. Law 
Presiding Examiner 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


MINNESOTA POWER & LIGHT COMPANY, PROJECT NOS. 346 AND 469 
ORDER DETERMINING PROJECT DEPRECIATION RESERVES 


(Issued July 13, 1959) 


Minnesota Power & Light Company, Licensee for Project Nos. 346 and 469, 
segregated and recorded in its accounting and memorandum records separate 
reserves for accrued depreciation claimed to be applicable to the in-service 
project properties associated with its Blanchard and Winton developments. 
As shown by Licensee’s 1956 Annual Report (FPC Form No. 1), the amounts 
of those claimed and recorded project depreciation reserves as of December 
31, 1956, are as follows: 





Reserves for depreciation Blanchard | Winton 
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Pending staff study of Licensee’s claimed and recorded project depreciation 
reserves, the Commission by separate orders issued December 8, 1958 (20 FPC 
800, 804), which determined Licensee’s actual legitimate original cost of the 
above projects, as of December 31, 1956, deferred for future consideration 
the matter of Commission determination of the project depreciation reserves 
as of that date. The actual legitimate original cost of the Blanchard develop- 
ment as of December 31, 1956, as previously determined is $2,876,639.91 and 
the previously determined cost of Licensee’s Winton development as of that 
date is $1,609,343.01. 

The staff in considering Licensee’s claimed and recorded project deprecia- 
tion reserves as of December 31, 1956, examined the company’s overall deprecia- 
tion practices which examination included a field study of Licensee’s books, 
records and other data. 

Following that study an agreement subject to Commission approval was 
reached between the staff and representatives of the Licensee with respect to 
Licensee’s claimed and recorded project depreciation reserve balances for the 
above projects. The staff proposes and Licensee concurs that the Commission 
determine the accrued depreciation applicable to in-service properties of the 


1 Project No. 346 is located on the Mississippi River, in Morrison County, Minnesota, 
and may be described as the Blanchard development. The license (issued pursuant to 
Section 4 (d) of the Federal Water Power Act), authorizing the construction, mainte- 
nance and operation of the project is by its terms effective for a period of 50 years 
commencing August 25, 1923, and was originally issued to a predecessor of the present 
Licensee, Minnesota Power & Light Company. 

Project No. 469 is located in St. Louis and Lake Counties, Minnesota, partly 
within the Superior National Forest, on the Kawishiwi River, and may be described 
as the Winton development. The license issued September 5, 1924, pursuant to Section 
4 (d) of the Federal Water Power Act, authorized the maintenance and operation of the 
project for the period terminating on the 26th day of October, 1973. 
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Blanchard development to be $623,222.00 as of December 31, 1956; and the 
accrued depreciation applicable to in-service project properties of the Winton 
development to be $330,466.00 as of December 31, 1956; all classified by 
functional groups as shown in the attached tabulation. 

These amounts of project depreciation reserves result from the adjustment 
of Licensee’s claimed and recorded project reserve balances so as to reflect 
therein the accounting disposition of the adjustments of changes in Licensee's 
claimed and recorded project costs heretofore directed by the aforementioned 
Commission orders. In the case of Licensee’s Blanchard development those 
latter adjustments increased the company’s claimed and recorded reserve for 
accrued depreciation applicable thereto by the amount of $9,817.11. In the 
ease of Licensee’s Winton development those adjustments increased its 
claimed and recorded reserve for accrued depreciation applicable thereto by 
the amount of $22,338.19. 

Licensee represents, as a part of the aforementioned tentative agreement 
with the staff, that it will make no reduction in the annual depreciation rates 
currently being applied to the in-service hydraulic production properties in 
both projects without requesting and securing the prior approval of this Com- 
mission therefor. Those straight-line annual depreciation rates employed by 
Licensee since January 1, 1957, are as follows: 


Hydraulic Production : Percent 
Account 321 Structures and Improvements___...-.------.------- 1.33 
Account 322 Reservoirs, Dams and Waterways__----------------. 1.25 
Account 323 Water Wheels, Turbines and Generators_.......-~-- 2.50 
Account 324 Accessory Electric Equipment___....-.-..--.----~-- 2.50 
Account 325 Miscellaneous Power Plant Equipment _.....-.-~-- 2.50 


For the four years prior to January 1, 1957, Licensee applied somewhat 
lower annual depreciation rates to all hydraulic production properties in 
the two developments except miscellaneous power plant equipment. Previous 
to 1953, Licensee did not follow the straight-line method, but used the 4% 
present worth method from 1947 to 1952 and pursued retirement reserve 
accounting prior to 1947. The staff has tested the project depreciation reserve 
balances as of December 31, 1956, as adjusted by the Commission’s orders 
referred to above, and concurs in such adjusted balances as meeting minimum 
depreciation reserve requirements. 

Licensee, by letter dated November 11, 1958, submitted for each project 
revised schedules reflecting the matters as tentatively agreed to, all as re- 
ferred to above. 

The Governor of Minnesota was advised by letter of this Commission dated 
October 6, 1958, of the staff’s recommendations herein, all as agreed to by the 
Licensee, to afford the opportunity within 30 days from the date of such 
letter to submit any comments or protests or to request additional time within 
which to consider the matter. No comments or protests have been received by 
the Commission. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the staff recommendations herein 
and the resulting reserves for accrued depreciation applicable to the above- 
mentioned in-service project properties as of December 31, 1956, and the 
revised schedules which it filed, and the absence of objections thereto or 
request by the Governor of Minnesota for additional time within which to 
protest, have obviated the necessity for notice and opportunity to protest as 
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provided by Sections 4.4 and 4.5 of the Commission’s Regulations under the 
Federal Power Act, the procedural requirements of which are deemed to be 
applicable to the matter herein before the Commission. 

(2) The adjustment of Licensee’s claimed and recorded project depreciation 
reserve balances as of December 31, 1956, in the manner proposed by the staff 
and agreed to by the Licensee, will be consistent with the Commission’s prior 
orders issued December 8, 1958. 

(3) The reserves for accrued depreciation applicable to in-service project 
properties, Project Nos. 346 (Blanchard) and 469 (Winton), as of December 
31, 1956, are $623,222.00 and $330,466.00, respectively, classified by functional 
groups as shown in the attached schedule. 

(4) It is reasonable and appropriate for the purposes of the Federal Power 
Act that Licensee make provision for annual depreciation of its in-service 
project hydraulic production properties of the above projects at depreciation 
rates not less than those employed by Licensee on and after January 1, 1957, 
as shown above, unless otherwise authorized by the Commission. 





The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purpose of this order. 

(B) Licensee, to the extent that it has not already done so, shall establish 
and maintain reserves for accrued depreciation applicable to the above-men- 
tioned in-service prospect properties showing credit balances of $623,222.00 and 
$330,466.00, as of December 31, 1956, for Project Nos. 346 and 469, respectively, 
classified by functional groups as shown in the attached schedule. 

(C) Licensee shall make provision for annual depreciation of its in-service 
hydraulic production properties of the above projects at annual depreciation 
rates not less than those employed by Licensee on and after January 1, 1957, 
as shown above, unless otherwise ordered by the Commission. 





250.1 RESERVE FOR DEPRECIATION OF ELECTRIC PLANT IN SERVICE 
SUMMARY BY FUNCTIONAL GROUPS AS OF DEC, 31, 1956 








| Allowed 
Revised project 

project plant | depreciation 

reserve 










PROJECT NO. 346 (BLANCHARD) 






Depreciable: . 
Hydraulic production --_....---- $2, 44 
Transmission... - .- 














Total depreciable... ._-.-.--- 2, 665, 649 

Non-depreciable: 
Hydraulic production—Land 

and land rights 3 








210, 991 


PROJECT NO, 4€9 (WINTON) 







Depreciable: 











Hydraulic production _____.__.-.| 1, 123, 664 302, 764 
EE clu ccocnhccecues | 157, 749 27,151 
ee ee 11, 203 551 

Total depreciable.___.._. Lise 1, 292, 616 330. 466 


Non-depreciable: | 
Hydraulic production—Land 
and land rights_..._......... 316, 727 





POUL sstciadisba--gert- aden 1, 609, 343 
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SINCLAIR OIL & GAS COMPANY (SUCCESSOR IN INTEREST TO 
SOUTHERN PRODUCTION COMPANY, INC.), DOCKET NO. G-9447 


ORDER ADOPTING PRESIDING EXAMINER’S INITIAL DECISION 
APPROVING INCREASED RATE 


(Issued July 13, 1959) * 
Syllabus 


Commission has previously stated it would not inquire into acquisition costs 
of properties purchased prior to June 7, 1954, in the absence of fraud or 
other circumstances which as a matter of law would require further in- 
vestigation. P. 59. 

2. Company-wide exploration and development costs allocated to Pledger Field 
on gross revenue basis where record does not show that purchase price 
paid by Southern Production for these fully developed reserves included 
all exploration and development costs of Pledger Field. P. 59. 

8. Commission allocates investment in undeveloped leaseholds, exclusive of 
those in Canada, to Pledger Field on a net investment basis. P. 59. 

4. Sinclair allowed to show what the indirect costs and expenses would have 
been had Sinclair operated the Pledger Field properties, through the 
development of cost ratios based on Staff’s cost of service study for 
Sinclair in another proceeding. P. 53. 

5. Commission finds Sinclair’s rate is just and reasonable under Section 4 of 
the Natural Gas Act. P.54; 63. : 

Charles E. McGee, Francis H. Caskin, R. E. Christiansen, Angus A. Davidson, 
Francis O’H. Searle, Emory Cantey, D. J. Kelly, R. K. Hanger, Joel D. Wolfsohn, 
and Martin Friedman for Sinclair Oil & Gas Co. (successor in interest to 
Southern Production Co., Inc.). 

Louis L. DaPra for the staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On December 19, 1958, the presiding examiner issued an initial decision in 
the above-entitled proceeding under Section 4(e) of the Natural Gas Act finding 
a proposed increased rate of 12 cents per Mcf for gas sold by Sinclair Oil & 
Gas Company (Sinclair) to Southern Natural Gas Company to be just and 
reasonable, and allowing the same for the period from May 1, 1956, when the 
proposed rate became effective subject to refund by order of the Commission, 
to May 1, 1957, when a subsequently filed increase to 12.5 cents per Mcf was 
permitted to become effective subject to refund. The examiner’s decision also 
discharges Sinclair, and its predecessor in interest, Southern Production Com- 
pany, Inc. (Southern Production), who first filed the proposed increased rate 
of 12 cents per Mef, from further obligation or liability on their respective 
undertakings to make refunds. 

Exceptions to the examiner’s decision were filed by Commission staff counsel. 
These exceptions are directed first to the examiner’s allowance of an allocated 
portion of exploration and development expense and an allocated portion 
of undeveloped leasehold investment in Southern Production’s cost of service 
for the test year 1955; and second, to the examiner’s reopening of the pro- 
ceeding to permit Sinclair to show what its own indirect costs and appropri- 
ate rate of return were during the test year 1955, which was prior to Sinclair’s 
acquisition of Southern Production in October 1956. 


* Initial decision appears on p. 54. 
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Upon consideration of the evidence of record in this proceeding together 
with the parties’ briefs, the examiner’s decision and the staff’s exceptions 
thereto, we find that the examiner’s decision is correct, and that staff's 
exceptions are without substantial support in fact or reasonable basis in law. 
The decision properly disposes of the arguments raised by staff’s first exception. 
The Commission, by its order of April 11, 1957, in this proceeding, indicated 
that it did not intend “to inquire into acquisition costs of properties purchased 
prior to June 7, 1954.” Consequently, there is no evidence of record to show that 
the purchase price paid by Southern Production for these fully developed 
reserves included all exploration and development costs incurred by Danciger 
Oil & Refining Co., from whom Southern Production acquired the reserves in 
1950; nor is there substantial evidence from which to conclude that the allow- 
ance which the examiner makes in the test year cost of service for exploration 
and development and for undeveloped leaseholds will create a duplicate fund for 
the same purpose as that already covered by the allowance for depletion, 
depreciation and amortization, as contended by staff. Relying on the evidence 
of record, the examiner correctly determined that allowance for these items 
should be made in the cost of service. We do not, however, decide at this 
time whether such allowance would be proper where there is evidence to show 
that all exploration and development costs are included in the purchase price 
of fully developed reserves. 

We can find no error in the examiner’s treatment of Sinclair’s cost of service 
as objected to by staff’s second exception. Even if the staff’s second exception 
were granted, it would not affect the outcome of this proceeding. Staff con- 
tends that as successor in interest to Southern Production, Sinclair’s rate 
should be tested by Southern Production’s test year costs. The examiner, 
however, did test the 12 cent proposed rate on the basis of Southern Production’s 
cost of service for the test year and correctly found it to be just and reasonable 


The Commission further finds: 


(1) The presiding examiner’s initial decision issued herein on December 19, 
1958, should be adopted as the decision of the Commission. 
(2) The exceptions to the examiner’s decision should be denied. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on December 
19, 1958, is hereby adopted as the decision of the Commission as of the date 
of issuance of this order. 


(B) The exceptions to the examiner’s decision are hereby denied. 


DECISION 
UPON NOTICE TO MAKE EFFECTIVE INCREASED RATES 
(Issued December 19, 1958) 


PurbvuE, Presiding Examiner: On December 15, 1952, Southern Production Co., 
Ine., as seller, and Southern Natural Gas Co., an interstate pipeline company, 
as buyer, entered into a gas sales contract. The contract provided for the 
sale and purchase of all gas produced by Humble Oil & Refining Co. from the 
Duck Lake and Lake Sand Fields in Louisiana, and deliverable to Southern 
Production pursuant to a gas exchange agreement theretofore, on January 8, 
1952, entered into between Humble and Southern Production. Under the 
terms of the Humble-Southern Production agreement, Southern Production was 
entitled to receive, from Humble, delivery of gas produced by Humble from the 
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Duck Lake and Lake Sand Fields in exchange for equal volumes produced by 
Southern Production in the Pledger Field in Texas. The daily average volume 
of gas which Southern Natural purchases under its contract is 75,000 Mcf, in- 
cluding royalty gas. 

The Southern Production-Southern Natural contract was designated Southern 
Production Co., Inc., FPC Gas Rate Schedule No. 3. The contract is for a 
term of 20 years, commencing December 1, 1953. The initial price of gas 
thereunder is a base rate of 10¢ per Mcf, plus a delivery charge of 1¢ and an 
adjustment for a Louisiana gathering tax. The contract provides for an 
increase in the base rate to 12¢ per Mcf beginning December 1, 1955. 

On September 12, 1955, Southern Production filed with the Commission a 
notice of change in such rate schedule, consisting of the 2¢ increase above 
referred to. This notice of change was designated Supplement No. 4 to said 
FPC Gas Rate Schedule No. 3. On October 10, 1955, the Commission, pursuant 
to Section 4(e) of the Act, issued an order suspending the proposed change in 
rate and providing for a public hearing concerning the lawfulness of the 
proposed increase. By further order, the Commission made the increased 
rate effective as of May 1, 1956, upon the filing by Southern Production of an 
undertaking to refund any excess charges. Southern Production filed the 
undertaking ; and, since said date, it and its successor in interest, Sinclair Oil & 
Gas Co., have been collecting the increased rate. 

The proceeding came on for hearing before the Examiner, commencing on 
July 2, 1956. The hearing continued at intervals to October 21, 1957, there 
being 8 hearing days during this period. Evidence both oral and documentary 
was introduced by Southern Production and Sinclair, and by the Staff of the 
Commission. 

Two significant developments took place during the course of the hearing. 
The first, is that on October 10, 1956, Southern Production filed a second 
proposed change in its rate schedule. This proposed change consisted of a 
price increase from the 12¢ per Mcf to 12%¢ per Mcf. The Commission there- 
upon instituted a proceeding, designated Docket No. G-11334, to determine the 
lawfulness of the proposed 12%¢ rate. Such proceeding is now pending. By 
order issued May 27, 1957, the price increase to 12%¢ became effective as of 
May 1, 1957, subject to the obligation of Sinclair to refund any excess charges. 

The second development is that in October 1956, Southern Production sold 
substantially all of its properties and assets to Sinclair, including the Pledger 
Field properties. It was such transaction which resulted in Sinclair’s becom- 
ing the successor in interest to Southern Production in this proceeding. ‘The 
Southern Production properties and Southern Production’s rights under the 
contract with Southern Natural were conveyed and assigned to Sinclair by 
instrument dated November 1, 1956, at which time Sinclair took over the 
operation of the properties and assumed performance of Southern Production’s 
obligations with respect thereto. Effective as of the same date, Sinclair filed 
a notice of succession in ownership and operation, whereby, inter alia, it 
adopted and ratified Southern Production Co., Inc., FPC Gas Rate Schedule 
No. 8. Such rate schedule has been redesignated Sinclair Oil & Gas Co., FPC 
Gas Rate Schedule No. 97. Sinclair also filed an undertaking to refund any 
excess charges, in substitution for the one theretofore filed by Southern Pro- 
duction. Southern Production and Sinclair filed a joint motion for the substi- 
tution of Sinclair as applicant in this proceeding, which was granted. 

The participants at the hearing having rested their cases on October 21, 1957, 
briefs were thereafter filed by them. The last of these briefs was filed on 
March 3, 1958. 
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After a study of the briefs, the Examiner concluded that there were de- 
ficiencies in the proof which could be remedied. Accordingly, he addressed 
a letter to the participants calling for further evidence on certain points. The 
participants being unable to enter into a stipulation of facts covering such 
points, the Examiner reopened the hearing on October 15, 1958 for the purpose 
of receiving evidence thereon. The hearing, as thus reopened, continued 
through October 17, 1958, at which time the proceeding was submitted for 
consideration and decision without further briefs being filed. 


PRELIMINARY FACTS 


The following facts are established by the evidence: 
Southern Production, until November 1, 1956, when its operations in Pledger 
Field ceased, was primarily an oil and gas producing company. Its properties 
consisted principally of developed and undeveloped leases. The producing 
acreage was mainly in Texas and Louisiana, but included acreage in a number 
of other States and in Canada. The non-producing acreage was located in 14 
States, the Gulf of Mexico and Canada. No part of the non-producing acreage 
was in Pledger Field. 

Pledger Field is a gas condensate field. Southern Production acquired its 
gas reserves in this field in 1950 from Danciger Oil & Refining Co. Its acqui- 
sition of these and other properties of Danciger resulted from its purchase of 
97% of the capital stock of Danciger for $42,000,000; and the merger of 
Danciger into Southern Production. At the time of the acquisition, Danciger 
had fully developed the Pledger Field gas reserves; so that Southern Pro- 
duction acquired no undeveloped leases, and incurred no exploration or devel- 
opment costs, in the field. 

Prior to the transfer of the Pledger properties to Southern Production, 
Danciger had produced and processed gas from such properties, which it sold 
to certain concerns for industrial use. 

Sinclair, successor in interest to Southern Production, is also an oil and 
gas producing company. Its producing acreage is located principally in Okla- 
homa, Texas, New Mexico, Kansas, Wyoming and Louisiana. It has undevel- 
oped leases in all of these States and in a number of others, including North 
Dakota, South Dakota and Colorado. 


DISCUSSION 


The decision in this proceeding must be limited to the determination of a 
proper rate, or rates, for the gas from the Louisiana fields which Southern 
Natural purchases for the “locked-in” period from May 1, 1956 to May 1, 1957. 
It has been seen that, on May 1, 1956, the proposed rate of 12¢ per Mcf went 
into effect conditionally. It has been further seen that, on May 1, 1957, a 
proposed rate of 12%¢ per Mcf went into effect conditionally; and that the 
latter rate is the subject matter of another proceeding, Docket No. G—11334. 

During the period from May 1, 1956 to November 1, 1956, Southern Produc- 
tion sold the Louisiana gas to Southern Natural. During the period from 
November 1, 1956 to May 1, 1957, Sinclair sold the Louisiana gas to Southern 
Natural. Obviously, the cost of the Louisiana gas to each of the respective 
sellers was the cost of production of the Pledger Field gas to the respective 
sellers; or, in other words, was the cost of service for the Pledger Field gas 
deliveries. 

The first inquiry, therefore, is whether or not the 12¢-per-Mcf rate is justi- 
fied by the cost of service for the Pledger Field deliveries during the May 1- 
November 1, 1956 period, when Southern Production owned the properties. 
The second inquiry is whether or not such rate is justified by the cost of service 
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for the Pledger Field deliveries during the November 1, 1956-May 1, 1957 
period. when Sinclair owned the properties. 


Southern Production Cost of Service, Pledger Field 


There is ample evidence from which the cost of service to Southern Produc- 
tion for the Pledger Field gas deliveries during the May 1, 1956-November 1, 
1956 period can be determined. Both Southern Production and the Staff pre- 
sented cost-of-service studies using as a test period the calendar year 1955. 
The basic information for each of the two studies was taken directly from 
the records of Southern Production. There is no question but that the oper- 
ating experience of such calendar year can properly be used as a basis for 
determining the rate for the May 1, 1956—-November 1, 1956 period. 

The following testimony of Southern Production’s accounting witness is 
applicable to both the Southern Production and the staff study: 

To ascertain * * * the cost of producing the Pledger Field gas * * * 
involved a study of [Southern Production’s] entire operations and alloca- 
tions of portions of the recorded investment and a significant part of the 
company’s expenses between production of Pledger Field gas and the rest 
of the company’s business, including associated liquids and oil. 

Southern Production, in its cost-of-service study, presented a variety of 
bases and procedures upon which it predicated the cost of producing the 
Pledger gas. On each of such bases, employing an assumed 10% annual rate 
of return, Southern Production came up with a cost far higher than the 
proposed rate of 12¢ per Mcf. In view of the conclusions hereinafter arrived 
at, it is unnecessary to consider the validity of the factors and bases used in 
such study, other than as reflected in the ensuing treatment. 


Staff Presentation 


On the basis of the test year, the Staff computed, and recommended the 
adoption, of the following cost of service to Southern Production for the 
Pledger Field gas deliveries: 

Cost oF SERVICE 
Direct and Generel ee eee ee ae OS cgaacicncsinnieiseiiny $ 515,366 
Franchisé anbé Generar Te ee ee cnneremapnesiaieanmanta 19,167 
Depreciation and Depletion 614,142 
Return on Rate Base 
Allowance for Federal Income Taxes 


2,179,985 
1955 Gas Deliveries (Mcf) from Pledger Field_._.-___.--_---_-______ 22,272,651 


9.79¢ 


It will be seen that the figure which the Staff arrived at as the unit cost of 
the Pledger gas deliveries is 9.79¢ per Mcf. Translated as the cost of service 
for the gas sales to Southern Natural, this amount is exclusive of the 1¢ 
delivery charge and the Louisiana gathering tax adjustment. 

The unit cost of 9.79¢ includes no exploration and development costs what- 
ever. Nor does the rate base upon which the return was calculated include 
any portion of Southern Production’s investment in undeveloped leases. 

The Staff computed the return on the rate base at 6% per annum. Southern 
Production’s capital structure consisted of 65.4% debt and 34.6% common 
equity. The weighted average cost of the debt capital was approximately 
8.4%. Hence, a 6% rate of return would allow about 10% for the common 
equity. A staff expert witness testified that the 6% rate of return was reason- 
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able during the period when Southern Production owned the properties. Mani- 
festly, a lawful rate of return for this period is at least 6% per annum. 
Much of the costs and expenses which the staff accounting witness assigned 
to the Pledger Field operations was allocated on different bases than those 
used in the Southern Production cost-of-service study. Also, the staff witness, 
in the foregoing presentation, allowed only federal income taxes payable, 
whereas Southern Production contended that it was entitled to retain the 
statutory depletion tax benefits. The staff witness also computed the working 
eapital allowance in a different manner than did the Southern Production 
accounting witness. Throughout, the various costs and expenses which the 
Staff attributed to Pledger, if not the same as the amounts arrived at in the 
Southern Production study, were less than such amounts. No useful purpose 
would be served by specifying the several conflicting methods and accounting 
procedures followed in computing the costs of service; or by determining 
which of the various methods and figures should properly be employed save 
in the respects hereinafter noted. For the purpose of the disposition of this 
proceeding, the staff figures are adopted, except for the error and omissions 
hereinafter considered. 


Adjustments for Error in Staff Study 





In its brief, the Staff recognized that there was an error in its calculation 
of the allowance of $179,830 for federal income tax. The error results from 
the Staff’s having allocated total gas and liquids depletion expense for tax 
purposes in the same ratio as their relative amounts per books. Since working 
papers underlying the tax return showed the components (i.e., gas and liquids) 
of the total depletion expense, such allocation was not proper. Correction for 
this error decreases the return on the rate base by $5,845, and increases the 
allowance for federal income tax by $149,862. The result is that the cost of 
service per Mcf, as computed by the Staff, is increased by .644¢. 





Allowance of an Allocated Portion 
of Exploration and Development Costs— 
Allowance of an Allocated Portion of 
Undeveloped Leasehold Investment 


The Staff contends that no exploration and development costs and no unde- 
veloped lease investment are “applicable to Pledger Field for the reasons that 
Southern Production purchased” the Pledger properties as “fully explored and 
developed” properties, and the purchase cost “presumably included all ex- 
ploration and development costs incurred by Danciger.’”* The Staff points out 
that “the purchase cost to Southern Production, net of depreciation and 
depletion reserves, is included in the Pledger Field rate base and return 
allowed thereon.” Ergo, so the argument runs, to allow any exploration and 
development costs in the cost of service, or to allow any undeveloped lease 
investment in the rate base, would “place multiple charges upon the con- 
sumers.” 

This argument is without merit. There is no evidence as to what were 
the costs incurred by Danciger in exploring for and developing the Pledger 
properties, or as to what other exploration costs incurred by Danciger may 


1In this connection, the Staff argues that “it may be assumed” that the Pledger 
properties cost Danciger “considerably less” than the $42,000,000 which Southern 
Production paid for the capital stock of Danciger. The $42,000,000 has no significance. 
It was the amount that Southern Production paid for all of the properties of Danciger 
which it purchased. The net rate base for the Pledger Field properties in the test 
year which the Staff used was only $14,191,331. 
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properly be attributable to Pledger Field. Nor can an assumption or inference 
respecting such costs be indulged in, as contended for by the Staff. The Com- 
mission, by an order issued on April 11, 1957, on an appeal to it in this pro- 
ceeding, expressly stated as follows: 
In the absence of fraud or other circumstances which as a matter of 
law would require further investigation, it is not our intention to inquire 
into acquisition costs of properties purchased prior to June 7, 1954, * * * 

The phrase, “acquisition costs of properties purchased prior to June 7, 1954,” 
embraces both the cost of the Pledger Field properties to Southern Production, 
which purchased them in 1950, and the earlier cost of them to Danciger. For, 
on the appeal in which the order was issued, a continuance had been granted 
by the Examiner to enable the Staff to procure evidence, inter alia, respecting 
the original cost of the properties to Danciger. Also, under the Uniform 
System of Accounts for Natural-Gas Companies, ascertainment of the cost of 
the properties to Danciger would be necessary in order to determine what 
portion of the purchase price which Southern Production paid for the proper- 
ties would belong in Gas Plant Account 100.1 (original cost) ; and what por- 
tion, if any, in Gas Plant Account 100.5 (excess over original cost). In short, 
to paraphrase the foregoing excerpt from its order, the Commission has said, 
“Except under special circumstances not here present, we do not intend to 
dig into the cost of acquisitions prior to June 7, 1954.” Hence, the Staff's 
argument collapses. 

The Staff next urges that none of the test-year exploration and development 
costs and none of the test-year investment in undeveloped leaseholds should 
be allocated to the sale to Southern Natural for the reasons that these costs 
were “incurred in activities far removed from the Pledger Field,” and the 
unoperated acreage “had no geographic or reasonable relationship to the 
Southern Production—Southern Natural sale.” This contention is not con- 
vincing. Applicant correctly says that such costs “are properly chargeable 
against all the sales made from current production because it is ‘unsegregated’ 
sales revenues which generate the funds required for such expenditures.” 
“Exploration and development costs are necessary to replenish the company’s 
gas supply in order to maintain continued gas service.” In re Hope Natural 
Gas Co., 3 F.P.C. 150, 177. If, before the exhaustion of the gas supply now 
committed to Southern Natural, Sinclair should go out of business because 
of want of sufficient gas reserves to operate profitably, service to Southern 
Natural would be jeopardized. “No single factor in the Commission’s duty 
to protect the public can be more important to the public than the continuity 
of service furnished.” Sunray Mid-Continent Oil Co. vy. Federal Power Com- 
mission (C.A. 10), 239 F. 2d 97, 101; reversed on other grounds 353 U. S. 944. 

For that matter, we do not agree that the exploration and development and 
the undeveloped leaseholds in dispute cannot result in additional reserves 
being committed to Southern Natural. Natural gas, wherever found in the 
United States or Canada by Southern Production and its successor, may, in 
effect, be made available to Southern Natural through exchange agreements. 
Notice the very agreement here in question, where Texas gas was, in effect, 
made available to Southern Natural through an exchange of such gas for 
Louisiana gas. 

The Staff made an allocation of exploration and development costs for use 
in the event the Commission should determine that an allotment of any of 
such costs to the Pledger operations is proper. This allocation is on the basis 
of gross operating revenues. Southern Production presented an allocation 
of these costs both on such basis and a Btu basis. The revenue basis results 
in the assignment of lesser costs to Pledger operations than the Btu basis, and 
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is adopted for the purpose of the disposition of this case.2_ This allocation of 
exploration and development costs increases the cost per Mcf of the Pledger 
gas by 1.51¢. 

The Staff, for informational purposes, also presented an allocation of a 
portion of the investment in undeveloped leaseholds to Pledger Field. This 
allocation was made on the basis of gross operating revenues, and results in 
an increase in the unit cost of production of .50¢ per Mcf. Southern Produc- 
tion presented an allocation of a portion of such investment on a net invest- 
ment basis, exclusive of the investment in Canada. The latter method appears 
to be preferable, and is adopted.* The effect of Southern Production’s alloca- 
tion is to increase the cost per Mcf of the Pledger gas by .747¢. 

The Staff makes some unwarranted averments in its brief to which the 
Examiner has not referred. Perhaps one of them should be mentioned. The 
Staff says that “Southern Production” is not entitled to an allowance for 
exploration and development costs “since it is no longer in business and has 
disposed of its properties to [Sinclair], which has presumably compensated 
Southern Production for all such costs.” The Staff ignores the facts. The 
rate increase is sought, not by Southern Production, but by Sinclair. It has 
been seen that Sinclair purchased the properties and assets of Southern Pro- 
duction in October 1956, succeeded to the rights and obligations of Southern 
Production under the Southern Natural contract, and became the applicant 
in this proceeding. The only justifiable inference from these facts is that 
Southern Production and Sinclair contracted with knowledge of the pendency 
of the instant proceeding. There is nothing about such facts and inference 
which militates against the allowance of the rate increase. 

The figures thus arrived at as the cost per Mcf of the gas deliveries from 
Pledger Field during the test year 1955 are summarized as follows: 


Staff Cost of Service 

Adjustment of Such Cost of Service for Error 

Exploration and Development Costs 

Effect of Inclusion of Non-producing Leases in Rate Base_____--------- 


The Examiner finds and concludes that the cost of service, per Mcf, for the 
Pledger gas deliveries, during the test year, was at least 12.691¢; and that 
a base rate of at least 12¢ per Mcf for the sale to Southern Natural (exclusive 
of the delivery charge and the gathering tax) is just and reasonable for the 
period from May 1, 1956 to November 1, 1956. 


2It should be observed that the allocations on a revenue basis by the Staff and the 
applicant are each a proportional allotment. That is to say, the Pledger operations 
are charged with exploration and development costs in the proportion that the Pledger 
revenues bear to the total company revenues. Whether or not a proportional allotment 
should be employed may call for an accounting study of which the Examiner has not 
had the benefit in this proceeding. But the increase in rates here involved is for 
only a one-year period. In a future, and more important rate case, perhaps such a 
study can be developed. As between allowing exploration and development costs by a 
proportional allotment, and allowing no such costs at all, the Examiner, under the 
circumstances of the instant case, chooses the former. 

®*The Southern Production allocation is not proportional, in that it omits the 
investment in non-producing leases in Canada. This is an advantage over the Staff’s 
method. Even so, further study may develop a better way of finding out what portion 
of the investment in undeveloped leaseholds should be allocated to Pledger Field than 
has been here presented by either participant. Of. note 2, supra. 
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Sinclair Cost of Service, Pledger Field 


Neither the cost-of-service study presented by the Staff nor that presented 
by Southern Production affords a proper basis, standing alone, for deter- 
mining the cost of producing the Pledger Field gas during the period from 
November 1, 1956 to May 1, 1957, when Sinclair owned the properties. Under 
the cost rate-base method of regulation, the Commission’s established practice 
in fixing rates is to test the reasonableness of a company’s existing rates by a 
cost-of-service study of the Company’s operating experience during a test 
period. But, as a general rule, the use of such a study for fixing rates sub- 
sequent to the test period can only be justified to the extent that it is reason- 
able to say that the correlation of the various factors entering into the 
cost-of-service study will continue in the future. These factors consist of the 
income deductions (costs and expenses), the investment, the rate of return 
and the volumes of gas sold. Cf., In re Canadian River Gas Co., 3 F.P.C. 
32, 54. In the case of the gas deliveries from Pledger Field, the correlation 
of these factors which existed in the test year, 1955, was torn apart when 
Sinclair became the owner and operator of the properties. While the direct 
field costs, expenses and investments stood to be approximately the same as 
they were when the properties were operated by Southern Production, the 
indirect costs became wholly different. The latter costs are the general and 
administrative expenses, the exploration and development costs, and the 
return on investment in undeveloped acreage. Also, the rate of return to 
which applicant is entitled is different under Sinclair’s ownership of the 
properties. 

The evidence shows that it is impracticable to develop a cost of service for 
the Pledger Field gas deliveries for the period from November 1, 1956 to May 
1, 1957; that in order properly to prepare such cost of service, it would be 
necessary to develop the cost of service for the entire year 1956 and the 
entire year 1957, and then to pull out the period here in question; that this 
work would take several months, and would entail the expenditure of several 
hundred thousand dollars. 

After the Examiner had written the letter, above referred to, calling for 
further evidence, a conference was held between the Examiner and representa- 
tives of the participants. This conference concerned the question of estab- 
lishing the cost to Sinclair of the Pledger Field deliveries for the November 
1, 1956—May 1, 1957 period. At this conference, representatives of Sinclair 
suggested a course of procedure, to which the Examiner consented, in lieu 
of their making cost-of-service studies for 1956 and 1957. Their suggestion 
was that, at the reopened hearing, they would undertake to establish that 
the staff 1955 cost-of-service study could properly be employed as a basis for 
testing the rates for the sales after November 1, 1956, by showing that if 
Sinclair had owned and operated the Pledger Field properties in 1955, the 
costs and expenses would have been higher than they were under Southern 
Production’s operation. The Sinclair representatives proposed to make this 
showing by using a cost-of-service study for the same test year, 1955, involving 
Sinclair’s operations, made by the Staff in certain pending rate proceedings, 
In re Sinclair Oil € Gas Co., Docket Nos. G-9291 and G—9292. 

At the reopened hearing, the presentation which the Sinclair representa- 
tives had suggested was embodied in the testimony of an accounting witness 
for Sinclair and in Exhibit 31, prepared by him. Exhibit 31 sets out a pro 
forma 1955 Sinclair cost of service for deliveries from Pledger Field. The 
witness assumed, justifiably, that if Sinclair had operated the Pledger proper- 
ties in 1955, the direct field costs and expenses would have been approximately 
the same as they were under Southern Production’s operation. Accordingly, 
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Exhibit 31 adopts the direct costs and expenses contained in the staff 1955 
eost of service for the Pledger deliveries, Exhibit 23. For an approximation 
of what the indirect costs and expenses would have been had Sinclair oper- 
ated the properties, the witness developed cost ratios based on the Staff's 
cost of service for Sinclair in the G—9291 et al. proceedings. The figures used 
in developing the cost ratios pertain only to one of several categories in the 
G-9291 et al. cost of service, denominated the “Gas and Condensate” category, 
it being the testimony of the Sinclair witness that the costs in this category 
are “most representative of Pledger Field production.” 

The cost ratios, as correctly computed by the Sinclair witness, are as follows: 
(1) ratio of Sinclair’s general and administrative expense to its direct lease 
or field expense, 19.406% ; ratio of Sinclair’s exploration and development cost 
to its lease revenue, 28.169%; ratio of Sinclair’s undeveloped acreage invest- 
ment to its net lease investment, 27.3%. 

By adopting the direct costs and expenses from Exhibit 23, by utilizing the 
foregoing ratios, and by allowing a 10% per annum return, hereinafter con- 
sidered, the Sinclair accounting witness came up with the following amounts 


as representing the costs of production had Sinclair operated the Pledger prop- 
erties in 1955: 








7 
Particulars | Amount | Basis 
a Saielindesoiiaaetadce —_—_—_———_| a si 
Direct Costs: | | 
Operation and maintenance - -------- cost eel $57, 788 
EEE Te 196, 083 


Ad valorem taxes___- 


Total direct costs_. 
Ge ne ral and Administrative: 
Genera! and administrative .--...........-.--- L nuaaidbipis engin | 
General production and purche asing _ _ - SS 

Franchise taxes_..........- paseo opidenck- 203i 
Other general taxes 


| Exhibit 23. 





Total general and administrative .. 2& 19.406 percent of direct costs of $373,762. 
Depreciation and depletion 88, 167 | Exhibit 2%. 
Depreciation on general equipment- | 25, | Exhibit 23. 
Return at 10 percent on net investment shown in 1, 385, 017 





exhibit 23. 
Allowance for actual Federal income tax-- 
Exploration and development cost - __.......-- 714, 435 | 28.189 percent of revenue from pledger 
shown in exhibit 23. 
| 367, 142 | 10 percent of 27.3 percent of pledg 
| } net lease investment shown in ex 
| hibit 25, 
| 





Return at 10 percent on undeveloped acreage ---- 


Allowance for actual Federal income tax 







einatnttanndenuttoncdiddctileastneen 3, 527, 030 
| 


The Sinclair witness testified that he had accepted the staff data “solely for 
the purpose of a comparative analysis,” and that, ‘“‘I do not want to be understood 
to subscribe to any of the allocation procedures advocated by the Staff.” 

The volume of gas produced from Pledger Field during 1955, as shown by 
Exhibit 23, was 22,272,651 Mef. Utilizing this volume, the cost per Mef arrived 
at, if Sinclair had operated the properties in that year, is as follows on the basis 
of the foregoing figures: 


Cents 
I I i i i ee Ee 
General and Administrative_.__________- ba ‘ 326 


Depreciation and Depletion--_-_- 2. 757 


en ania as ee ~. 


Return at 10% on Net Investment Shown in Exhibit 23.....-...--- . 6.219 
Allowance for Actual Federal Income Tax-_--______----- i ites cedion 
Exploration and Development Cost__---_------- oS eee Gee ok Se 
Return at 10% on Undeveloped Acreage...._...-.--------------- 1. 648 


Allowance for Actual Federal Income Tax_.________.-.-- 
Total 
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Justification for the use of the 10% per annum rate of return appears from 
evidence in the G-9291 et al. proceedings which was incorporated by refer- 
ence in the instant proceeding at the reopened hearing. This evidence con- 
sists of the direct examination of a staff expert witness on rate of return and 
an exhibit prepared by him. Such witness testified that, in his opinion, a 
10% rate of return was within the zone of reasonableness for Sinclair. His 
opinion was grounded primarily on data concerning the indicated cost of 
money to a group of 39 independent producers; and data concerning the indi- 
cated costs of money for Sinclair Oil Corp., parent, and the owner of all of 
the outstanding capital stock, of Sinclair Oil & Gas Co. The evidence incor- 
porated by reference showed that the capital structure of Sinclair Oil Corp. 
consisted of 30% debt, and 70% common equity; and that the cost of the debt 
capital was approximately 3.65%. A 10% rate of return would result in an 
allowance for the common equity of about 12.72%. While this percentage is 
in excess of the average of the earnings-price ratios for the 39 companies 
during the years 1952 through 1956, it is in line with the indicated cost of 
money to Sinclair Oil Corp. in the past. Also, the evidence incorporated by 
reference indicates that a return on the common equity of in excess of 9.8% 
is required if the market value is to exceed the book value. Thus, from the 
portion of the evidence on rate of return in the G—9291 e# al. hearing which 
has been made a part of the record in this proceeding, it appears that a 10% 
per annum return is reasonable, ; 

The foregoing evidence adduced by the applicant at the reopened hearing, 
together with the staff 1955 Pledger cost-of-service study, is a strong indica- 
tion that the cost of service for the Pledger gas deliveries had Sinclair 
operated the properties in 1955 would have been on the order of 15.836¢ per 
Mecf; and at least justifies the conclusion that such cost of service would have 
been in excess of 12¢ per Mcf. The Examiner finds and concludes that the 
cost of service for the Pledger gas deliveries would have exceeded 12¢ per 
Mcf in 1955 if Sinclair had operated the properties. On the strength of such 
finding, the Examiner further finds and concludes that a base rate of at least 
12¢ per Mcf for applicant’s sale to Southern Natural (exclusive of the delivery 
charge and the gathering tax) is just and reasonable for the period from 
November 1, 1956 to May 1, 1957. 


FINDINGS AND CONCLUSIONS 





Upon consideration of the evidence adduced and the briefs of counsel, it is 
further found and concluded that: 

(1) The increased rate and charge proposed by Sinclair Oil & Gas Co. (suc- 
cessor in interest to Southern Production Co., Inc.) in Supplement No. 4 to 
Sinclair Oil & Gas Co. FPC Gas Rate Schedule No. 97, for the sale of natural 
gas in interstate commerce for resale, effective under an undertaking until 
May 1, 1957, are subject to the jurisdiction of the Commission under the 
Natural Gas Act. 

(2) Such proposed increased rate and charge have been shown to be just 
and reasonable, and the same should be allowed, effective from and after 
May 1, 1956 through April 30, 1957. 


ORDER 






Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Prac- 
tice and Procedure, that: 

(A) The proposed increased rate and charge specified in Supplement No. 4 
to Sinclair Oil & Gas Co. FPC Gas Rate Schedule No. 97, 


556-711—_64——7 





be and the same 
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are hereby allowed, effective from and after May 1, 1956 through April 30, 
1957. 
(B) Southern Production and Sinclair are each hereby discharged from 
further obligation or liability on their respective undertakings filed on June 
26, 1956, and December 19, 1956, to make refunds applicable to such rate and 
charge. 
HOWELL PURDUE, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TENNESSEE NATURAL GAS LINES, INC., DOCKET NO. G-18013 
TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-—18080 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 14, 1959) 


On March 9, 1959, Tennessee Natural Gas Lines, Inc. (Tennessee Natural) 
filed an application (Docket No. G—18013), pursuant to Section 7 (c) of the 
Natural Gas Act, for a certificate of public convenience and necessity author- 
izing the construction and operation of 3500 feet of 4-inch pipeline extending 
from a proposed tap on the main pipeline of Tennessee Gas Transmission 
Company (Tennessee Gas) to the city limits of Ashland City, Tennessee, and 
a regulator station at the city limits. 

On March 17, 1959, Tennessee Gas filed an application (Docket No. G—18080) 
for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of a tap and meter station on its main pipeline near Ash- 
land City to provide the additional delivery point requested by Tennessee 
Natural. 

Applicants propose to use the facilities to enable Tennessee Natural to 
initiate natural gas service to Nashville Gas Company (Nashville Gas), a 
subsidiary of Tennessee Natural, for distribution in Ashland City. 

The estimated gas requirements for Ashland City are as follows: 


First 
year 






Second 
year 






Third 
year 
Dick’ Daly (Mee at ARO gale) occa eke cnsivesscnenethace: 481 


BBO 
Annual (Mel at 15.035 Dale). ..cpncosunecccocnecnequenpocseseunsoncin 48, 400 


54, 700 


#37 
61, 000 













The gas supply will be a part of Tennessee Natural’s existing authorized 
contract quantity of 106,520 Mcf per day at 15.025 psia purchased from Ten- 
nessee Gas. Under a new service agreement Tennessee Gas would deliver 
up to 625 Mcf per day to Tennessee Natural under its GS-1 rate schedule for 
Ashland City, with a delivery of 105,895 Mcf per day under its G-1 rate sched- 
ule for the other areas served by Tennessee Natural. 

Tennessee Natural proposes to sell the gas to Nashville Gas for resale in 
Ashland City under its rate G-1 of its FPC Gas Tariff, Original Volume No. 1. 

The estimated cost of Tennessee Natural’s proposed facilities is $14,975. 
which will be paid from cash on hand. The estimated cost of Tennessee Gas’ 
proposed facilities is $6,630, which will be paid from current funds. The cost 
of the distribution system to be built by Nashville Gas in Ashland City is 
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estimated at $64,000 in 1959, increasing to $102,000 through 1963. Nashville 
Gas has obtained a franchise from Ashland City and also a certificate from 
the Tennessee Public Service Commission authorizing service in Ashland City. 

Pursuant to due notice, a hearing was held in Washington, D. C., on June 
30, 1959, respecting the matters involved in and the issues presented by the 
applications herein. No petitions to intervene or protests in opposition to the 
granting of the applications have been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that 
the Commission render a decision herein pursuant to Section 1.30 (c) (1) of 
the Commission’s Rules of Practice and Procedure. 


















































I'he Commission finds: 





(1) Tennessee Natural Gas Lines, Inc., is a “natural-gas” company within 
the meaning of the Natural Gas Act, as heretofore found by the Commission 
in its order of December 29, 1945 in Docket No. G-575, 4 F.P.C. 1127. 

(2) Tennessee Gas Transmission Company, a Delaware corporation, having 
its principal place of business at Houston, Texas, is a “natural-gas” company 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of July 12, 1947, Docket No. G-910, 6 F.P.C. 777. 

(3) The facilities hereinbefore described, as more fully described in the 
applications in this proceeding, are proposed to be used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicants 
are subject to the requirements of subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(4) Applicants are able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) The proposed construction and operation of the facilities by Applicants 
are required by the public convenience and necessity, and certificates therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (ec) (4) and (e) of 
Section 157.20 of the Regulations Under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificates hereinafter issued to Applicants and to the 
exercise of the rights granted thereunder and that the time within which 
construction of the facilities authorized by this order shall be completed and 
in actual operation should be fixed at 6 months from the date on which this 
order issues. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) Certificates of public convenience and necessity be and the same are 
hereby issued authorizing Tennessee Natural Gas Lines, Inc. and Tennessee 
Gas Transmission Company to construct and operate the facilities herein- 
before described, all as more fully described in the applications in this pro- 
ceeding and the exhibits appended thereto, for the transportation and sale of 
natural gas as therein set forth, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 
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(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ec) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
is hereby fixed at 6 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


HOPE NATURAL GAS COMPANY, DOCKET NO. G—18180 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND PERMITTING AND APPROVING ABANDONMENT 


(Issued July 14, 1959) 


On March 27, 1959, supplemented on April 14, 1959, Hope Natural Gas Com- 
pany (Applicant) filed in Docket No. G—18180 an application, pursuant to 
Section 7 of the Natural Gas Act, for a certificate of public convenience and 
necessity authorizing the installation of certain new compressor engine units 
and for permission to remove and dispose of certain units to be replaced by 
the new ones, all as more fully set forth in the application and supplement. 

The proposed removal and replacement of facilities are as follows: 





| 
| | To be removed To be installed | 


| or replaced | Resulting 
in station 
! HP 


Compressor station Present i 
HP | | j 

Number| Total | Number; Total 

of units | HP | of units HP 


Cornwell 
8 ERA RS AES 
Otnig. 5. .2..i.1.5. 


16, 400 

1, 000 

2, 000 2, 000 
i 

The total estimated cost of the proposed new facilities is $441,000. The 
estimated cost of removing the 8 engine units and appurtenant equipment is 
$15,450. Applicant will defray these costs from cash on hand. 

The purpose of the subject application is to improve the efficiency and 
economy of operation of the compressor stations involved by replacing obsolete 
and inefficient equipment. 

It appears that the installation of the facilities proposed herein will effect a 
reduction in work force and a savings in repair and fuel costs which is esti- 
mated to realize an annual savings to Applicant of approximately $56,000 per 
year. 

The engine units and appurtenances to be abandoned will be sold for junk 
to the highest bidder, with minor items of equipment which can be salvaged 
being returned to Applicant’s warehouse at original cost for future use. 

There is no issue of gas supply or capacity involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 30, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
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the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Hope Natural Gas Company, a West Virginia corporation 
having its principal place of business in Clarksburg, West Virginia, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as hereto- 
fore found by the Commission in its order of April 27, 1943, in Docket No. 
G-290 (3 FPC 994). 

(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application herein, as supplemented, are used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and such abandonment is subject to the 
requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and permission and approval therefor 
should be granted as hereinafter ordered. 

(4) The facilities proposed to be installed and operated, as hereinbefore 
described and as more fully described in the application herein, as supple- 
mented, will be used in the transportation and sale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, and the installation 
and operation thereof by Applicant are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The installation and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (8), (ec) (4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the issuance of the certificate referred to in 
paragraph (5) above and to the exercise of the rights granted thereunder, and 
that the time within which installation of the facilities authorized by this order 
should be completed and the said facilities placed in actual operation should be 
fixed at 8 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 





















The Commission orders: 


(A) Permission for and approval of the abandonment of facilities, as herein- 
before described and as more fully described in the application, as supple- 
mented, in this proceeding, is hereby granted to Hope Natural Gas Company. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Hope Natural Gas Company to install and operate 
the facilities hereinbefore described, as more fully described in the applica- 


tion, as supplemented, in this proceeding, upon the terms and conditions of 
this order. 
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(C) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(3), (c) (4), and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
8 months from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities referred to in paragraph (A) hereof within 10 days of the date 
of such abandonment. 


Before Commissioners: Chairman Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CHARLES H. OSMOND, ET AL., DOCKET NOS. G—17160, G-13314, G-11244 


ORDER APPROVING PROPOSED SETTLEMENT 


(Issued July 14, 1959) 


These dockets involve a contract dated November 11, 1954 between Texas 
Eastern Transmission Corporation (Texas Eastern) and Charles H. Osmond, 
A. W. Cherry, George P. Hill, Houston Hill and Cerro de Pasco Corporation 
(hereinafter referred to collectively as Osmond) for the sale of natural gas 
from the Frnka Field, Colorado County, Texas to Texas Eastern, which is 
designated in the Commission’s files as Charles H. Osmond, et al., F.P.C. Gas 
Rate Schedule No. 1. Osmond has filed the following supplements to this rate 


schedule on the basis of the annual escalation clause in the contract: 


Suvp. Rate per Suspended 
Docket No. No. Mef by order 
issued 


Cents 

13. 50947 | Oct. 18, 1956 
14.4 Sept. 26, 1957 
14.6 Dec. 8, 1958 


Having never filed motions to place any of these suspended rates in effect 
subject to refund, Osmond’s presently effective rate is 13.306325¢ per Mcf. 

On June 18, 1959, Osmond filed with the Commission under Section 1.18 (e) 
of our Rules of Practice and Procedure an Offer of Settlement’ proposing to 
settle the issues and terminate the proceedings arising on the increased rates 
proposed herein. The Offer contemplates that these proceedings be settled on 
the following basis: 

(1) Existing favored nation and price redetermination clauses would be 
eliminated from the gas purchase contract between Texas Eastern and Osmond. 

(2) The price schedule of the contract with respect to future fixed price 
escalations. would be amended by converting the existing annual 2 mill (0.2 
cent) per Mcf fixed price escalation to a fixed price escalation of 1.0 cent per 
Mcf each five years. 


21Osmond has been authorized to make this offer by all parties owning an interest in 
the production delivered to Texas Eastern under the contract dated November 11, 1954, 
as amended. 
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(3) The 14.6 cent price contained in the latest rate filing of Osmond now 
under suspension would be permitted to become effective and Osmond would 
be permitted to receive such price without any refund obligation. 

By its terms, the Offer of Settlement is withdrawn if not accepted by the 
Commission prior to July 15, 1959. 

In support of its Offer of Settlement, Osmond states, inter alia, that these 
favored nation and price redetermination provisions were important elements 
of consideration required for the long-term commitment of these gas reserves 
to the performance of the contracts; that these two elements of consideration 
provided Sellers with a means of protecting themselves against inflation and 
of receiving a price approximately the current value of their gas during the 
more than twenty-year term of these contracts; and that these provisions were 
included in the contracts after arm’s-length negotiation. Osmond states that 
it is now willing to give up the advantage of these contract provisions in the 
interest of settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the Offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the Offer. The Offer is in accordance with the 
proposals contained in a memorandum furnished to its customers by Texas 
Eastern and filed with the Commission in connection with the Offer of Settle- 
ment in Docket No. G—18205. None of its customers has intervened in these 
proceedings or expressed on the record any opposition to the Offer of Settle- 
ment. . 

The Commission’s Staff, however, opposes acceptance of the Offer of Settle- 
ment on the ground principally that there has not been submitted evidence for 
finding the suspended rates just, reasonable and lawful. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Act. Osmond is proposing to eliminate all favored nation and 
price redetermination clauses in the contracts with Texas Eastern involved 
herein, to waive all its future rights and benefits thereunder, and to convert the 
existing 0.2 cent per Mcf fixed annual escalation to a fixed 1.0 cent per Mcf 
escalation every five years. Although Osmond would in exchange be permitted 
to receive the price of 14.6 cents per Mcf presently under suspension, it is a 
reasonable estimate from known prices in the area that the redetermined 
rate would be at least 18.2 cents per Mcf in 1962, when the clause could next 
be invoked. 

The proposed Offer of Settlement would be beneficial to the public and 
advantageous to ail concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under such provisions. The conversion of the existing 
annual escalation to a five-year escalation alone would avoid 14 annual rate 
increase filings during the remaining years of the contract term. The resulting 
stability in gas costs would be welcome to all segments of the natural-gas 
industry. Furthermore, freeing the Commission and its staff from the need of 
considering such proposed increases would enable us to concentrate our efforts 
on more important rate cases and other matters having possibly more serious 
consequences for the public and the consumer. 

The price of 14.6 cents per Mcf when compared with existing area prices, is 
not an excessive price currently for the gas produced and delivered under 
the contracts involved herein. Although numerous sales are being made at 
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prices lower than this under older contracts, this price is considerably below the 
level of prices in contracts recently negotiated for gas being produced in the 
same general area. Evaluating the benefits to the public to be gained from 
acceptance of this proposed Offer of settlement against the possible detriments 
thereof, we conclude that, on balance, the former predominate and that Osmond’s 
Offer of Settlement should be accepted by the Commission. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Osmond under the fixed five-year escalation provision or otherwise. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Osmond 
with the Commission on June 18, 1959, and in the Appendix to this order, is in 
the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be approved by the Commission and made effective as 
hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Osmond on June 
18, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Osmond shall execute with Texas Eastern an amendment to these 
parties’ Gas Purchase Contract dated November 11, 1954, as amended, filed 
with the Commission as FPC Gas Rate Schedule No. 1, in accordance with the 
Appendix attached hereto. 

(C) Osmond shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid F.P.C. Gas Rate 
Schedule No. 1, under Part 154 of the Commission’s Regulations under the 
Natural Gas Act, the executed agreement with Texas Eastern required by 
paragraph (B) above. 

(D) Osmond’s proposed increased rates contained in Supplement No. 7 to 
its aforesaid F.P.C. Gas Rate Schedule No. 1 and suspended by our order 
issued in Docket No. G-17160 on December 8, 1958, are herewith permitted to 
become effective on the date Osmond makes the filing required in paragraph 
(C) above, and the proceedings in Docket Nos. G—11244, G—13314 and G—17160 
are hereby terminated. 

(E) Osmond is hereby discharged from any liability for any refunds on 
account of the suspension of the proposed increased rates in the dockets re- 
ferred to in paragraph (D) above. 

Commissioner Connole not participating. 


APPENDIX 
AMENDMENT 


THIS AMENDMENT, made and entered into as of the day of 

, 1959, by and between A. W. Cherry, George P. Hill, Houston 

Hill, Osmond-Hitchcock, Limited and Cerro de Pasco Corporation, hereinafter 

ealled “Seller,” and Texas Eastern Transmission Corporation, hereinafter 
ealled “Buyer.” 

WHEREAS, Seller and Buyer mutually desire to amend that certain Gas 

Purchase Contract dated November 11, 1954, as amended, by and between 


Buyer and Seller covering the sale and purchase of gas from the Frnka 
Field, Colorado County, Texas. 
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NOW, THEREFORE, in consideration of the premises and the mutual 
covenants herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the 1st day of November, 1958, the said Gas Purchase Con- 
tract between Seller and Buyer dated the 11th day of November, 1954, as 
amended, shall be further amended as follows: 

Section 1 of Article IX (price schedule) in its entirety is hereby deleted, and 
there is hereby substituted in lieu and in place thereof the following: 

“1. Subject to the provisions of Section 2 below, the price to be paid by 
Buyer to Seller for gas delivered to Buyer hereunder shall be as follows: 

14.6 cents per Mcf from November 1, 1958, to November 1, 1963; 
15.6 cents per Mcf from November 1, 1963, to November 1, 1968; 
16.6 cents per Mcf from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcf thereafter.” 

Paragraph 3 of Article [IX (favored nation clause) in its entirety, and Para- 
graph 4 of Article IX (price redetermination clause) in its entirety, shall be 
deleted. The deletion of the above two clauses shall also be effective as to the 
pricing provisions submitted by Osmond by Texas Eastern Transmission Cor- 
poration’s letter of July 24, 1957, and accepted by Osmond, wherein more 
favorable pricing provisions were submitted to Osmond under the provisions 
of the said favored nation clause. However, Section 2 of Article IX (tax 
reimbursement) shall remain as contained in said letter. 

Except as herein provided, said Gas Purchase Contract, as amended, is 
hereby ratified and confirmed in all respects. 

IN WITNESS HEREOF, this instrument is executed as of the date first 
above written. 





A. W. CHERRY 





GEORGE P. HILL 





HOUSTON HILL 





ATTEST’ 
OSMOND-HITCHCOCK, LIMITED 








By 
Secretary 


CERRO DE PASCO CORPORATION 


a 4 By 


Secretary 





SELLER 


ATTEST: 





TEXAS EASTERN TRANSMISSION 
CORPORATION 








Secretary Vice President 


BUYER 
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ALABAMA POWER COMPANY, ARIZONA PUBLIC SERVICE COMPANY, 
ARKANSAS MISSOURI POWER COMPANY, ARKANSAS POWER & 
LIGHT COMPANY, BLACKSTONE VALLEY GAS & ELECTRIC COM- 
PANY, BOSTON EDISON COMPANY, CAROLINA POWER & LIGHT 
COMPANY, CENTRAL HUDSON GAS & ELECTRIC CORPORATION, CEN- 
TRAL ILLINOIS PUBLIC SERVICE COMPANY, CENTRAL LOUISIANA 
ELECTRIC COMPANY, INC., DELAWARE POWER & LIGHT COM- 
PANY, DUQUESNE LIGHT COMPANY, EL PASO ELECTRIC COMPANY, 
EMPIRE DISTRICT ELECTRIC COMPANY, FITCHBURG GAS & 
ELECTRIC LIGHT COMPANY, GEORGIA POWER COMPANY, GULF 
POWER COMPANY, GULF STATES UTILITIES COMPANY, THE HART- 
FORD ELECTRIC LIGHT COMPANY, HOLYOKE WATER POWER COM- 
PANY, IDAHO POWER COMPANY, INTERSTATE POWER COMPANY, 
IOWA PUBLIC SERVICE COMPANY, JERSEY CENTRAL POWER & 
LIGHT COMPANY, KANSAS GAS & ELECTRIC COMPANY, LAKE SU- 
PERIOR DISTRICT POWER COMPANY, LOUISIANA POWER & LIGHT 
COMPANY, THE MARIETTA ELECTRIC COMPANY, MERRIMACK- 
ESSEX ELECTRIC COMPANY, METROPOLITAN EDISON COMPANY, 
MINNESOTA POWER & LIGHT COMPANY, MISSISSIPPI POWER COM- 
PANY, MISSISSIPPI POWER & LIGHT COMPANY, MISSISSIPPI 
VALLEY PUBLIC SERVICE COMPANY, MISSOURI EDISON COMPANY, 
MISSOURI POWER & LIGHT COMPANY, MONONGAHELA POWER 
COMPANY, THE MONTANA POWER COMPANY, MONTEREY UTILITIES 
CORPORATION, THE NARRAGANSETT ELECTRIC COMPANY, NEW 
JERSEY POWER & LIGHT COMPANY, NEW ORLEANS PUBLIC SERV- 
ICE, INC... NEW YORK STATE ELECTRIC & GAS CORPORATION, 
NORTHERN STATES POWER COMPANY OF MINNESOTA, NORTHERN 
STATES POWER COMPANY OF WISCONSIN, NORTHERN VIRGINIA 
POWER COMPANY, OHIO EDISON COMPANY, OKLAHOMA GAS & 
ELECTRIC COMPANY, ORANGE AND ROCKLAND UTILITIES, INC., 
PACIFIC GAS & ELECTRIC COMPANY, PACIFIC POWER & LIGHT 
COMPANY, PENNSYLVANIA ELECTRIC COMPANY, PENNSYLVANIA 
POWER COMPANY, PENNSYLVANIA POWER & LIGHT COMPANY, 
PHILADELPHIA ELECTRIC COMPANY, THE POTOMAC EDISON COM- 
PANY, POTOMAC ELECTRIC POWER COMPANY, POTOMAC LIGHT & 
POWER COMPANY, PUBLIC SERVICE COMPANY OF INDIANA, INC., 
PUGET SOUND POWER & LIGHT COMPANY, ROCKLAND ELECTRIC 
COMPANY, SOUTH CAROLINA ELECTRIC & GAS COMPANY, SOUTH 
PENN POWER COMPANY, SOUTHWESTERN ELECTRIC POWER COM- 
PANY*, SOUTHWESTERN PUBLIC SERVICE COMPANY, SUBURBAN 
ELECTRIC COMPANY, SUPERIOR WATER, LIGHT AND POWER COM- 
PANY, UNION ELECTRIC COMPANY, UTAH POWER & LIGHT COM- 
PANY, VIRGINIA ELECTRIC & POWER COMPANY, THE WASHING- 
TON WATER POWER COMPANY, THE WEST MARYLAND POWER 
COMPANY, WEST PENN POWER COMPANY, WEST TEXAS UTILITIES 
COMPANY, WESTERN MASSACHUSETTS ELECTRIC COMPANY, 

WORCESTER COUNTY ELECTRIC COMPANY, DOCKET NO. E-6836. 


OPINION AND ORDER AFFIRMING RULING OF PRESIDING EXAMINER EXCLUDING 
EVIDENCE AND DIRECTING THE RESUMPTION OF HEARING 


(Issued July 15, 1959) ** 


*In accordance with the company’s filing with the Commission dated October 7, 
1958, the name “Southwestern Gas and Electric Company” has been changed to 
“Southwestern Electric Power Company.” 

** Designated Commission Opinion No. 323. 
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Syllabus 


1. Advertising relating to political matters should be charged to Account 538, 
Miscellaneous Income Deductions, and not to operating expense accounts. 
P. 76. 
2. Since the question in these proceedings is one of accounting classification, 
Commission does not determine what treatment will be accorded adver- 
tising expenditures for purposes of rate-making. P. 78. 
8. Political advertising expenditures here are not ordinary and necessary in the 
operation of the companies’ businesses. P. 77. 
4. There is no question of any violation of any right of free speech, since 
the companies are free to make these advertising expenditures. P. 78. 

Commission excludes evidence submitted by parties which would go to the 
question of the necessity of certain political advertising, since, in an 
accounting proceeding to determine to what account the advertising 
expenses should be charged, the only evidence which is admissible is 
that related to whether the advertisements are political in nature. 

Commissioners Kline and Hussey concurring. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 

William R. Connole, Arthur Kline and John B. Hussey. 


or 


OPINION 


These proceedings arose under an order issued by the Commission on August 
1, 1958, 20 F.P.C. 108, questioning certain accounting entries of the seventy-six 
electric power companies which are the respondents in this case, and providing 
for hearing and for prehearing procedures. They are now before us on an 
appeal by the respondent companies from a ruling at the hearing by the 
presiding examiner on January 6, 1959, excluding certain evidence offered 
by the companies. On January 7, 1959, the presiding examiner referred the 
companies’ appeal from his ruling to us, we heard oral argument on the matter 
on February 26, 1959, and the question now before us for decision is whether 
the presiding examiner was correct in excluding the evidence which the com- 
panies sought to adduce. 

As set forth in our August 1, 1958 order, the hearing in these proceedings 
was instituted for the purpose of determining whether or not certain advertising 
expenditures were classified by the companies to the proper Account in 
accordance with the Commission’s Uniform System of Accounts Prescribed for 
Public Utilities and Licensees under the Federal Power Act. The expenditures 
were incurred by each company during the calendar year 1957 as a participant 
in the “Electric Companies Advertising Program”, hereinafter called the ECAP 
program, sponsored by what are denominated in the advertisements as “Ameri- 
ca’s independent electric light and power companies.” 

The companies have charged these expenditures, which the Commission’s 
staff questions with respect to only nine of the twenty-six advertisements in- 
volved in the 1957 ECAP program,’ to the 700 and 800 series of Accounts in 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees under the Power Act. By separate letters dated February 27, 
1958, as referred to in our August 1, 1958 order, we advised each of the 
companies that in the staff’s opinion, these expenditures “involved the presenta- 
tion of argument in matters of political controversy” and are not properly 
includible in any of the 700 and 800 series of Accounts, which are operating 


2 The nine questioned advertisements are reproduced in 20 FPC 108, at p. 115. 
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expense accounts, but rather should be classified to Account 538, “Miscellaneous 
Income Deductions.” 

The reported total cost of all twenty-six advertisements for the 1957 ECAP 
program is $1,995,661.14. In accounting for their respective contributions to the 
cost of all these advertisements, which total $1,286,083.15, fifty-three of the 
companies charged an aggregate of $731,070.72 to FPC Account 787, ‘““Demonstra- 
tion, Advertising, and Other Sales Expenses,” and twenty-nine charged an 
aggregate of $555,012.43 to Account No. 801, “Miscellaneous General Expenses.” 
With the exception of three of the companies which split their respective 
charges between the above operating expense accounts, each company reporting 
its accounting for this transaction used only one of those accounts. None of 
the respondents used Account 538, “Miscellaneous Income Deductions” for any 
part of these expenses.? The names of the respondents and the details of 
their expenditures and the accounting they undertake to accord them are 
contained in Table B hereto. 

However, as indicated above, the staff questions here only those portions 
of the companies’ expenditures as are set forth in Column (5) of Table B, 
these being attributable to the nine advertisements hereinabove referred to 
and shown in Table A hereto. The total reported cost of these particular 
advertisements is $863,130.15, or 43.25 percent of the total for the 1957 ECAP 
program.‘ 


On the first day of the hearing on January 9, 1959, counsel appearing 
generally for 59 of the 76 respondent companies made an offer of proof with 
respect to the evidence which is the subject of this appeal. This evidence, 
which purported to justify the accounting treatment accorded the entries herein 
questioned, was offered as showing that investor-owned electric power companies 


are faced with a strong and vocal program by advocates of government-owned 
electric power facilities competitive with the businesses of respondents; that 
this program fosters government competition through competitive sales efforts 
and through efforts to take over the territories and facilities of the investor- 
owned companies; that this program employs various methods of advertising 
and publicizing government power to the detriment of the companies, their 
investors, customers and employees; that the advocates of government power 
attempt to persuade customers and potential customers of investor-owned 
companies that government power is cheaper and that the difference between 
the rates of the competitors and private companies is attributable to greater 
efficiency of the government or to exorbitant profits by the private companies 
or both; also that attempts are made to gloss over tax discrimination and 
other discriminatory benefits enjoyed by government power; and that it was 
basically to meet such competition that the advertising program here under 
consideration was formulated and has been conducted. 

The presiding examiner ruled that this and other evidence of the same 
character described by counsel in his offer of proof should not be admitted 


2The 700 and 800 series of Accounts involve what constitute operating expenses 
which are charged against electric revenues normally collected from the rate-payer. In 
the language of accountancy, such items are classified “above the line.” Account 53 
involves income deductions which, being charged against general corporate income, more 
directly affect the shareholder. Such items are referred to as “below the line.” 

% Six companies not made parties to these proceedings charged $132,491.36 to Account 
538, “Miscellaneous Income Deductions.” 

*To ascertain the proportion of the $863,130.15 attributable to each company, the 
staff applied the 43.25 percentage figure to the individual expenses of each company, 
as shown in Columns (1), (2) and (3) of Table B, thus arriving at the proportionate 
cost to each of the companies of the nine advertisements questioned in these proceedings. 
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5 in the record. The examiner held that such evidence was intended to justify 
the companies’ charging the advertising expenditures in question to the 700 
D and 800 series of Accounts, on the basis of the competition existing between 
publicly-owned and privately-owned electric power companies and that this 
e was contrary to the staff’s position stated in our letters to the companies 
fw referred to above as well as in Commission decisions generally, namely, that 
D expenditures involving the presentation of argument in matters of political 
” controversy are not properly includible in any of the 700 and 800 series of 
e Accounts, but rather should be classified in Account 538. 
g In this appeal, arguing that the presiding examiner’s ruling was correct, 
f staff counsel contends that the questioned expenditures involve the presentation 
y of argument in matters of political controversy, and that under the Commis- 
f sion’s previous interpretation of our Uniform System of Accounts Prescribed 
e for Public Utilities and Licensees, such expenditures are required to be classi- 
fied in Account 538. 
1s Staff counsel further argues that only evidence as to whether or not the 
3, expenditures involve presentation of argument in matters of political con- 
to troversy is relevant and properly to be received in these proceedings. Since 
ur the evidence offered by respondents is without probative value with respect to 
P this question, says staff, it was properly rejected by the presiding examiner. 

Counsel for the companies argues basically three points. First, it is con- 
1g tended that there is no warrant in the Power Act or the Commission’s Uniform 
th System of Accounts for charging the expenditures for the questioned advertise- 
e, ments “below the line” to Account 538 on the asserted ground that they relate 
in to a political controversy. It is argued that the expenditures were ordinary, 
es necessary, just and reasonable in the operation of the companies’ businesses 
ed and intended to promote the sale of electricity and enhance the companies’ 
at credit standing, and therefore they came within the meaning and intent of 
ts either or both Accounts 787 and 801. 
or- Second, it is argued that a requirement classifying such expenditures below 
ng the line because they relate to political controversy would violate Section 
pir 301(a) of the Act providing for proceedings in which accounting entries ques- 
er tioned by the Commission may be justified, and would be arbitrary, capricious, 
ed and contrary to judicial decisions. 
en Third, it is contended that to deny respondents the right to charge such 
ter expenditures as an operating expense to the 700 and 800 series of Accounts 
ies solely because the subject matter is of an argumentative nature in a political 
nd controversy would discriminate against the companies for engaging in constitu- 
vas tionally protected speech and, under the decisions of the Supreme Court, is 
der prohibited by the First Amendment. 

We conclude that the arguments of the companies are without merit and 
‘me that the presiding examiner’s ruling excluding the proffered evidence should 
ted be affirmed. 

Respecting the companies’ first argument that there is no basis for charging 
nses the questioned expenditures to Account 538 and that by their nature they 
“to come within the 700 and 800 series of Accounts, our settled interpretation of 
nore the Uniform System of Accounts has been to require expenditures involving 

the presentation of argument in matters of political controversy te be charged 

vant to Account 538 and not to the 700 and 800 series of Accounts. Thus Accounting 

the Interpretation E-110, issued November 27, 1945, in question and answer form 
any, provides as follows: 

aon. Question: What is the proper account to be charged with non-promotional 


advertising of the type sometimes referred to as institutional advertising 
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or as goodwill advertising, the purpose of which is to foster and maintain 
public goodwill rather than for any immediate and direct promotion of 
sales of electricity or appliances? 

Answer: Such advertising should be charged to Account 787.2, Adver- 
tising; however, Account 538, Miscellaneous Income Deductions, should be 
charged with the cost of any advertising for the purpose of influencing 
public opinion as to the election of public officers, referenda, proposed 
legislation, proposed ordinances, repeal of existing laws or ordinances, ap- 
proval or revocation of franchises; for the purpose of influencing decisions 


of public officers; or having any direct or indirect relationship to political 
matters. 


This Accounting Interpretation was prepared by the Committee on Statistics 
and Accounts of the National Association of Railroad and Utility Commis- 
sioners, and was issued as a part of Bulletin No. 7 of the Association’s 
“Interpretations of the Uniform System of Accounts for Electric Gas and 
Water Utilities.” As we pointed out at page 39 of the Commission’s Twenty- 
Sixth Annual Report (1946), we have treated interpretations issued through 
the Association as interpreting the Commission’s System of Accounts.’ Nor 
have we disavowed this long-standing Accounting Interpretation; contrary to 
the contentions of counsel at the oral argument, it is still in force.® 

Interpretation E-110 obviously has as its basis the unacceptability of politi- 
cal expenditures in general as proper operating expenses for regulatory pur- 
poses, since expenditures for political activities are generally incompatible with 
the objectives of utility regulation, and have a dubious relationship to the cost 
of rendering utility service. Apart from these facts, as a matter of accounting 
classification, there is a compelling need for separate classification and dis- 
closure of such controversial expenditures. Therefore, under the above-quoted 


interpretation, political expenditures should, as a matter of proper accounting 
classification, be included in Account 538 and not in operating expense accounts. 

With one exception,’ the nine questioned advertisements appear on their 
face to involve the presentation of argument in matters of political controversy, 
or have as their primary purpose the influencing of public opinion as to pro- 
posed legislation or the repeal of existing laws, and have a direct relationship 
to political matters. In our judgment, the evidence thus far proffered in these 


5 We stated in the Commission’s Twenty-Sixth Annual Report (p. 39): 

In obtaining uniformity of accounting, the staff of the Commission has cooperated 
closely with the Committee on Statistics and Accounts of the National Association 
of Railroad and Utilities Commissioners. Periodically there have been meetings 
of accounting representatives of the Commission and the NARUC for the discussion 
of problems regarding the proposed revision of the systems of accounts, interpreta- 
tions, reports, etc. The accounting representatives of both bodies from time to 
time confer with accounting representatives of the industries for their views and 
suggestions. 

When questions of interpretations have arisen, they have been submitted to the 
various members of the NARUC Committee or discussed in meetings; and when a 
substantial uniformity of opinion was reached, the interpretations have been 
issued through the NARUC and regarded as likewise interpreting the Commission's 
systems of accounts, although not formally approved by the Commission. Thus, 
uniformity has been accomplished relative to the questions submitted, and the 
interpretations made applicable to various companies of the industries throughout 
the United States. 

*Of course, although the Commission follows this particular Accounting Interpretation, 
it is still free to follow whatever interpretations of the NARUC accounting requirements 
as it may consider proper. 

7 The one exception is the first of the nine advertisements reproduced in 20 FPC 108, 
at p. 115. 
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proceedings is without probative value to show the contrary with respect to 
any of these advertisements. Moreover, accepting arguendo the contention of 
certain of the companies that the proffered evidence is admissible because 
relevant to the issue of whether the questioned advertisements are political or 
non-political in character, it is without weight to prove that these advertise- 
ments are in fact non-political. Accordingly, the proffered evidence need not 
be admitted with respect to this issue. However, since certain of the com- 
panies have indicated that they may wish to present other types of evidence 
which they deem material and relevant to show the non-political character of 
the advertisements, we will return this case to the presiding examiner for 
further proceedings consistent with our ruling herein. 

In the light of our settled interpretation of our Uniform System of Accounts, 
the presiding examiner should not admit the evidence sought to be adduced 
by the companies to show that these advertising expenditures have some other, 
additional or subsidiary aspect of purpose which in the companies’ view 
justifies giving them an accounting treatment other than that we have hereto- 
fore considered appropriate; nor should he receive any other similar evidence 
that is immaterial or irrelevant to the issues in these proceedings. 

Apart from the foregoing, there is no merit to the companies’ contention 
that the expenditures were ordinary and necessary in the operation of the 
companies’ businesses. Analogous to this case is Cammarano v. U.S., 79 8. 
Ct. 524, 358 U.S. 498, decided February 24, 1959.5 In that case Cammarano, 
who was engaged in the distribution of beer at wholesale in the State of 
Washington, sought to deduct as an “ordinary and necessary” business expense 
under the Internal Revenue Code, expenditures consisting of an assessment by 
the local Wholesalers’ Association to help finance a statewide publicity pro- 
gram urging the defeat of an initiative measure which would have placed the 
retail sale of wine and beer in Washington exclusively in the hands of the 
State. The Supreme Court held that under Treasury Regulations providing 
that no deduction shall be allowed to “sums of money expended for lobbying 
purposes, the promotion or defeat of legislation, the exploitation of propaganda, 
including advertising other than trade advertising,” the sums expended by the 
taxpayer in furtherance of publicity programs designed to help secure the 
defeat of the above-described initiative measure were properly determined not 
to constitute deductions as “ordinary and necessary” business expenses under 
the Code. 

It is true that in the Cammarano case, the Court relied on the reenactment 
of the statute by Congress as indicating that the policy expressed in the 
Treasury Regulations conformed to the congressional intent. Nevertheless, 
our Accounting Interpretation quoted above has been continuously in force 
and is binding as to the accounting treatment to be accorded “political” expend- 
itures under the Commission’s Uniform System of Accounts Prescribed for 
Public Utilities and Licensees.” 





8 The companion case of F. Strauss € Son, Inc, vy. Commissioner of Internal Revenue, 
ibid., is to the same effect. 

* Reports filed by the companies with the Commission indicate that the following 
portions of the total contribution by all the companies herein to the 1957 ECAP 
program would be reclassified to Account 538, under staff’s recommendations herein, 
In the case of electric operating revenues, an average of .017 of one percent would 
be so reclassified, ranging from a low of .007 of one percent in the case of one company 
to a high of .051 of one percent in the case of another. In the case of electric utility 
operating income, an average of .075 of one percent would be so reclassified, with a 
low of .029 of one percent for one company and a high of .481 of one percent for 
another. In the case of net income, an average of .091 of one percent would be so 
reclassified, with a low of .031 of one percent and a high of .690 of one percent. 
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Finally, we think that the Cammarano case is dispositive of the companies’ 
argument that denying the companies the right to charge the questioned expend- 
itures to the 700 and 800 series of Accounts because they involve the presenta- 
tion of argument in matters of political controversy would deny to the com- 
panies freedom of speech under the First Amendment. 

Here, as there, no question of any violation of any right of free speech is 
present. The companies, like other persons, are free to make advertising 
expenditures such as these. Nor would a requirement that such expenditures 
be paid for by the stockholders, rather than be charged to the rate-payer, 
constitute any violation of the First Amendment. Compare the Cammarano 
case, 79 S. Ct. 524 at 553. Of course, since the question in these proceedings 
is one of accounting classification, we do not determine what treatment will be 
accorded such expenditures for purposes of rate-making. The fact that pub- 
licly-owned utilities and cooperatives may, in effect, make their customers pay 
for political propaganda when they spend money for such purposes, is beyond 
our control. 

The presiding examiner shall determine in accordance with the foregoing on 
the basis of the record finally made herein whether any or all of the advertise- 
ments reproduced in Table A are for the purpose of influencing public opinion 
as to the election of public officers, referenda, proposed legislation, proposed 
ordinances, repeal of existing laws or ordinances, approval or revocation of 
franchises; for the purpose of influencing decisions of public officers; or 
have any direct or indirect relationship to political matters; and if so, the 
examiner shall to the extent practicable determine any related questions 
respecting the amounts of the particular adjustments required for compliance 
with the Commission’s Uniform System of Accounts Prescribed for Public 
Utilities and Licensees. 


The Commission orders: 


(A) The presiding examiner’s ruling in the above-entitled proceedings on 
January 6, 1959, excluding the evidence sought to be adduced by the respondent 
companies herein, is hereby affirmed. 

(B) The presiding examiner shall reconvene the hearing in these proceedings 
at the time most convenient to those concerned, for the purpose of determining 
in accordance with this order on the basis of the record finally made herein 
whether any or all of the advertisements reproduced in Table A come within 
the terms of Accounting Interpretation E-110 respecting the Commission’s 
Uniform System of Accounts and should be reclassified to Account 538; and if 
so, the examiner shall to the extent practicable determine any related questions 
respecting the amounts of the particular adjustments required for compliance 
with the Commission’s Uniform System of Accounts Prescribed for Public 
Utilities and Licensees. 

Commissioner Kline concurring, filed a separate statement. 

Commissioner Hussey concurring in the result, filed a separate statement. 


KLINE, Commissioner, concurring: 


This proceeding deals only with the classification of certain expenditures for 
accounting purposes, and in view of this I concur with the majority that the 
proffered evidence should be excluded. 

The purpose of having a uniform system of accounts is that expenditures of 
a given type may be assigned to a definite account in order to facilitate the 
accounting procedure. Accounting interpretation E-110 requires, in effect, that 
the cost of advertising for political purposes be classified in account 538. There 
are different kinds of political advertising. Some such advertising is solely 
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for the benefit of the stockholder or is of such a nature that the rate payer 
obtains no benefit from it. Other political advertising may benefit the rate 
payer directly or indirectly and may be a proper and reasonable business 
expenditure and, as such, a proper charge against the rate payer. Some 
political advertising may be of such a nature that some inquiry or investigation 
is necessary to determine if it is or is not a proper, necessary, just and reason- 
able expenditure. Accounting interpretation E-110 merely requires that politi- 
cal advertising be carried in account 538 without deciding its final disposition 
for rate purposes. 

In a rate proceeding, items above the line are often disallowed as proper 
charges against the rate payer. Likewise in a rate case, items entered below 
the line as proper, necessary, just and reasonable outlays may be allowed as a 
part of the cost of service. On the ground that this is not a rate case and that 
a rate case is a better proceeding in which to raise the matters here sought to 
be resolved, I concur with the majority. It may be that it would be wise to 
modify or amend our system of accounts in order to provide that only those 
expenditures for political purposes which are of no benefit to the rate payers 
be entered in account 538, and that expenditures for political purposes which 
are proper and necessary charges be entered in some account above the line. 
Such modification of our system of accounts might or might not be desirable, 
but that issue is not before us. 

This separate statement is necessary because the majority observes that 
there is no merit to the companies’ contention that these expenditures were 
ordinary and necessary in the operation of their businesses—the very issue on 
which it denies them the right to introduce evidence. Much of the proffered 
evidence is directed to the issue of whether these expenditures were proper 
and necessary, and if we are to decide the case on this issue, then we should 
first receive and consider such portions of the proffered evidence as are 
relevant and material to this issue as otherwise respondents would be denied 
due process. 


Hussey, Commissioner, concurring in result: 

When a government extends its activities beyond the normal governmental 
functions of enacting, interpreting and enforcing laws for the protection and 
regulation of society, and enters into a business enterprise in competition with 
private industry, it is then operating in a proprietary, rather than a govern- 
mental, capacity. 

Where any business competitor enjoys an economic or tax advantage not 
available or equally applicable to all competitors (public or private) in the 
same field, there is no reason that public advertising cannot be employed to 
direct public attention to this competitive disadvantage or inequality, even 
where the competitor enjoying the special privilege is a publicly owned enter- 
prise. 

The proceedings before us challenge the accounting treatment accorded the 
cost of nine advertisements, and the majority opinion indicates that eight of 
the questioned advertisements are political in nature and their costs should 
be charged to owners rather than customers. 

In my opinion, where there is actual competition between them, it is a proper 
business purpose for privately owned and operated electric generating com- 
panies to employ public advertising to call public attention to a tax burden 
borne by the private companies from which publicly owned and operated 
electric generating companies are exempt. So long as the advertisements 
merely call attention to the special privilege employed by the publicly owned 
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utilities, and the competitive disadvantage to which the privately owned utili- 
ties are subjected, the advertising is not political solely because the competition 
against which it is directed is a governmental entity operating in a proprietary 
capacity. 

However, some of the advertisements involved in these proceedings go beyond 
the function of public relations or public education and ask why something 
is not done about this inequity. Where such advertisements call for remedial 
action and the only remedial action possible would be enactment, amendments 
or repeal of laws, the remedial action sought would necessarily be political in 
nature, and there is a serious question as to whether this call for remedial 
political action would not, by its nature, render the advertisements political in 
character. 

Even when the advertisements do call for remedial action, the Commission 
does not seek to prohibit them, but merely intends to make certain that the cost 
of the advertising is paid by the owners of the participating companies and 
not by their customers. 

In my opinion, ECAP could continue its program of public relations or public 
education through advertising, and, so long as its advertisements merely call 
public attention to the competitive inequalities or discriminations, but do not 
call for remedial action, the cost of advertising, if reasonable in amount, could 
be recovered as a part of the cost of service. 

The cost of the eight advertisements challenged in this opinion is compara- 
tively small and probably will never affect the rates of the participating 
companies. From a practical standpoint, the amount involved in this case does 
not justify the cost of continuing the proceedings by any party. In my opinion, 
the participating members of ECAP would be better off to charge the costs of 
these eight advertisements to Account 538, and, in the future, to eliminate 
from their advertisements any language calling for remedial action which 
would require legislative (sic. “political’) action. 

The particular issue before us at this time is not the question of the political 
nature of advertising but the admissibility of certain proffered testimony. I 
certainly think that testimony showing that actual and real competition 
presently exists between particular privately owned utilities and publicly 
owned utilities would be admissible, and that advertising, on behalf of privately 
owned utilities seeking to establish good will or secure patronage from other 
tax-payers on the grounds that the privately owned utilities bear their 


respective share of the tax burdens of the country, would be admissible in- 


these proceedings. However, the offer of proof before us at this time indicates 
that the evidence sought to be presented would re-open the battle of private vs. 
public power. The basic philosophies underlying private vs. public ownership 
of electric power generating companies are matters which would more properly 
be directed to the Congress. Its introduction into these proceedings would 
only serve to emphasize the “political” nature of the advertisements calling 
for remedial action. 

To the extent that the proffered testimony would show present and active 
competition by publicly owned utilities with private companies participating 
in ECAP for specific customers or markets, I believe the evidence would be 
admissible. But this could be demonstrated by simple proof of these facts 
alone, without reviewing the whole history of public vs. private power. I 
agree with the Examiner that the proffered testimony is so bound together 
with the basic theories of public vs. private power, the proffered testimony 
should be excluded and the parties should proceed with simple proof of active 
present competition for specific customers or markets, and such other matters 
as may be material to the issues involved. 
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Column (1) Column (2) | Column (3) | Column (4) 
FPC Account 
No. Debited | F PC Account! 
Acct. 787, | No. Debited | Total con- 
Demonstra- Acct. 801, trioution to 
Company tion Adver- |Miscellaneous}| E.C.A.P. 
tising and General for 1957 
Other Sales Expenses 
Expenses 
Alsbama Power O60. <nichiideasindstiomiassteds $40 956. 25 
Arizona Publie Service Co.............-. 13. 181. 31 






Arkansas Missouri Power Co. 
Arkansas Power & Light Co.......--..- 
Blackstone Valley Gas & Electric Co... 
























pe a Lt CE ee ee . 
Carolina Power & Light Co.......-.....- ; 
Central Iludson Gas & Electric Corp_.........|-------.--..--- : 
Central Illinois Public Service Co_.-..- , 
Central louisiana Electric Co., Inc_. : 
Delaware Power & Light Co...................]-....-...-.--- \ 
Dusedsne LAG CG... dais idandenccncntantnasdinmeninlenicie 5 
Bl Pasd © lectrid Ci nccnntnecncncnanc B. 
Empire District Electric Co.......... , 
Fite burg Gas & Electric Light Co............].....-..---.- . 
ee a ft RE ee . 
Gulf Power Co.......... ce 
Gulf States Utilities Co ; 
Hartiard Blectrie Late Oeks TiO inccnstcinnacndeeadtdvinnteoes f 

Coénriectiont Powe? Cais Fi6 econccncecancent ecacimttosines k 
Holyoke Water Power Co-.....-..... . 00 
Idehe Power Ce... . -codsdssdbediquas .7 
Interstate Power Co. ......-..cace=s- . 538. 90 
lowa Public Service Co.........-.--- 11. 816. 02 11 816. 02 
Jersey Central Power & Light Co_- 19. 683. 28 19. 683. 28 
Kansas Gas & r lectrie Co_.....---- 14, 619. 84 14. 619. 84 
Lake Superior District Power Co. 2, 836. 20 
Louisiana Power & Light Co.....-- 18. 306. 63 
Marietta Electric Co., The..................... 1, 451. 60 
Merrimack-Fssex F lectrie Co.: 

Lawrence F lectrie Co.3...............--...... 4 170. 40 

Lowetl Electric Light Corp., The #__.......-- 4, 627. 20 
Metropolitan E«dison Co. .....................- 20, 994. 10 
Minnesota Power & Light Co. Satheate 7. 396. 10 
Missistinnt Power (G6 cile cccttanencnvechenas 9, 569. 80 
Missiveinnl Pewer & URE Oi ccscncnsincctsns icnbtucsecames 15, 420. 92 
Mississippi Valley Public Service Co_.........-]-....----.-.-- . 636. 1, 636. 30 
ae ee ea ae 1. 402. 50 
Missouri Power & Light Co.........-..----.... 6, 313. 80 
Monensahels Powel Gin csccennssasdcccnsennsn 17. 582. 94 
Moentans Power C6, Tetundgiccansnsccccantes edamesetionnns 12. 977. 64 
Menterey U titictet CGtiiidacncstibscnneensinas 64. 90 64. 90 
Narragansett Electric Co., The.....-......---.- 17, 893. 02 17, 893. 02 
New Jersey Power @ Ei C6 ikste ce cecnsondnccienatadenn 9. 593. 30 
New Orleans Public Service, Inc_............-- 115, 917. 78 15, 917. 78 
New York State Electric & Gas Corp..........]---.-.--.----- 33, 410. 80 
Northern States Power Co. of Wisconsin 5. 963. 68 2 5, 963. 68 
Northern States Power Co. of Minnesota... 37, 457. 40 37. 457. 40 
Northern Virginia Power Co.............-..--- 2. 616. 60 2, 616. 60 
Ohio Fdison Co 22. 308. 47 38. 462. 88 
Oklahoma Gas & Flectric Co.........-.---...- 4 | eee 26, 228. 90 
Orange and Rockland Utilities, Inc.: 
Orange and Rockland Electrie Co., The 3__..-- By PE Bievisdncianghinn 1, 789. 00 
Rockland Light & Power Co.?..............-..- GOI FO Bancccasictsenne 5. 059. 70 
Pacific Gas & Electric Co.... icoetestdisieiiariemam 55. 000. 00 55, 000. 00 
Pacific Power & I.ight Co..................... , > 8 a 25, 265. 99 
Pennsy]vania Electric Co.............-...-.-.- Gs SE Mnccteenckeuns 31. 135. 00 
Pennsylvania Power Co..................-..-.- 4, 591. 10 7. 915. 70 
Pennsylvania Power & Light Co 46, 544. 84 
Philadelphia F.lectric Co...--. 55, 000. 00 
Potomac Edison Co., The.... 7, 348. 30 
Potomac Electric Power Co.. 26. 731. 86 
Potomac Light & Power Co-........-..-..----.- 3, 281. 50 
Public Service Co. of Indiana, Inc..............].--------.-..- 28. 953. 59 
Puget Sound Power & Light Co...............|_..........-.< 17, 126. 01 17, 126. 01 


See footnotes at end of table, 


Column (5) 


Portion of 
total contri- 
bution classi- 
fied by staff 

in Income 

Acct. 538, 

Miscellaneous 
Income De- 
ductions 
(43.25%) 





$17, 713. 58 
5, 700. 91 
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TaBLE B—Continued 


Column (1) 


Company 


Rockland Electric Co-_-_-.-- i ee naniaiat 
South Carolina Electric & Gas Co......---- 
SY OO i a cin etinebaneel 
Southwestern Gas & Electric Co_._--__- 
Southwestern Public Service Co--.-.--- 
Suburban Electric Co. -._.........--.-- anise 
Superior Water, Light and Power Co_-_-__------ 
EE RE ide dhadspnwnnanssasne 
OT OE BF 2 eee eee 
Virginia Electric & Power Co.. 
Washington Water Power Co., The_._..-..---- 
West Maryland Power Co., The--_-..-.------- 
CA LA, eee ee 
I CD SAE CIOs nenveacancensencens | 
Western Massachusetts Electric Co 
Worcester County Electric Co 








Column (2) 


FPC Account 
No. Dehited 
Acct. 787, 
Demonstra- 
tion Adver- 
tising and 
Other Sales 
Other Sales 


| 


Column (3) 


FPC Account 
No. Debited 
Acct. 801, 
Miscellaneous 
General 
Expenses 
Expenses 





Column (4) 


Total con- 
tribution to 
t.C.A.P. 
for 1957 


| 
























Column (5) 


Portion of 
total contri- 
bution classi- 
fied by staff 

in Income 

Acct. 538, 
Miscellaneous 
Income De- 
Income De- 

















Expenses | ductions 
(43.25%) 
1, 887. 70 1, 887. 70 816. 43 
15, 269. 32 |--- 15, 269. 32 §, 603. 98 
1, 637. 90 1, 637. 90 | 708. 39 
aeipaaanseiee 16, 847.01 | 7, 286. 33 
15, 676. 05 15 676. 05 6, 779. 89 
7, 913. 40 7, 913. 40 | 3, 422. 55 
1, 095. 70 | 1. 095. 70 473. 89 
icant eeamaen 40, 471.15 | 17, 503. 77 
16, 993. 55 16, 993. 55 | 7, 349. 71 
45, 187. 44 45, 187. 44 | 19, 543. 57 
Rivipccwe : 12, 768. 98 | 5, 522. 58 
329. 60 329. 60 | 142. 55 
29, 243. 81 a 29, 243. 81 | 12, 647. 95 
10, 126. 40 “| 10, 126. 40 4, 379. 67 
12, 588. 00 | 12. 5, 444. 31 
18. 145. 38 | 18, 7. 847. 88 
731,070.72 | 555,012. 43 | 1, 286,083.15 | 556, 230. 96 


1 Reported by non-F PC Account as Account 176-1, General Publicity Advertising. 
2 Contribution made through parent company, Norther States Power Company of Minnesota, 


3 Predecessor merged corporation. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SUBMISSION OF DATA BY INDEPENDENT PRODUCERS—REVISION 
OF FORM, DOCKET NO. R-176 


ORDER NO. 214 


PRESCRIBING FPC FORM NO. 301-1957 AND NO. 301—1958—-INDEPENDENT 
PRODUCERS’ REPORTS FOR 1957 AND 1958 


(Issued July 15, 1959) 


In this proceeding the Commission has under consideration the amendment 
of section 260, entitled “Statements and Reports (Schedules)” of Subchapter 
G, Approved Forms, Natural Gas Act, by the revision of section 260.5 so as to 
prescribe FPC Form No. 301-1957, Independent Producers’ Report—1957, and 
FPC Form No. 301-1958, Independent Producers’ Report—i1958. The forms 
herein prescribed, identical to each other, are a revision and simplification of 
the FPC Form No. 301, prescribed by Commission Order No. 187 (Docket No. 
R-152, issued May 11, 1955, 21 F. R. 3146) and applicable to producer trans- 
actions for the year ended December 31, 1955, and FPC Form No. 301-1956, 
prescribed by Commission Order No. 198 (Docket No. R-162, issued November 
19, 1957, 22 F. R. 9385, 18 FPC 662). The forms for 1955 and 1956 were 
prescribed as a result of formal rulemaking proceedings, held pursuant to 
Section 4 of the Administrative Procedure Act, and in which objections and 
suggestions (submitted in response to a notice of proposed rulemaking in each 
proceeding) were given careful consideration by the Commission which modified 
its proposed forms to meet the objections which had been determined to have 
substance. 

The form prescribed herein is a simplified version of the one used in 1956. 
Through rearrangement and clarification the form now being adopted is 
designed to reduce substantially the costs of reporting and processing without 
material reduction in the information requested. 

The chief difference between the form prescribed herein and the 1956 form 
is relative to the request in 1956 for details of interests under the sales contract 
as well as under filed rate schedules. Where a number of producing units or 
leases were involved in a sales contract and producers concerned did not have 
interests in all of the units, the attempt to combine sales contract and rate 
schedule data resulted in considerable confusion and variations in reporting. 
Editing and cross-referencing of the material proved to be impractical. The 
new form limits the data to be reported in detail to the filed rate schedules of 
the respondents. Sales under rate schedules filed by others will, however, be 
included in the totals reported. 

A minor revision was also made to eliminate the column in Part III of the 
1956 form requesting the average rate per Mcf for sales, as this can be com- 
puted from reported data. Columns have been added to secure data on point 
of delivery and FPC docket number under which the sale was authorized. 

The Commission’s regulations exempt producers from compliance with the 
comprehensive accounting and reporting requirements of the Natural Gas Act. 
This exemption is still continued, but the Commission’s experience in the 
regulation of producers convinces it of the necessity for at least the minimum 
financial data called for in the form herein prescribed in order that the 
regulatory responsibilities of the Commission may be viewed in relation to the 
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relative importance and financial effects of such regulation on the regulated 
producers. 

For the reasons set forth above the Commission finds: 

(1) The amendment hereinafter adopted including the form therein pre- 
scribed is necessary and appropriate to carry out the provisions of the Natural 
Gas Act. 

(2) It is unnecessary, in view of the facts set forth above, that the notice 
required by Section 4 (a) of the Administrative Procedure Act be given in this 
proceeding. 

(3) Good cause exists that the amendment shall become effective as herein- 
after provided. 

The Commission, acting pursuant to authority granted by Sections 10 and 16 
of the Natural Gas Act (52 Stat. 826, 830; 15 U.S.C. 717i, 1710) orders: 

(A) Part 260 of the Commission’s Regulations entitled “Statements and 
Reports (Schedules)” of Subchapter G, Approved Forms, Natural Gas Act 
(18 CFR, Part 260) is amended by amending Section 260.5 to read as follows: 

§ 260.5 Form No. 301-1957 and Form No. 301-1958, Statement of sales 
and revenues of independent producers. (a) FPC Form No. 301-1957 and 
FPC Form No 301-1958, Independent Producers Report—1957 (1958), 
being in each case a statement of sales of natural gas made during the 
calendar years 1957 and 1958, respectively, (or established fiscal years 
beginning during either of those calendar years) under rate schedules 
filed with the Commission pursuant to § 154.92 and § 154.94 of this chapter, 
including the instructions and schedules therein contained, be and the same 
hereby are approved. 

(b) Each independent producer as defined in § 154.91 of this chapter 
who had a rate schedule on file with the Commission on December 31, 1957, 
shall file with the Commission on or before August 31, 1959, two copies of 
such completed FPC Form No. 301-1957. 

(c) Each independent producer as defined in § 154.91 of this chapter 
who had a rate schedule on file with the Commission on December 31, 
1958, shall file with the Commission on or before October 31, 1959, two 
copies of such completed FPC Form No. 301-1958. 

(B) The amendment to part 260 herein prescribed is hereby made effective 
upon the issuance of this order. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-10396 
GULF REFINING COMPANY, DOCKET NO. G-10400 
PANHANDLE EASTERN PIPE LINE COMPANY, 

DOCKET NOS. G-11061 AND G-18144 


ORDER ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued July 16, 1959) * 
Syllabus 


1. Although the County of Wayne was aggrieved by the Commission order 
permitting the Panhandle abandonment, it has no proper interest in the 
allocation proceeding. P. 84. 

2. Commission issues certificate of public convenience and necessity to Pan- 
handle under Section 7 of the Natural Gas Act approving its plan of 
allocation and/or distribution in interstate commerce for resale of the 


* Initial decision appears on p. 86. 
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127,000 Mcf made available to it by prior Commission orders permitting 
Panhandle to abandon service to Michigan Consolidated. P. 85. 

Commissioner Kline concurring. 

Raymond N. Shibley, Richard P. Taylor, and G. R. Redding for Panhandle 
Eastern Pipe Line Co. 

George C. Williams, Ray O. Martin, and Norman A. Flaningam for The East 
Ohio Gas Co. 

C. V. O’Hern, Jr., for Central Illinois Light Co. 

Elmer Nafziger for Central Illinois Public Service Co. 

Q. P. Dorschel, Robert S. Hunt, and Burton R. Rissman for Illinois Power 
Co. 

John C. Lawyer and Stanley Tweedle for Northern Indiana Public Service Co. 

Julian de Bruyn Kops and W. E. Herron for Dayton Power & Light Co. 

Charles E. McGee for Missouri Public Service Co. 

Tom J. McGrath, John A. McGrath, Jerome J. McGrath, and Hewitt Bissett 
for National Coal Association, United Mine Workers of America, and Fuels 
Research Council, Inc., and Chesapeake & Ohio Railway Co. 

J. W. McAuliffe and Thomas F. Ryan, Jr., for Michigan Gas Utilities Co. 

Robert A. Derengoski and Louis J. Caruso for Michigan Public Service Com- 
mission. 

A. H. Aymond, Jr., J. B. Falahee, Arthur E. Palmer, and J. Philip Bahn for 
Michigan Gas Storage Co. 

William E. Torkelson and H. J. O’Leary for Public Service Commission of 
Wisconsin. 

Samuel H. Olsen, Leonard Simons, and David R. Kaplan for the County of 
Wayne, Mich. 

Vernon W. Thompson and Steward G. Honeck for the State of Wisconsin. 

Perry O. O'Neal, Patrick J. Smith, Robert D. Morgan, and John H. Pratt 
for the City of Indianapolis, Ind. 

Christopher T. Boland and John T. Miller, Jr., for Citizens Gas Fuel Co. 

Bernard A. Foster, Jr., and Bradford Ross for Central Illinois Electric and 
Gas Co. 

Ira D. Beynon and Albert J. Feigen for Ohio Valley Gas Corp. 

Robert R. Batton, C. B. Melton, and L. L. Hogue for Ohio Gas Co. 

William Sarbe, Ralph N. Mahaffey, and Paul Tague, Jr., for Public Utilities 
Commission of Ohio. 

Arthur H. Gemmer and Ira L. Haymaker for Public Service Commission of 
Indiana. 

Robert R. Batton for Central Indiana Gas Co., Richmond Gas Corp., Green- 
field Gas Co., Inc., Pendelton Natural Gas, and Indiana Gas Distribution Corp. 

Bradford Ross for Central Illinois Electric and Gas Co. 

Harry R. Begley for Illinois Commerce Commission. 

Robert L. Russell, Robert W. Perdue, and Lloyd EH. Dietrich for the staff of 
the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On June 16, 1959, the presiding examiner issued his initial decision herein 
under subsections (c) and (e) of Section 7 of the Natural Gas Act recom- 
mending the issuance to Panhandle Eastern Pipe Line Company of a certificate 
of public convenience and necessity approving its plan of allocation of 127,000 
Mcf per day of natural gas made available to it by its being permitted to 
abandon service to Michigan Consolidated Gas Company in a prior order of 
the Commission, Panhandle Eastern Pipe Line Co., et al., 20 F.P.C. 851, a 
certificate approving the modernization and operation by Panhandle of its 
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compressor station engines as described in Docket No. G—18144, and a certificate 
authorizing Panhandle to allocate the 30,000 Mcf per day of additional ca- 
pacity made available in Docket No. G—18144. Exceptions to the presiding 
examiner’s decision were filed by the County of Wayne, Michigan, on June 
26, 1959. We have considered the record, the presiding examiner’s decision, 
and the exceptions and do not see that the County of Wayne is in any way 
aggrieved by the decision, but even if it should be assumed that it comes 
within the category of an aggrieved party, we see no reason to disturb the 
discussion or determinations made by the presiding examiner except with 
respect to the effective date of the allocation of the gas made available by 
the abandonment of service. We shall therefore adopt his initial decision with 
the additional comments below relating to the exceptions and a provision as 
to effective date. 

The County of Wayne, which includes the City of Detroit, was properly a 
party to the proceedings leading up to our order of December 19, 1958, per- 
mitting Panhandle to abandon service to Michigan Consolidated. It was 
clearly a party “aggrieved” by our order, within the meaning of Section 19 
of the Natural Gas Act, and was privileged to file a petition for review in the 
appropriate United States Court of Appeals, as it did, but it has no proper 
interest in the disposition of Panhandle’s gas made available by the abandon- 
ment proceeding any more than has Michigan Consolidated or other members 
of the American Natural System, whom we said were not proper parties to 
the proceedings relating to the disposition of Panhandle’s gas. American 
Louisiana Pipe Line Co., et al., 21 F.P.C. 218, 227.7 

Turning to its exceptions, Wayne County contends that the designation of 
presiding examiner Frazee to preside at the hearings of May 18 and 19, 1959, 
instead of presiding examiner Ivins constituted a violation of Section 5(c) 
of the Administrative Procedure Act (5 U.S.C. Section 1005(c)) providing 
that “The same officers who preside at the reception of evidence pursuant to 
Section 7 shall make the recommended decision or initial decision required 
by Section 8 except where such officers become unavailable to the agency.” 
However, the County of Wayne overlooks the last sentence in the subsection 
providing in part as follows: “This subsection shall not apply in determining 
applications for initial licenses or to proceedings involving the validity or 
application of rates, facilities, or practices of public utilities or carriers; * * *”. 

Wayne County points out that our December 19, 1958 order provides in 
paragraph (B) that Panhandle’s plan of allocation with respect to the 127,000 
Mcf of gas should result in the gas being “available for sale for resale pri- 
marily to domestic and commercial consumers”, contends that the presiding 
examiner made no finding that this gas would not in fact be sold to industrial 
consumers, and indicates that the record could not support such a conclusion. 
In our opinion the record, particularly the testimony of Panhandle’s witness, 
indicates that the gas will be resold primarily to domestic and commercial 
consumers as found by the presiding examiner. Although some of the gas 
sold by Panhandle to the distributor companies may be resold during the sum- 
mer months for industrial purposes, the primary sale of the gas is for domestic 
and commercial usage and in substantial compliance with paragraph (B) of 
our order of December 19, 1958. We agree with the presiding examiner that 


1In similar vein it has been held that while objections could be made to the granting 
of a certificate of public convenience and necessity, the petitioner was not aggrieved 


by the conditions in the certificate. Arkansas Louisiana Gas Co. v. F.P.C., 118 F. 
2d 281, 284 (CA 5). 
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Panhandle’s plan of allocation meets the requirements of our order, and are 
of the opinion that his findings are sufficient. 

Wayne County objects to Panhandle’s plan to deliver 6,500,000 Mcf per year 
of off-peak gas to the East Ohio Gas Company. As the presiding examiner 
points out, this gas will come entirely from the 30,000 Mcf per day of addi- 
tional capacity made available in Docket No. G—18144, and will not come from 
the 127,000 Mcf per day of gas formerly delivered to Michigan Consolidated. 
The record indicates that Panhandle’s other customers do not need this 30,000 
Mcf of off-peak gas for domestic and commercial consumers, and that if 
Panhandle is not authorized to deliver it to East Ohio, there will be no market 
for it except the industrial market. East Ohio plans to inject this gas into 
its storage fields so that it will be available to domestic and commercial cus- 
tomers during the winter heating season. 

In our order of February 13, 1959, denying applications for rehearing with 
respect to Panhandle’s abandonment of service, we stayed the effective date of 
the abandonment until a date to be set in a further order. Recently we rep- 
resented to the United States Court of Appeals for the District of Columbia 
Circuit that we would not make the abandonment effective until at least 30 days 
from the issuance of an order allocating the gas made available by the aban- 
donment. We should therefore make the abandonment and the allocation of 
the 127,000 Mcf of gas per day formerly delivered to Michigan Consolidated 
effective at Midnight (EST) the end of the thirtieth day after the day on 
which this order is issued. 

















The Commission finds: 





(1) Upon consideration of the entire record in these matters, including oral 
and documentary evidence and the briefs filed before the presiding examiner, 
the decision of the presiding examiner, and the exceptions thereto, the decision 
of the presiding examiner issued June 16, 1959, as modified below as to its 
effective date, should be adopted as the decision of the Commission. 

(2) The exceptions filed herein to the decision of the presiding examiner and 
motion for oral argument should be denied. 


The Commission orders: 

















(A) The decision of the presiding examiner issued herein on June 16, 1959, 
is hereby adopted, as modified below as to its effective date, and such decision 
will become the decision of the Commission as of the date of issuance of this 
order. 

(B) The exceptions filed by Wayne County to the decision of the presiding 
examiner and its motion for oral argument are hereby denied. 

(C) The abandonment of service permitted Panhandle in paragraph (A) 
of our order issued December 19, 1958, and the certificate of public convenience 
and necessity approving Panhandle’s plan of allocation of the gas made avail- 
able by the abandonment in paragraph (A) of the presiding examiner’s 
decision shall be effective at Midnight (EST) the end of the thirtieth day 
after the day on which this order is issued. 

Kine, Commissioner, concurring: 

The action of a majority of the Commission in authorizing complete aban- 
donment of service by Panhandle to Michigan Consolidated and in barring 
Michigan Consolidated from participating in these allocation proceedings is 
binding upon me. Accordingly, I concur in this order, although I am still 
of my original view that the public interest would be best served by permitting 
Michigan Consolidated to receive a portion of this gas. 
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DECISION 
UPON APPLICATION FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 16, 1959) 

FRAZEE, Presiding Examiner: This hearing concerns the proposal for the 
allocation of the natural gas which became available to Panhandle Eastern 
Pipe Line Company (Panhandle) upon the issuance of the Commission order 
on December 19, 1958, In the Matter of the Panhandle Eastern Pipe Line 
Company, 20 F.P.C. 851, wherein the Commission authorized Panhandle to 
abandon natural gas service to the Michigan Consolidated Gas Company 
(Mich-Con) at Detroit and Ann Arbor, Michigan. This hearing also concerns 
an application filed by Panhandle on March 24, 1959, Docket No. G—18144, 
wherein Panhandle seeks a certificate of public convenience and necessity 
authorizing the modernization and turbo-charging of its compressor engines, 
and the operation thereof, thereby increasing the installed system compressor 
capacity by an aggregate of 36,450 horsepower which will enable Panhandle to 
deliver an additional 30,000 Mcf/d of natural gas to its existing customers. 
The modernization of these compressor engines has already been completed 
and financed from cash on hand by Panhandle at a cost of $6,206,297.00. 

Panhandle had been delivering 127,000 Mcf/d of natural gas, or 46,355 
MMcf per year, to Mich-Con at Detroit and Ann Arbor. In its order Jn the 
Matter of the Panhandle Eastern Pipe Line Company, 20 F.P.C. 851, 858, the 
Commission directed Panhandle to file within 30 days thereafter, for Com- 
mission consideration, a plan for allocating the 127,000 Mef /d whereby this 
gas would be made available for sale for resale primarily to Panhandle’s 
domestic and commercial consumers. As directed, Panhandle submitted a 
plan allocating this 127,000 Mcf /d among its customers. At the same time, 
Panhandle stated to the Commission that it would have an additional 30,000 
Mcf /d of natural gas available for allocation to its customers by reason of 
the modernization of its existing engines at its compressor stations. 

On February 13, 1959, the Commission rejected the Panhandle plan for the 
allocation of the 127.000 Mcf/d stating the plan was unacceptable as it did 
not comply with the Commission’s order issued Jn the Matter of the Panhandle 
Eastern Pipe Line Company, 20 F.P.C. 851. One of the reasons stated by the 
Commission in rejecting the initial plan of allocation was that it provided for 
increased deliveries only to Panhandle’s existing Eastern Zone customers who 
had a higher percentage of space-heating saturation than that prevailing on 
the Mich-Con system. 

Thereafter on March 16, 1959, Panhandle submitted a second plan for the 
allocation of the 127,000 Mcf/d which is the volume that became available 
to Panhandle by virtue of the Commission order’ together with the 30,000 
Mcf/d which had become available to Panhandle by reason of the moderniza- 
tion of its compressor engines, thus the second plan submitted a proposal for 
the allocation of 157,000 Mcf/d of natural gas. 

By an order issued April 22, 1959, the Commission consolidated G—11061 
and G-18144 and fixed the date of hearing thereon for May 18, 1959. Numer- 
ous petitions to intervene were filed in both G—11061 and G—18144. By an 
order issued May 18, 1959, the Commission denied the petitions to intervene 
filed by the Mich-Con Gas Company and the LaClede Gas Company. By this 
same order the Commission permitted the intervention of the following: 


The Dayton Power and Light Company 
The East Ohio Gas Company 


1 In the Matter of the Panhandle Eastern Pipe Line Company, 20 F.P.C. 851. 
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The Missouri Power and Light Company. 

The Northern Indiana Fuel & Light Company, Inc. 
The City of Montgomery, Missouri 

The Missouri Public Service Company 

The Illinois Power Company 

The Kokomo Gas and Fuel Company 

The Michigan Storage Company 

The Michigan Public Service Commission 

The National Coal Association 


In its March 16, 1959, plan Panhandle seeks Commission approval for the 
allocation of a total peak-day volume of 157,000 Mcf /a by the use of a formula 
under which Panhandle divided the average of the utility customer’s present 
winter contract demand and its first year’s requirement by its space-heating 
saturation as shown by the record. Of the total of 157,000 Mcf /a available 
for allocation, 20,000 Mcf /d was allocated to Michigan Gas Storage Company 
(Storage Company*), which amount is less than would result from the appli- 
cation of the formula. Panhandle also reserved 2,000 Mcf/d for its small 
general service customers. 

Panhandle seeks authorization in G—18144 to sell and deliver 6,500 MMcf 
of off-peak storage gas annually under its S-1 (storage gas) FPC Rate Sched- 
ule to the East Ohio Gas Company (East Ohio). An East Ohio witness 
testified it was necessary to draw down its existing-storage fields to a critically 
low level during this past heating season. East Ohio had sought greater 
quantities of gas from Panhandle under the plan of allocation. This request 
for additional quantities by East Ohio had been opposed by the National Coal 
Association as well as Panhandle. The National Coal Association now ap- 
proves the sale and delivery of this 6,500 MMcf to East Ohio. To comply 
with one of the reasons stated by the Commission in rejecting the original 
allocation proposal, Panhandle does not herein propose to deliver to East 
Ohio any of the gas made available by the abandonment of service to Mich- 
Con. Panhandle shows clearly in this record that the gas to be sold and 
delivered to East Ohio will come from the 30,000 Mcf /d made available in 
G-18144. Accordingly, Panhandle’s present proposal is to deliver all of the 
127,000 Mcf /a only to those customers having a lower space-heating per- 
centage than those of Mich-Con. 

During, and since, the period of modernization of its engines, Panhandle 
had a sustained period of very low temperatures on its system. This provided 
Panhandle with an opportunity to evaluate the performance of the modernized 
engines. This experience demonstrated, so Panhandle says, that it could 
safely transport and sell an additional 30,000 Mcf /a through its present sys- 
tem. Panhandle says it has the additional reserves of gas to make this sale. 
It has recently contracted for increased supplies of natural gas and had 
received 13,623,720 Mcf, an average of more than 37,000 Mef /d, during the 
year ending March 31, 1959, from these new sources of supply which have 
been certificated by this Commission. 

The record fully reflects the need for greater quantities of natural gas by 
each of these utilities as they have already reached or exceeded their winter 


*Storage Company will receive an additional 12,000 MMcf for a one-year period 
ending during the summer of 1960 and will thereafter receive 6,000 MMcf annually. The 
6,000 MMcf annually thus becoming available to Panhandle will be injected by it into 
its Waverly Storage Field, located near Waverly, Illinois. These volumes are derived 
from the off-peak portion of the 127,000 Mcf/d available from G—11061. 
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contract demand, with the exception of a very few who are near to that 
point. Many were forced to resort to the use of their peak shaving facilities 
in order to meet their attached load. From the 157,000 Mcf /d of natural gas 
available to Panhandle there was no possibility of providing these utilities 
with all the gas they require. Therefore estimates based upon actual experi- 
ences of peak-day sales and annual sales were prepared for each utility. These 
estimates show the General Service and the Small General Service customers, 
located in the states of Missouri, Illinois, Indiana, Ohio and Michigan who 
have contracted for this gas will use the full 157,000 Mcf /a increase this 
coming winter (1959-60) in their winter contract demand and that they will 
use 39,228,121 Mcf on an annual basis from these increased supplies. Also, 
the customers purchasing gas under the S-1 rate will use 18,500,000 Mcf on 
an annual basis. Thus the annual volumes that will be used under these two 
programs aggregate 57,728,121 Mcf which is substantially equal to the amount 
available—57,305,000 Mcf—for distribution annually. 

Storage Company stated on the record, and in its brief, that its support of 
Panhandle’s plan of distribution was conditioned upon acceptance by the 
Trunkline Gas Company (Trunkline) (a wholly owned subsidiary of Pan- 
handle) of the certificate of public convenience and necessity authorized by 
the Commission In the Matters of the Trunkline Gas Company, et al. in 
G-15394 et al., Op. 321, issued May 22, 1959, 21 FPC 704. Notice is taken by 
this Bxaminer that Trunkline, in a letter to the Commission dated June 1, 
1959, officially received by the Commission at 9:15 A.M. on June 4, 1959, under 
oath of W. K. Sanders, president of Trunkline, formally accepted the condi- 
tioned certificate of public convenience and necessity issued by the Commission 
in Op. 321, above, thus removing the objection of Storage Company and the 
Commission Staff. 

The Commission Staff, as well as the intervenors herein, support Panhandle’s 
proposed plan for the allocation of this 157,000 Mcf /a of natural gas and 
recommend, on the record and in their briefs filed here, its approval by this 
Examiner and by the Commission. 

It is the judgment of this Examiner, based upon the record adduced in this 
hearing, that the plan of allocation, or distribution, of the 127,000 Mcf/d of 
natural gas becoming available to Panhandle by reason of the Commission 
order In the Matter of the Panhandle Eastern Pipe Line Co., 20 F.P.C. 851, 
meets the Commission requirements therein stated and should be approved, 
also that Panhandle has made a prima facie case in G—18144 and established 
those requirements prerequisite to the issuance of a certificate of public con- 
venience and necessity, under Sec. 7 of the Natural Gas Act, approving the 
modernization of its compressor engines and the allocation, or distribution, 
of the 30,000 Mcf/d of natural gas which it has available and which it may 
safely transport through its existing facilities and sell to its present utility 
customers for resale by them to gas consumers, all as more particularly set 
out in the respective pleadings and the record made herein. 











































FINDINGS AND CONCLUSIONS 


Upon consideration of the record herein, and the briefs of the respective 
parties and intervenors, it is found and concluded that: 

(1) The Panhandle Eastern Pipe Company (Panhandle) is a Delaware 
corporation with its principal place of business at Kansas City, Missouri. It 
is the applicant in Dockets G—11061, filed September 10, 1956,° and G—18144, 
filed March 24, 1959. It is a “natural-gas company” within the meaning of 












$20 F.P.C. 851. 
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the Natural Gas Act, as has heretofore been determined by this Commission 
In the Matter of the Panhandle Eastern Pipe Line Company, in G—1705 et aL, 
15 F.P.C., 46, 71. 

(2) The Commission, by its opinion and order issued December 19, 1958,‘ 
authorized Panhandle to abandon natural gas service to the Michigan Con- 
solidated Gas Company (Mich-Con) at Detroit and at Ann Arbor, Michigan, 
whereby 127,000 Mcf/d of natural gas became available to Panhandle for 
allocation and/or distribution in this proceeding. 

(3) Panhandle has modernized and turbo-charged its engines at its com- 
pressor stations located at Liberal, Greensburg, Haven, Olpe, Louisburg, Hous- 
tonia, Centralia, Pleasant Hill and Tuscola at a cost of $6,206,297.00. This 
modernization has resulted in further fuel economy and efficiency of operation 
and has provided 30,000 Mcf/d of natural gas additional mainline capacity. 

(4) In G-18144, referred to in paragraph (1) above, Panhandle requests a 
certificate of public convenience and necessity, pursuant to Section 7 of the 
Natural Gas Act, authorizing the modernization and operation of its com- 
pressor engines at its compressor stations, referred to in paragraph (3) above, 
and authorizing the allocation and/or distribution of the additional 30,000 
Mcf/d of natural gas to its presently existing utility customers for resale by 
them. 

(5) The facilities described and involved in G-—18144, referred to in para- 
graphs (1), (8), and (4) above, are integral parts of Panhandle’s presently 
existing interstate natural gas pipeline system and will be used to receive, 
transport, and sell natural gas in interstate commerce for resale, all being 
subject to the jurisdiction of the Federal Power Commission and subject to 
the requirements of Section 7(c) and (e) of the Natural Gas Act. 

(6) The modernization and operation of its compressor engines, referred 
to in paragraphs (1), (3), (4) and (5) above, for which Panhandle requests 
authorization herein are adequate, necessary and required by the public con- 
venience and necessity and a certificate should therefore be issued as herein- 
after ordered and conditioned. 

(7) The natural gas reserves of Panhandle have been increased recently and 
are found to be adequate to support the additional sales of 30,000 Mcf/d as 
proposed in G—18144 filed herein. 

(8) Panhandle is able and willing properly to do the acts and to perform 
the service proposed by it in G-—11061 and G—18144 and to conform to the 
provisions of the Natural Gas Act and the requirements, rules and regulations 
of the Federal Power Commission promulgated thereunder. 

(9) Panhandle has entered into letter agreements with its presently existing 
resale utility customers in Missouri, Illinois, Indiana, Ohio and Michigan, 
providing for increases in their contract demands under Panhandle’s G, SG, 
and S rate schedules aggregating 127,000 Mcf/d, that being the volume of 
natural gas made available for distribution and/or allocation by prior orders 
of this Commission. These presently existing resale utility customers have 
relatively low space-heating saturations and are wholly dependent on Pan- 
handle for their natural gas supply. 

(10) The 127,000 Mcf/d to be allocated and/or distributed, as described in 
paragraph (9) above, will be utilized for resale primarily for domestic and 
commercial consumers and in conformity with the standards prescribed by 
orders of this Commission issued on December 19, 1958° and February 13, 


#20 F.P.C. 851, 
5 Ibid. 
® Ibid. 
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1959" applicable to such volume and it is found to be in the public interest 
that Panhandle be authorized to serve these presently existing resale utility 
customers in the manner proposed. 

(11) Panhandle has further entered into letter agreements with its presently 
existing resale utility customers, as set out in paragraph (9) above, providing 
for increases in their contract demand aggregating 30,000 Mcf/d for the 
months of November through March, together with related increases in their 
contract demand for the seven off-peak months, under Panhandle’s G and SG 
rate schedules, from the additional mainline capacity, referred to in paragraph 
(3) above, which became available by reason of the modernization of its com- 
pressor engines all as more fully described in G-18144. 

(12) Panhandle has also entered into letter agreement to increase its off- 
peak deliveries to the East Ohio Gas Company (East Ohio) under its S-1 
rate schedule, by 6,500 MMcf from the 30,000 Mcf/d capacity made available 
in Docket G-18144. 

(13) The 30,000 Mcf/d which will be allocated and/or distributed in accord- 
ance with paragraphs (11) and (12) above will be utilized for resale primarily 
for domestic and commercial consumers and it is found to be in the public 
interest that Panhandle be authorized to serve its presently existing resale 
utility customers in the manner herein provided. 

(14) ‘the modernization and operation of its compressor engines and the 
sales for which Panhandle seeks authorization in G—18144 are required by 
the public convenience and necessity and certificates therefor should be issued 
as hereinafter ordered and conditioned. 

(15) The public convenience and necessity requires that the general terms 
and conditions set forth in paragraphs (a), (b), and (e) of Section 157.20 of 
the Commission’s Rules and Regulations under the Natural Gas Act. including 
the Rules of Practice and Procedure, should also attach, where pertinent, to 
the issuance of the certificates to Panhandle and to the exercise of the rights 
granted thereunder. 

ORDER 


Wherefore, it is ordered, subject to review by the Commission that: 
(A) A certificate of public convenience and necessity is hereby issued to 
the Panhandle Eastern Pipe Line Company approving its plan of allocation 
and/or distribution in interstate commerce for resale of the 127.000 Mcf/d 
of natural gas made available to it by prior orders of this Commission, Jn the 
Matter of the Panhandle Eastern Pipe Line Co., et al., 20 F.P.C. 851. all as 
more fully described in the plan of allocation and/or distribution filed in this 
proceeding, and on the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issned 
approving the modernization and operation by the Panhandle Eastern Pipe 
Line Company of its compressor station engines as described in G-18144 for 
the receipt, transportation and sale of natural gas in interstate commerce. all 
as more fully described in the application in this proceeding and on the terms 
and conditions of this order. 

(C) A certificate of public convenience and necessity is hereby issned 
authorizing the Panhandle Eastern Pipe Line Company to allocate and/or 
distribute, in accordance with its proposal herein, the 30,000 Mcf/d of natural 
gas in interstate commerce for resale to its presently existing resale utility 
customers which additional pipeline capacity became available to it in G-18144, 


all as more fully described in that application and on the terms and conditions 
of this order. 


7 Docket G-11061, 21 F.P.C. 218. 
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(D) The certificates issued in paragraphs (A), (B), and (C) hereof shall 
be accepted in writing and under oath by a responsible official of the Pan- 
handle Eastern Pipe Line Company within 30 days from the issuance of this 
order. 

(E) The certificates herein issued to the Panhandle Eastern Pipe Line Com- 
pany are not transferable and shall be effective only so long as it continues 
the acts or operations hereby authorized in accordance with the provisions of 
the Natural Gas Act, and the applicable rules, regulations, and orders of the 
Commission. The general terms and conditions set forth in paragraphs (a), 
(b), and (e) of Section 157.20 of the Commission’s Rules and Regulations, 
including the Rules of Practice and Procedure, shall attach to the issuance of 
the certificates granted herein, and to the exercise of the rights granted there- 
under. 

Harry W. FRAZFE, 
Presiding Examiner. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-10396 
GULF REFINING COMPANY, DOCKET NO. G-10400 
PANHANDLE EASTERN PIPE LINE CMPANY, DOCKET NOS. G-11061. 
G-18144 
ORDER DENYING APPLICATION FOR REHEARING 


(Issued July 16, 1959) 















On May 18, 1959, 21 FPC 688, we issued an order denying a petition to intervene 
filed by Michigan Consolidated Gas Company (Michigan Consolidated) in Docket 
No. G-18144. On June 17, 1959, Michigan Consolidated filed its application for 
rehearing of the aforesaid order, and, also, for rehearing of a letter from the 
Secretary of the Commission, dated May 18, 1959. rejecting Michigan Con- 
solidated’s “Motion to Cancel Designation of Presiding Examiner.” filed May 
15, 1959. 

The application for rehearing filed by Michigan Consolidated appears con- 
fused in that it does not recognize the fact that its petition to intervene was 
filed only in Docket No. G-18144, and its motion to cancel was filed in Docket 
No. G-11061. We shall first treat with our denial of the petition to intervene. 

Docket No. G-—18144 concerns an application filed by Panhandle Eastern 
Pipe Line Company (Panhandle) on March 24, 1959, for certificate authorization 
for the distribution of 30.000 Mcf per day of increased volumes of natural gas 
to its existing customers. Such volumes of gas were made available by 
Panhandle modernizing and turbo-charging compressor engines at existing 
stations. 

It must be reiterated—in view of Michigan Consolidated’s assertions in its 
application—that Panhandle proposes to distribute said volumes of gas to its 
existing customers. 

Michigan Consolidated avers that it had a right to intervene in Docket No. 
G-18144, because: 

(1) It avers it is a competitor of Panhandle; 

(2) Panhandle’s allocation proposal in Docket No. G-11061 may leave some 
unallocated off-peak gas on its system ; 

(3) Michigan Consolidated believes that if such unallocated off-peak gas 
does exist, Panhandle may file applications to this Commission to make direct 
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sales of such gas. Therefore, Michigan Consolidated reasons, it had a right 
to intervene in Docket No. G—18144. 

Michigan Consolidated bases its right on a non sequitur, and its reasoning 
is, therefore, specious. It can point to no fact to prove that it has a competitive 
standing vis-a-vis Panhandle in Docket No. G—18144. 

There is nothing whatever in Panhandle’s proposal in Docket No. G—18144 
that poses a threat to Michigan Consolidated’s markets. 

We said in our order of May 18, 1959: 

Michigan Consolidated contends, in its position, that Panhandle will 
seek to sell gas directly to some of its existing industrial customers, and, 
therefore, it may suffer economic injury as a result of our action in this 
matter. Such contention is without merit. If Panhandle should seek to 
sell gas to industrial customers, in or out of Michigan Consolidated’s 
market area, it will first have to obtain a certificate of public convenience 
and necessity in accordance with Section 7(c) of the Natural Gas Act. 
Obviously, if Panhandle sought to serve customers in Michigan Con- 
solidated’s market area, at that time, Michigan Consolidated may petition 
to intervene to protect whatever rights and interests it may have. 









Obviously, this is true. Nothing said in Michigan Consolidated’s application 
causes us to doubt the validity of our statement. Consequently, we find the 
averments in its application for rehearing to be without merit. 

Secondly, there is the “Motion to Cancel Designation of Presiding Examiner” 
filed by Michigan Consolidated on May 15, 1959. The Secretary of this Com- 
mission rejected said motion because Michigan Consolidated was not a 
party to the proceeding in Docket No. G—11061. We terminated Michigan 
Consolidated’s participation in said proceeding on February 13, 1959. The 
action of the Secretary in rejecting said motion was correct. 


















The Commission finds: 





The assignments of error and grounds for rehearing in the above application 
for rehearing set forth no new facts or principles of law which were not 
fully considered by the Commission when it issued its order of May 18, 1959, 
or which having now been considered warrant any change or modification of 
said order. Such specifications of error, contentions and arguments contained 
in the above application for rehearing as are not specifically disposed of in 
the foregoing are without substantial support or reasonable basis in law, or 
are immaterial to the correct decision of this case and should be denied. 


The Commission orders: 





The above application for rehearing is hereby denied. 
Commissioner CONNOLE dissenting. 
Commissioner KuiineE not participating. 


Before Commissioners: Jerome K. Kuykendall, Chairman, Frederick Stueck, 
William R. Connole and Arthur Kline. 










CITIES SERVICE GAS COMPANY, DOCKET NO. G-18452 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 16, 1959) 


On May 4, 1959, Cities Service Gas Company (Applicant) filed in Docket 
No. G—18452 an application, pursuant to Section 7 (c) of the Natural Gas 
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Act, for a certificate of public convenience and necessity authorizing the 
construction and operation of a tap on Applicant’s existing 20-inch pipeline 
in Harper County, Kansas, with appurtenant metering and regulating equip- 
ment, and the sale of natural gas to the City of Danville, Kansas, for resale to 
the inhabitants thereof. 

The estimated natural gas requirements of the proposed service area are: 


Requirements in 
Number Mef 
of 
eustomers 
Peak day} Annual 








48 5, 090 
54 5, 581 
60 6, 073 


The estimated cost of Applicant’s proposed facilities is $4,105, to be paid 
out of treasury cash. The estimated cost of the City of Danville’s proposed 
transmission line from Applicant’s tap and the distribution system in Danville 
is $16,887. The City will reimburse Applicant for the cost of its tap and meter 
facilities. 

The volumes of gas involved will have no appreciable impact on Applicant’s 
gas supply or capacity. : 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
July 7, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30 (c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of December 28, 1943, in Docket No. G—298 
(4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, will be used for the transportation and sale 
of natural gas as integral parts of Applicant's existing pipeline system and the 
construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (e)(4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter granted to Appli- 
eant and to the exercise of the rights granted thereunder. 


556-711—_64——__9 
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(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct and 
operate the facilities hereinbefore described, all as more fully described in 
the application in this proceeding and the exhibits appended thereto, for the 
delivery and sale of natural gas to the City of Danville, Kansas, as therein 
described, under the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (ce) (4) and (e) of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) Applicant shall complete the facilities authorized herein and commence 
regular operation thereof within one year from the date of this order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 





























THE MONTANA POWER COMPANY, PROJECT NO. 5 


ORDER DENYING PETITION TO REOPEN PROCEEDING 


(Issued July 16, 1959) 





On June 18, 1959, The Montana Power Company (Petitioner) filed a petition 
to reopen the lately concluded hearing in the above designated proceeding for 
the purpose of taking additional evidence. 

Petitioner refers to a statement in the hearing examiner’s intermediate 
decision to the effect that there is no evidence in the hearing record in this 
proceeding upon which a finding could be made as to headwater benefit pay- 
ments in connection with the federally constructed Hungry Horse project 
upstream from Petitioner’s Project No. 5, and that consequently the examiner’s 
conclusion with respect to additional Indian rentals does not take into con- 
sideration any headwater benefit payments which the Commission may de- 
termine hereafter that Petitioner must pay the United States because of 
benefits received from the Hungry Horse project. 

Petitioner next alleges that since the close of the hearing, the Commission’s 
staff has made certain proposals as to the payments which Petitioner will be 
required to pay the United States for the use by Project No. 5 of Hungry Horse 
storage releases for some of the years in question. 

The Commission has under way investigations, in Docket No. E-6834, regard- 
ing the determination of headwater payments under Section 10 (f) of the 
Federal Power Act relating to certain projects in the Columbia River Basin, 
including Petitioner’s Project No. 5. The licensees and federal agencies con- 
cerned have participated in these investigations. However, the investigations 
have not been completed. 

Pursuant to the requirements of the Act of Congress approved March 7, 
1928 (45 Stat. 212, 213), and the Federal Power Act, the fixing of annual 
charges to be paid to the Indians is one of the necessary determinations to be 
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made by the Commission in the process of licensing project works for the 
development of power or of power sites on the Flathead Reservation. Such a 
determination is one of the functions of this proceeding now before the Com- 
mission. On the other hand, the determination of the amount of the assess- 
ments to be paid by the licensee for any headwater benefits received as con- 
templated by Section 10 (f) of the Federal Power Act is a matter which is 
not germane to the question of annual charges to be paid to the Indians. 
Therefore, it would not be appropriate to attempt to take evidence with 
respect to headwater benefits as part of this proceeding to amend the license 
to authorize the third unit. 

On June 26, 1959, the interveners in this proceeding filed an answer in 
opposition to Petitioner’s petition to reopen the proceeding in which, among 
other things, it was denied that the question of headwater benefits is material 
to the disposition of The Montana Power Company’s application for amendment 
of its license for Project No. 5 or of the question of fair Indian rentals to be 
fixed by this Commission pursuant to Section 10 (e) of the Federal Power Act. 


The Commission finds: 





In the circumstances recited herein, it would not be in the public interest 
that the hearing in this proceeding be reopened for further hearing. 


The Commission orders: 
The aforementioned petition filed by The Montana Power Company is denied. 








Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and John B. Hussey. 


TPXAS ILLINOIS NATURAL GAS PIPELINE COMPANY, DOCKET NOS. 
G-14829, G-17094; UNITED CITIES GAS COMPANY, DOCKET NO. G-— 
16215; SHELL OIL COMPANY, DOCKET NO. G-—16766; HORACE C. 
HARGRAVE, ET AL., DOCKET NOS. G—17035; G-17036; SOUTH TEXAS 
NATURAL GAS GATHERING COMPANY, DOCKET NO. G—-17050; SUNRAY 
MID-CONTINENT OIL COMPANY, DOCKET NO. G-17051; UNION PRO- 
DUCING COMPANY, DOCKET NO. G-17087; ROY H. BETTIS AND G. 

FREDERICK SHEPHERD, DOCKET NO. G-17091. 





ORDER DENYING MOTION FOR RECONSIDERATION 
(Issued July 16, 1959) 


Petitioner, The Public Service Commission of the State of New York, filed 
a motion in the above-captioned consolidated proceedings on May 27, 1959 
for reconsideration of the orders of the Commission issued therein on March 
26, 1959, 21 F.P.C. 396 and April 27, 1959, 21 F.P.C. 581. 

In general, Petitioner seeks various forms of relief in its motion. More 
specifically, Petitioner requests the Commission to acknowledge the intervention 
of Petitioner without further proceedings by setting aside the order of March 
26, 1959 which granted Petitioner limited participation but denied Petitioner’s 
intervention pending further order. In support thereof, Petitioner contends that 
it is an interested State commission within the meaning of Section 15 (a) 
of the Natural Gas Act (Act) and Section 1.37 (f) of the Commission’s Rules 
of Practice and Procedure (Rules) and, therefore, entitled to intervene as a 
matter of right. Alternatively, Petitioner requests the Commission to reverse 
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the order of April 27, 1959 which denied Petitioner’s application for subpoenas 
ad testificandum et duces tecum and to issue subpoenas as requested in said 
application. In support thereof, Petitioner argues that without the requested 
subpoenas it is unable to compel the attendance of certain witnesses through 
whose testimony Petitioner hoped to establish the truth of Petitioner’s allega- 
tions of interest. As a further alternative, Petitioner also requests the 
Commission to accept certain written matters, proffered in its motion through 
incorporation by reference, in compliance with the order of March 26, and 
based thereon, issue an order pursuant to said order of March 26, and admit 
Petitioner as an Intervener in the instant proceedings. 

The grounds relied upon for reconsideration together with the specifications 
of error in support thereof do not present any questions of law or fact which 
were not fully considered by the Commission in reaching the decisions as set 
forth in the orders of March 26, and April 27, respectively, or which, upon 
further reconsideration, warrant the vacation reversal or modification of the 
orders of March 26, and April 27, or of the decisions reached therein. 

Since Petitioner is not an interested State commission within the meaning 
of Section 15 (a) of the Act or Section 1.37 (f) of the Commission’s Rules and, 
consequently, not automatically entitled to intervene as a matter of right upon 
the filing of a notice of intervention for the reasons pointed out in the orders 
of March 26, and April 27, the question is whether Petitioner is entitled to 
intervene as a matter of discretion. If Petitioner’s interest were of such a 
nature that its participation as an Intervener would or may be in the public 
interest then Petitioner would be permitted to intervene in these proceedings. 
However, as stated in the order of April 27, “the New York State area is not 
directly concerned in the pending applications”. In that same order it was 
also found in pertinent part that Petitioner’s intervention is not “reasonable, 
appropriate, or necessary in the public interest”. Petitioner has presented 
nothing which would now make a finding to the contrary appropriate under all 
of the facts and circumstances involved. Petitioner would now have the Com- 
mission accept the offer of proof contained in the instant motion as satisfactory 
compliance with the provisions of the order of March 26. However, it was 
stated in the order of April 27, that “the burden rests on the New York State 
Commission to establish affirmatively its right to intervene in these proceedings 
and this it must do by its own factual presentations to justify intervention 
in the consolidated proceedings.” Petitioner’s offer of proof adds little more 
to that heretofore presented and is insufficient for the purpose advanced. In 
the absence of a showing of interest in compliance with the order of March 
26, there is no basis for acknowledging Petitioner’s status as a party-intervener. 
The Commission further finds: 

(1) Petitioner’s motion for reconsideration of the Commission’s orders of 
March 26, and April 27, 1959, respectively and alternatively, or, in the alterna- 
tive, for acceptance of the offer of proof contained in said motion, and 
acknowledgment of Petitioner’s status as a party-intervener, should be denied 
as hereinafter ordered. 

(2) All contentions and objections not specifically discussed or referred to 
herein have been fully considered and found either without basis in law or 
support in fact and are not sufficiently material to warrant individual treatment 
or have been adequately disposed of otherwise. 


The Commission orders: 


Petitioner’s motion for reconsideration is hereby denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, 
DOCKET NO. G-—10626 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 17, 1959) 


By order issued March 22, 1957, in Docket No. G—10626, 17 FPC 440, Trans- 
continental Gas Pipe Line Corporation (Transco) was authorized to construct 
and operate certain natural gas facilities to connect the Greta, Luby and Mission 
Valley Fields, located in Texas, to Applicant’s pipeline system. 

Among the facilities included in the above authorization were: 

(1) 2,200 H.P. Compressor Station No. 21 (Estimated cost $975,000) 

(2) 880 H.P. Mission Valley Field Booster Station (Estimated cost $295,000) 

By letter dated April 24, 1959, Transco states that the foregoing two facilities 
were not constructed because the need therefor was eliminated by certain 
other construction pursuant to authorization granted to Transco in Docket 
No. G-—12059, and that Transco does not plan to construct the subject facilities 
at the present time. 

Since authorization to construct and operate the above specified facilities 
has expired, it appears that the aforesaid order of March 22, 1957, should be 
amended by deleting therefrom authorization for such facilities. 


The Commission finds: 


it is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act to amend, as hereinafter ordered, the Commission’s order 
issued March 22, 1957, in Docket No. G—10626 so as to eliminate therefrom the 
authorization for the construction and operation of the 2,200 H.P. Compressor 
Station No. 21 and the 880 H.P. Mission Valley Field Booster Station. 


The Commission orders: 


(A) The order of the Commission issued March 22, 1957, in Docket No. 
G-10626 granting a certificate of public convenience and necessity to Trans- 
continental Gas Pipe Line Corporation, be and the same is hereby amended so 
as to eliminate therefrom the authorization for the construction and operation 
of the 2,200 H.P. Compressor Station No. 21 and the 880 H.P. Mission Valley 
Field Booster Station. 

(B) In all other respects, said order of the Commission issued March 22, 
1957, shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline 


PHILLIPS PETROLEUM COMPANY, DOCKET NO. G-1148, ET AL. 


ORDER DENYING MOTION 
(Issued July 17, 1959) 


On June 25, 1959, El Paso Natural Gas Company (El Paso) filed a motion 
requesting that the Commission require Phillips Petroleum Company (Phillips) 
to comply fully with the Presiding Examiner’s decision issued hereon on 
April 6, 1959 and to extend the time for filing of exceptions to said examiner’s 
decision for a period of 30 days from the date on which said compliance is 
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made. In its motion, El Paso cited paragraphs (A) and (B) as set forth at 
pages 314-315 of the aforementioned decision and stated, among other things, 
that, while such paragraphs unequivocally require Phillips to submit data 
respecting both the “maximum rate” and the “calculated rates” within 60 days 
following the issuance of such decision, Phillips has not complied therewith. 
El Paso also states that Phillips, by letter dated May 28, 1959, submitted to 
the Commission certain data and information which apparently is intended to 
satisfy requests contained in certain motions’ for Phillips to calculate and 
publicize the rates which it would propose to place in effect if such decision 
were to be adopted by the Commission as well as to comply with the provisions 
of said paragraphs (A) and (B). El Paso asserted that Phillips submittal 
suggests a “maximum rate” as required by said paragraph (A) of “approxi- 
mately 15¢ per Mcf at 14.65 psia” and lists “calculated rates” for only a portion 
of Phillips’ jurisdictional sales. 

Panhandle Eastern Pipe Line Company on July 2, 1959, and Phillips on 
July 6, 1959, filed answers to El Paso’s motion stating, in effect, that (1) Phil- 
lips, by its letter of May 28, 1959, furnished to all parties a statement of the 
approximate calculated rates applicable to the rate schedules which account 
for more than 95% of its jurisdictional gas sales volume and advised the 
Commission that some of the information which would be needed “is not 
readily available, even to Phillips’; (2) that the Presiding Examiner has not 
attempted to require Phillips to submit such data; (3) that said paragraphs 
(A) and (B) are clearly contingent upon the Commission’s prior adoption of 
the Examiner’s conclusion in that the introductory portion of the proposed 
order (p. 314) states that it is “subject to review by the Commission on 
appeal’; and (4) that, inasmuch as the Secretary of the Commission extended 
the time for filing exceptions herein to and including July 27, 1959, the said 
decision is not final. In addition, Phillips stated (1) that it had received no 
indication that the said furnished information was not fully satisfactory to the 
parties who requested it; (2) that representatives of the Eastern Seaboard 
Intervenors, the Southern California Companies, and Panhandle Eastern Pipe 
Line Company have in informal discussions indicated their satisfaction with 
the material furnished ;* and (3) that as El Paso did not originally request 
the information, that “under these circumstances it is apparent that El Paso’s 
motion can have no basis except delay.” 

Inasmuch as the Presiding Examiner’s decision herein is still subject to 
review by the Commission on appeal or upon its own motion as provided in 
the Commission’s Rules of Practice and Procedure, it is considered that, at 
this time, the delay necessitated in effecting El Paso’s request would not be 
warranted. 

The Commission finds: 


Good cause has not been shown for granting El Paso’s request. 
The Commission orders: 


El Paso Natural Gas Company’s motion filed June 25, 1959 is denied. 


1On April 17, 1959, Northern Natural Gas Company and Permian Basin Pipeline 
Company filed a motion with the Commission, requesting, inter alia, that Phillips 
make known to those companies the “calculated rates’ required by the Examiner’s 
Decision for sales of natural gas under all contracts which Phillips has with those 
companies. Subsequently, Southern California Gas Company, Southern Counties Gas 
Company of California, Pacific Gas & Electric Company and San Diego Gas and 
Electric Company filed motions with the Commission seeking similar information and, 
additionally, a comparison of the “calculated rates” with the actual rates in effect on 
April 1, 1959, together with the volumes for the year 1958 applicable thereto. 

2Northern Natural Gas Company and the Southern California Companies have s0 
advised the Commission. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


IOWA-ILLINOIS GAS AND ELECTRIC COMPANY, DOCKET NO. G-18138 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 17, 1959) 


Iowa-Illinois Gas and Electric Company (Applicant), an Illinois corporation 
with its principal office in Davenport, Iowa, filed an application on March 23, 
1959, and a supplement thereto on April 23, 1959, in Docket No. G-—18138, 
pursuant to Section 7 of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing the construction and operation of 11.3 
miles of 12-inch pipeline to loop its existing pipelines serving the Cedar Rapids 
and Iowa City, Iowa, areas, subject to the jurisdiction of the Commission, all 
as more fully described in the application and supplement on file with the 
Commission. 

Applicant presently purchases gas from Natural Gas Pipeline Company of 
America (Natural) near Ainsworth, Iowa, and transports it northward ap- 
proximately 41 miles through two 10-inch looped lines to the market areas of 
Cedar Rapids and Iowa City. The proposed line would be a partial second 
loop from Ainsworth north. 

Applicant actually delivered 54,442 Mcf on the peak day in the 1958-59 
winter through the existing facilities. Such facilities could deliver about 
65,000 Mcf per day. During the 1959-60 winter Applicant’s requirements in the 
area are esetimated at 67,124 Mcf increasing to about 74,000 Mcf on the 
1960-61 peak day and to about 80,000 Mcf on the 1961-62 peak day. The 
expanded facilities are shown to be capable of delivering 87,200 Mcf per day, 
which would take care of Applicant’s needs through the 1961-62 peak day 
and possibly the 1962-63 peak day. The increased demands are mainly in the 
residential and commercial space heating categories. 

Iowa-Illinois serves other areas in Iowa and Illinois that are not attached 
to its Cedar Rapids system. Its contract demand from Natural for all areas 
(except two towns served by Northern Natural Gas Company) is 134,798 Mcf 
per day and its contract demand from Natural Gas Storage Company of 
Illinois is 54,636 Mcf per day for all its areas. Further, it has 14,000 Mcf per 
day of manufactured gas peak shaving capacity. 

For the areas served by Natural, the company estimates its total system 
peak day requirements and supplies as follows: 


1961-62 


Requirements (Mcf) = i 247, 643 

Supplies (Mcf): | 
BO 1 catletcubiiaddndnces adh dteba~sateoqunceeeaeeatel 134, 798 134, 798 
Natural Storage Co megetacaal 54, 636 | 54, 636 | 
Rem Ri ces Sa ii ee 14, 000 | 14, 000 | 


Ns ictiittthendiine 1,173 | 44, 209 | 


tick debi ad amen 204, 607 247, 643 r 





The estimated total cost of the proposed line is $426,627, which Applicant 
proposes to finance from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
July 10, 1959, respecting the matters involved in and the issues presented by 
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the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, an Illinois corporation having its principal office in Daven- 
port, Iowa, is a “natural-gas company” within the meaning of the Natural Gas 
Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits herein, as supplemented, will be used in the transpor- 
tation of natural gas in interstate commerce as integral parts of Applicant’s 
existing pipeline system, and the construction and operation thereof by Appli- 
eant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) The construction and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (ec) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 3 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 1.30 
(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the facilities herein- 
before described, all as more fully described in its application in this proceed- 
ing and the exhibits appended thereto, as supplemented, for the transportation 
of natural gas as therein set forth, subject to the jurisdiction of the Com- 
mission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized to Applicant 
shall be constructed and placed in actual operation as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at 3 months from the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SOUTHERN CALIFORNIA EDISON COMPANY, 
PROJECT NOS. 67, 120 AND 382 





ORDER DETERMINING NET CHANGES IN ACTUAL LEGITIMATE ORIGINAL PROJECT 
COSTS AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 17, 1959) 


Southern California Edison Company, Licensee for Project Nos. 67, 120 and 
382,’ from time to time filed statements, pursuant to Section 4.1 of the Com- 
mission’s Regulations under the Federal Power Act, claiming for each project 
for the period from the respective effective date on which the cost was previ- 
ously determined*® through December 31, 1955, project additions, retirements 
and adjustments resulting in net project increases or changes of $223,305.05 
and $1,389,715.58 from January 1, 1950, for Project Nos. 67 and 120, respec- 
tively; and $33,067.67 for Project No. 382 from January 1, 1945. 

The claimed and recorded gross project additions, retirements and credit 
adjustments applicable to the respective periods are as follows: 
























Project No. 67: 
Gross additions_______- : ae ae $424, 713. 11 

Gross retirements__..________- ag tans ahiaas aaa -. (181, 413. 93) 
Credit adjustments_--_-__-__- To eR eee eee ee (19, 994. 13) 





223, 305. 05 





Project No. 120: 
Gross adhaitiens 0) 25225 0 8 23a en oe 2 a et at 2, 320, 748. 35 
Gross retirements___._____________ bit ROGAN) 30% SAB SK (641, 462. 70) 

Wait cit tsi Ba. dal Bee Se Cae (154, 029. 06) 

1, 525, 256. 59 

Contributions in Aid of Construction—Credit______..___-- (135, 541. 01) 


1, 389, 715. 58 















1All three projects are located in the State of California. Project Nos. 67 and 
120 are located on the San Joaquin River and tributaries and affecting lands of the 
United States within the Sierra National Forest, and may be described as Licensee’s 
Big Creek developments. Project No. 382 is located on the Kern River and affecting 
lands of the United States partly within the Sequoia National Forest, and may be 
described as the Borel development. The respective licenses, issued pursuant to 
Section 4 (d) of the Federal Water Power Act, authorizing the construction (with the 
exception of Project No. 382 which was constructed at the time the license was issued), 
maintenance and operation of the project works, contemplate Commission determina- 
tion of the actual legitimate original cost of the projects whether incurred prior to 
date of issuance of license or on or after such date: Project No. 67—Article 8; Project 
No. 120—Article 15; and Project No. 382—Articles 5 and 6. By their respective 
provisions, those licenses are for the following terms: Project Nos. 67 and 382 for 
periods of 50 years from the date of issuance thereof on March 3, 1921 and February 
28, 1925, respectively; and Project No. 120 for a period effective June 8, 1922, and 
terminating March 3, 1971. 

2The Commission by order issued February 26, 1958 (7 FPC 409) determined the 
actual legitimate original cost of Project No. 382 (Borel) to be $2,736,739.21 as of 
December 31, 1944. By orders issued May 9 and 29, 1956, (15 FPC 1383, 1477) the 
Commission determined the actual legitimate original cost of Project Nos. 120 and 
@7 (Big Creek) to be $26,658,985.98 and $55,674,913.14, respectively, as of December 
31, 1949. 
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Project No. 382: 
1006 ROMUOINs iine onwctsmndocsentiossu bibs Zu sStie 1, 115, 938. 62 

Chnpean COCR ii iors be ceeid oi ehe ees Saesbbddee = (299, 749. 39) 

CNTES CIOs ons 0a tirn ahi seu adescnetnnoskoss (43. 78) 








816, 145. 45 
Contributions in Aid of Construction—Credit_-_-__....----- (783, 077. 





33, 067. 87 


( ) Denotes credit. 


The Commission’s staff made field examinations of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed and recorded amounts with respect to each of the three projects. 
Following these studies, an agreement, subject to Commission approval, was 
reached between the staff and representatives of Licensee with respect to 
certain proposed adjustments to the claimed and recorded project cost changes, 
Project No. 120, involving: (1) the elimination of the total amount of $5,611.20 
therefrom for the period from January 1, 1950, through December 31, 1955; 
and (2) the accounting disposition of the amounts involved in the proposed 
adjustments. Based upon the proposed adjustments the resulting revised net 
increase or changes in the project cost for Project No. 120 would be $1,384,- 
104.38 for the aforementioned period from January 1, 1950, through December 
81, 1955. 

No adjustments are proposed with respect to the claimed project cost changes 
for Project Nos. 67 and 382 during the periods under examination. 

The aforementioned adjustments proposed by the staff, and agreed to by 
Licensee by letter dated October 21, 1958, resulting in the elimination of the 
total amount of $5,611.20 from the claimed and recorded project cost changes 
for Project No. 120, are composed of the following items: 


Amount 
Maps originally charged to operating expenses_......-.-.-------~-- $(1,393.71) 
Do a ee (1,083.33) 
Additional retirement relating to 3 circuit breakers__.._.__.....--- (3,134.16) 







sided abs pba i es ae inna iliac (5,611.20) 


In addition to those adjustments, the staff proposes and Licensee concurs 
that Licensee’s book costs be adjusted to reflect claimed costs as of December 
81, 1955, in the amounts of $223.66, $1,721.70 and $270.01 for Project Nos. 67, 
120 and 382, respectively, which are composed of overheads for the year 1955 
which were not distributed to Licensee’s project plant accounts until 1956. 

The accounting for the proposed adjustments and to bring Licensee’s books 
of account into agreement with the recommended actual legitimate original 


costs of the three projects as of December 31, 1955, is shown by the following 
composite journal entry: 


Debit 





Credit 


Reserve for Depreciation of Electric Plant—Project No. 120....-.-...------ 4 4 | Eee 

Be IE Bi i a eb odie sdsbedddncitssccditbisbebeddinineasink GAGE Biveticeccinces 

100.3 Construction Work in Progress—Non-project.............---..-.----]---.-.------ $2, 215. 37 

Seen - Bees 2 ee OO PD... nn naobanmnennemebieeniunenmesidentiaiegiecinss 3, 395. 83 
Project No. 67 


Project No. 120. 
Project No. 382 





(3, 395. 83) 
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After giving effect to the above adjustments, the Commission’s staff reconi- 
mends and Licensee concurs that the Commission determine (1) the net in- 
creases or changes in the actual legitimate original cost of Project Nos. 67 and 
120 (Big Creek) during the period from January 1, 1950, through December 
31, 1955, to be $223,305.05 and $1,384,104.38, respectively; the net increase or 
change in the actual legitimate original cost of Project No. 382 (Borel) during 
the period from January 1, 1945, through December 31, 1955, to be $33,067.67 ; 
and (2) the resulting actual legitimate original costs of Project Nos. 67, 120 
and 382 as of December 31, 1955, to be $55,898,218.19, $28,043,090.36 and 
$2,769,806.88, respectively, classified by project accounts of the Commission’s 
Uniform System of Accounts Prescribed for Public Utilities and Licensees as 
shown in the attached Schedules 1-a through 1-c. 

These recommended amounts result from project additions, retirements and 
credit adjustments for the three projects for the periods ending December 31, 
1955, are set forth below and as more specifically shown on the attached 
schedules: 






From 1-'-50 thru 12-31-55 From 1-1-45 


thru 12-31-55 











Proj. No. 67 Proj. No. 120 Proj. No. 382 
Big Creek— Big Creek— (Borel) 
part part 
ME Sa ones Beno choaicn toca dnsecho ning ecicletaiapnat sek aoa eth acetone $424, 713. 11 $2, 318, 271. 31 $1, 115, 938. 62 
PRI, 04 cncigacancetnmihkenenceaamamdameubes saad (181, 413. 93) (644, 596. 86) | (299, 749, 39) 
Mg ee ee a red eee (19, 994.13)} (154, 029. 06) | (43. 78) 
Contributions in Aid of Construction-Credit..........-. PR eee | 


(135, 541. 01) | (783, 077. 78) 








The Public Utilities Commission of California was advised by letter of this 
Commission dated May 11, 1959, of the proposed adjustments, accounting dispo- 
sitions and resulting project cost of the three projects, all as recommended 
by the Commission’s staff and agreed to by Licensee as set forth above. The 
Public Utilities Commission of California by letter dated June 23, 1959, advised 
that in the opinion of its staff such adjustments are proper for accounting 
purposes. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, ac- 
counting dispositions and resulting project costs and its letter dated October 
21, 1958, and the Public Utilities Commission of California by its letter dated 
June 23, 1959, have obviated the necessity for notice and opportunity to protest 
provided by Sections 4.4 and 4.5 of the Commission’s Regulations under the 
Federal Power Act. 

(2) The foregoing adjustments and accounting dispositions are reasonable 
and proper for the purposes of the Federal Power Act, and, therefore, should 
be approved and directed as hereinafter provided. 

(3) The net increases or changes in the actual legitimate original cost of 
Project Nos. 67 and 120 (Big Creek) from January 1, 1950, through December 
31, 1955, are $223,305.05 and $1,384,104.38, respectively; the net increase or 
change in the actual legitimate original cost of Project No. 382 (Borel) during 
the period from January 1, 1945, through December 31, 1955, is $33,067.67; 
and the resulting actual legitimate original costs of Project Nos. 67, 120 and 
382 as of December 31, 1955, are $55,898,218.19, $28,043,090.36 and $2,769,806.88, 
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respectively, classified by project accounts of the Commission’s Uniform System 
of Accounts as shown by the attached Schedules 1l-a through 1-c. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The adjustments and accounting dispositions, as proposed by this Com- 
mission’s staff and agreed to by the Licensee, are hereby approved and directed 
to be made by the Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain control and detail accounts for the projects showing (a) debit 
amounts of $223,305.05 and $1,384,104.38 as the net increases or changes in the 
actual legitimate original costs of Project Nos. 67 and 120, respectively, during 
the period from January 1, 1950, through December 31, 1955; (b) a debit 
amount of $33,067.67 as the net increase or change in the actual legitimate 
original cost of Project No. 382 during the period from January 1, 1945, through 
December 31, 1955; and (c) debit balances of $55,898,218.19, $28,043,090.36 and 
$2,769,806.88 for Project Nos. 67, 120 and 382, respectively, as the actual 
legitimate original costs of those projects as of December 31, 1955, classified 
by project accounts of the Commission’s Uniform System of Accounts Pre- 
scribed for Public Utilities and Licensees as shown in the attached Schedules 
l1-a through i1-c. 

(D) Licensee shall, within 60 days from the issuance of this order, file, in 
triplicate, certified copies of its adjusting journal entries showing compliance 
with this order. 
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FEDERAL POWER COMMISSION: 


Schedule le 


Prosyecr No. 382 (BorEL)—SovutrHern Canirornia Epison CoMPaANy 


NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL COST FOR THE PERIOD FROM JAN. 1, 
1945—-DEC, 31, 1955 


Account number and title 


Allowed cost 
as of Dec. 31, 
1944 ! 


Allowed net 
changes from 
Jan. 1, 1945- 


Allowed cost 
as of Dec. 31, 
1955 


Dec. 31, 1955 


HYDRAULIC PRODUCTION PLANT 


ped Wed Ted, Rigite. «oo. nc sccccoccccccecce- 
Structures and Improvements 

Reservoirs, Dams, and Waterways. 

Water Wheels, Turbines, and Generators_ 
Accessory Electric Equipment 

Miscellaneous Power Plant Equipment_-. 

Roads, Railroads, and Bridges...............-..-.- 


$112, 275. 88 

143, 568. 05 

1, 775. 502. 09 | 
255, 422. 65 

110, 856. 69 

19, 223. 34 

3, 347. 00 


$112, 503. 08 
153, 797. 36 
2, 540, 211. 98 
256, 182. 26 
109, 273. 12 
39, 143. 56 

7, 616. 20 


$227. 20 | 
10, 229. 31 
764, 709. 89 
759. 61 
(1, 583. 57) 
19, 920. 22 
4, 269. 20 


798, 531. 86 


Total Hydraulic Production Plant 2, 420, 195. 70 3, 218, 727. 56 





TRANSMISSION PLANT 


DE NE Te Bs oth ccdectotecncusgeccncsen 
Clearing Land and Rights-of-Way-. 

Station Equipment 

Towers and Fixtures. 

Poles and Fixtures...............-. 

Overhead Conductors and Devices 

Roads and Trails 


6, 161. 
1, 658. 
108, 679. 13 
7, 515. 75 
77, 270. 65 
110, 915. 95 
1, 573. 87 


72 
69 


2, 018. 45 8, 180. 17 
1, 658. 69 
114, 602. 96 
7, 515. 75 
77, 684. 29 
110, 756. 14 
8, 536. 30 


5, 923. 83. 
"413. 64 

(159. 81) 
6, 962. 43 


Total Transmission Plant 313, 775. 76 15, 158. 54 


DISTRIBUTION PLANT 


Land and Land Rights (6. 65) 








GENERAL PLANT 
378 Communication Equipment 


100.1 Total] Electric Plant in Service 


2, 461. 70 





816, 145. 45 3, 552, 884. 66 


(783, 077. 78) 
2, 769, 806. 88 


265.2 Contributions in Aid of Construction—Federal_.- re od 


2, 736, 739. 21 





Actual Legitimate Original Cost. -...............- 





1 See Commission order issued Feb. 26, 1948 (7 FPC 409). 
( ) Denotes credit. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, 
DOCKET NO. G-13950 


ORDER TERMINATING PROCEEDING AND PROVIDING FOR FUTURE REFUNDS 
(Issued July 20, 1959) 


On May 12, 1959, Natural Gas Pipeline Company of America (Natural) filed 
a motion to terminate the above-entitled proceeding, subject only to the 
“Agreement of Natural Gas Pipeline Company of America Relating to Future 
Refunds by Suppliers of Gas” filed April 1, 1958, as amended by its letter dated 
April 9, 1959 to its customers. 
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In support of its motion to terminate the proceedings in Docket No. G-13950, 
which cover the period from May 22, 1958 to December 20, 1958,’ Natural 
submitted a cost of service study for the six months ending November 30, 1958, 
utilizing the rates proposed in this proceeding, reflecting revenues from juris- 
dictional gas sales of $412,750 less than costs for the same period of time 
computed at a 6 percent rate of return. In addition, Natural submitted 
agreements from all of its customers, together with all state regulatory agencies 
and municipalities that have intervened in the proceeding, stating that they 
consent to terminating this proceeding insofar as Natural’s “First Block Sales” 
are concerned under applicable rate schedules at issue herein; subject, how- 
ever, to the aforementioned “Agreement Relating to Future Refunds by Sup- 
pliers of Gas.” 

The Commission’s Staff made an examination of Natural’s records and, 
from the information obtained, prepared a cost-of-service study for Natural’s 
operations, which also indicated that Natural incurred a deficiency in revenue 
during the May 22, 1958 to December 20, 1958 period. 

Accordingly, in consideration of Natural’s and the Staff’s cost-of-service 
calculations, the consent of the parties hereto to such conditional termination 
and Natural’s aforementioned agreement, as amended, providing for the passing 
on by Natural of its suppliers’ refunds applicable to jurisdictional sales during 
May 22, 1958 to December 20, 1958 in this proceeding when the suppliers’ 
refund amounts to an aggregate of at least $25,000, it is concluded that these 
proceedings should be terminated, subject only to Natural’s aforementioned 
agreement to make said future refunds. 


The Commission finds: 


Good cause has been shown for terminating the proceedings in Docket No. 


G-13950, and for requiring Natural, in accordance with the provisions of its 
aforementioned agreement, filed April 1, 1958, as amended by its letter dated 
April 9, 1959, to make future refunds and rate reductions to its customers of 
applicable amounts received from its suppliers when such amounts aggregate 
at least $25,000. 


The Commission orders: 


(A) The proceedings in Docket No. G—13950 are terminated: Provided, 
however, that Natural shall make future refunds and necessary rate reductions 
to its customers, in accordance with the provisions of the “Agreement of 
Natural Gas Pipeline Company of America Relating to Future Refunds by 
Suppliers of Gas,” filed April 1, 1958, as amended by Natural’s letter dated 
April 9, 1959 to its wholesale customers, when Natural’s suppliers’ applicable 


2The proposed rates here involved, as set forth in Natural’s FPC Gas Tariff, First 
Revised Volume No. 1, Sixth Revised Sheets Nos. 1, 1A, Second Revised Sheet No. 2, 
First Revised Sheet No. 4, Substitute Fifth Revised Sheets Nos. 5 and 6, Third Revised 
Sheet No. 7, Original Sheets Nos. 7A, 7D, 7F, 7G, Substitute Original Sheets Nos. 7B, 
7C, TE, and Second Revised Sheet No. 8, superseded those in effect in Docket No. 
G—12157, and were themselves superseded by the proposed rates tendered and in 
effect in Docket No. G—16026, and subject to disposition in that proceeding. Originally, 
in this proceeding, Natural proposed increased rates and charges amounting to 
approximately $6,438,000 annually; see order of December 20, 1957, suspending this 
proposed increase. Before these proposed rates were placed into effeet, however, Natural 
was permitted to substitute and place into effect reduced rates amounting to an 
increase of $1,747,200 annually; see order of May 21, 1958 (19 FPC 786). Later, 
by order issued September 10, 1958, a further reduction in the rate increase proposed 
in this proceeding of $391,265 annually was placed into effect as of August 1, 1958. 


556-711—64——_10 
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refunds for gas delivered during the May 22, 1958, to December 20, 1958 period 
amounts to an aggregate of $25,000 or more. 

(B) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice 
to any claims or contentions which have been made in this proceeding or which 
may be made by the Commission, Natural, or any other affected party hereto, 
in any proceeding now pending or hereafter instituted by or against Natural 
or any other companies or persons parties hereto. 











Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


TRUNKLINE GAS COMPANY, DOCKET NO. G-15394; PAN AMERICAN 
PETROLEUM CORPORATION, DOCKET NO. G—15438; PHILLIPS PE- 
TROLEUM COMPANY, DOCKET NO. G—15471; PHILLIPS PETROLEUM 
COMPANY, DOCKET NO. G-15472; UNION OIL COMPANY OF CALI- 
FORNIA, DOCKET NO. G-15485; UNION OIL COMPANY OF CALI- 
FORNIA, DOCKET NO. G-15486; UNION OIL COMPANY OF CALI- 
FORNIA, DOCKET NO. G-15487; MICHIGAN GAS STORAGE COMPANY, 
DOCKET NO. G-15827; THE SUPERIOR OIL COMPANY, DOCKET NO. 
G-16147 ; NICKLOS OIL & GAS COMPANY, DOCKET NO. G-16222; TIDE- 
WATER OIL COMPANY, DOCKET NO. G-16267; PAN AMERICAN PE- 
TROLEUM CORPORATION, DOCKET NO. G-16501; PAN AMERICAN 
PETROLEUM CORPORATION, DOCKET NO. G-16502; J. S. MICHAEL 

COMPANY, DOCKET NO. G-16551; J. S. MICHAEL, DOCKET NO. G-—16570. 






































ORDER REJECTING RENEWED APPLICATION FOR INTERVENTION AND 
BEJECTING APPLICATION FOR REHEARING 


(Issued July 22, 1959) 


On June 22, 1959, the Public Service Commission of the State of New York 
(New York Commission) filed a document in the above proceedings entitled 
“Renewal of Application to Intervene and Application for Rehearing of 
Opinion and Order No. 321.” 

The New York Commission first filed notice of intervention in these pro- 
ceedings on November 3, 1958. On November 14, 1958, this Commission issued 
an order denying intervention, 20 F.P.C. 720. Thereafter, on December 8, 
1958, the New York Commission filed an application for reconsideration of 
the order denying intervention. We granted reconsideration by order of Janu- 
ary 5, 1959, and on January 30, 1959, 21 F.P.C. 133, issued an order permitting 
the New York Commission to participate in these proceedings for the limited 
purpose of making a showing, in support of its allegations, to establish that 
it had a sufficient interest to entitle it to intervene and that its intervention 
would be in the public interest, and denying intervention until further order 
of the Commission pursuant to motion based upon the showing made through 
such limited participation. The New York Commission, however, made no 
appearance at the reconvened hearing, and the record was closed without it 
exercising its right to limited participation. 

Thereafter, on March 2, 1959, the New York Commission filed an application 
for reconsideration seeking either rescision of the order of January 30, 1959, 
together with the earlier order denying intervention, or amendment of the 
order of January 30, 1959, to grant intervention; or in the alternative, for 

















FEDERAL POWER COMMISSION lll 


acceptance of the offer of proof contained in its application as complying 
with our order for limited participation, and for recognition of its status 
as a party-intervener. By order of March 26, 1959, 21 F.P.C. 394, we denied 
the New York Commission’s application for reconsideration and rejected its 
offer of proof as not complying with the provision for limited participation 
contained in our order of January 30, 1959. The order of March 26, 1959, 
makes it clear that the New York Commission’s right to limited participation 
expired when it failed to appear and participate by presenting evidence to 
support its allegations and prove its interest at the reconvened hearing, and 
that in the absence of such participation and a showing of interest in com- 
pliance with the order of January 30, 1959, there was no basis for accepting 
its offer of proof or for acknowledging its status as a party-intervener. 

The presiding examiner issued his initial decision on April 1, 1959, denying 
all of the applications for certificates of public convenience and necessity in 
these proceedings. . Exceptions to the examiner’s decision were filed, and on 
May 22, 1959, 21 F.P.C. 704, we issued our Opinion No. 321 and accompanying 
order granting all of said applications, and issuing certificates of public con- 
venience and necessity. 

The New York Commission’s renewal of its application for intervention 
at this time is made for the express purpose of rehearing Opinion No. 321, 
and is accompanied by a proposed application for rehearing. As noted above, 
however, the New York Commission had its opportunity to intervene through 
the provision for limited participation in our order of January 30, 1959. Having 
failed to exercise its right to limited participation in the reconvened hearing, 
it cannot now be heard to complain that intervention should nevertheless still 
be permitted so that it may appeal the Commission’s opinion and order. Our 
order of March 26, 1959, denying reconsideration and denying intervention is 
determinative, and there is no further basis for considering the New York 
Commission’s proposed intervention. Furthermore, the instant filing contains 
no new allegations of fact which, in the public interest, would require inter- 
vention of the New York Commission after the hearing has been concluded, 
the examiner’s decision has been issued, and the Commission’s opinion and 
order upon exceptions to the examiner’s decision have been issued. 

Having failed to exercise its right to demonstrate its interest in these pro- 
ceedings in accordance with the limited participation order of January 30, 
1959, the New York Commission has no standing to apply for rehearing, and 
its proposed application for rehearing of our Opinion No. 321 and accom- 
panying order must be rejected. Furthermore under Section 19(a) of the 
Natural Gas Act only a party to the proceeding may apply for rehearing. 
In any event. said proposed application contains no new facts or principles 
of law which were not considered by the Commission in issuing its said opinion 
and order, and even if properly filed would nevertheless be denied. 

The Commission finds: 

(1) The New York Commission’s renewed application for intervention in 
the above-entitled proceedings should be rejected. 

(2) The New York Commission’s proposed application for rehearing of this 


Commission’s Opinion No. 321 and accompanying order, issued May 22, 1959, 
should be rejected. 


The Commission orders: 


(A) The New York Commission’s renewed application for intervention in 
the above-named proceedings is hereby rejected. 
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(B) The New York Commission’s proposed application for rehearing of this 
Commission’s Opinion No. 321 and accompanying order, issued May 22, 1959, 
is hereby rejected. 

Commissioner Connole dissenting, filed a separate statement. 

ConNOLE, Commissioner, dissenting: 

By this order the infirmities that affected Opinion 321 have been com- 
pounded. Not only does that Opinion err in law on its merits for the reasons 
that I set out in my separate statement and that the unanimous Supreme 
Court of the United States set out in the now famous Catco case (The Atlantic 
Refining Co., et al. v. P.S.C. of N. Y., 360 U.S. 378). In addition, it has now 
been infected with another fatal weakness. A party which has a right of 
intervention, a sister regulatory agency at that, and indeed, the very moving 
party in the Catco case, has been denied the right even to file its petition 
for rehearing. 

The reason that has been given for rejecting the petition for rehearing is 
that an order denying intervention and denying reconsideration of an earlier 
order “is determinative.” The earlier order referred to permitted limited 
participation and denied full intervention. Actually, a minority of one voted 
for this order on its merits. Of the four members of the Commission par- 
ticipating, my Brother Kline would have denied intervention “outright”, and 
my Brother Stueck and I concurred only because an insistence on an order 
granting full intervention would have meant denial by operation of law of 
the reconsideration of the order denying intervention. Both of us stated, how- 
ever, that we would have granted full intervention on the record made on the 
pleadings. 

This order then was reconsidered and once again intervention was denied. 
Again, I dissented to the failure of the Commission to permit the Petitioner 
here to file its brief and stated that the grounds for intervention set out in 
the record were sufficient to justify full participation. It is this last order 
majority finds to be “determinative.” 

I am still of the view that the Public Service Commission of New York is 
a party to this proceeding, that the orders prohibiting its full intervention 
are erroneous and that it has therefore unlawfully been prohibited from pro- 
tecting the interests it had intervened to protect. It necessarily follows that 
Opinion 321, which was issued without its participation, was unlawful in that 
respect as well as on its merits. I am further of the view that by that Opinion 
321 and by the order to which I dissent here, Petitioner has been aggrieved 
and hence is entitled to judicial review of both. 

An unanimous Supreme Court, a rarity at any time, but almost unique among 
cases involving rate orders of the Federal Power Commission, has stated 
plainly where our duty lies. It, “requires a most careful scrutiny and re- 
sponsible reaction to initial price proposals of producers under § 7.” (The 
Atlantic Refining Co., et al. v. P.S.C. of N.Y., 360 U.S. 378, 391. The Court says 
any new high price certificated “will in effect become the floor for future contracts 
in the area.” (ib. p. 390). It further comments, “This has been proven by condi- 
tions in southern Louisiana where prices have now vaulted from 17 cents to over 
23 cents per Mcf. New price plateaus will thus be created as new contracts 
are made and unless controlled will result in ‘exploitation’ at the expense of 


the consumer, who eventually pays for the increases in his monthly bill.” (ib. 
p. 390). 
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These are precisely the points advanced by Petitioner in support of its 
interest, accepting arguendo, the obligation of a public utility commission 
to demonstrate this interest in the face of § 15 (a) of the Natural Gas Act 
and rule 1.8 of the Rules of Practice and Procedure. Notice that it is the 
contracts and the prices contained in them, not the identity of the purchasers 
or the destination of the gas that the Court said proved that new high prices 
will become the floor for future contracts in the area. Since the prices in this 
Trunkline proceeding set new and unprecedented high price plateaus in areas 
where pipelines buy the gas being sold to consumers in New York, it would 
seem patent to me that the New York Commission has an obvious interest 
in assuring that these unprecedented high prices are given the “careful scrutiny 
and responsible reaction” the Supreme Court of the United States felt com- 
pelled to remind us was our obligation. Since Petitioner has such an interest, 
it was error to prohibit the effort to protect it. 

All these grounds on which intervention as a matter of law and of right 
is clearly required were set out in the Application for Reconsideration dated 
December 5, 1958 and its Application for Reconsideration and other matters 
dated February 27, 1959 and restated in its Renewal of Application to Inter- 
vene and Application for Rehearing rejected by the order herein. The basis 
for rehearing of the matters dealt with in Opinion 321 are fully set out in 
the last named filing. That filing restates the infirmities I have so often and, 
until Catco, so futilely, pointed out in certificating unjustified high producer 
prices. It points out that the decision must be. denied, under the law of 
Catco, or at the very most reissued on condition that the initial price be no 
higher than required by the public convenience and necessity. 

The majority’s refusal to consider the New York Commission’s intervention 
contrasts sharply with the position taken by this Commission in the famous 
Phillips case. In that proceeding in Opinion 217, 10 F.P.C. 246, the Commis- 
sion took great pains to lay at rest any doubt that the Wisconsin Commission 
was aggrieved in its representative capacity by order denying jurisdiction. 
The Commission characterized that proceeding as “* * * a proceeding to deter- 
mine whether Phillips Petroleum Company is a ‘natural gas company’ as that 
term is defined in the Natural Gas Act.” 

It stated, Opinion No. 217, 10 F.P.C. 246, 281: “We are, however, convinced 
that all public agencies representing consumer interests which have partici- 
pated as parties in these proceedings may obtain judicial review of our action 
in this case under the provisions of Section 19 (b) of the Natural Gas Act.” 

This decision was based on the chance of certain contingencies occurring. 
The Commission hypothecated that if it had found Phillips to be a natural 
gas company, and if the rates charged by Phillips were found to be more than 
just and reasonable, and if these rates were decreased, and if as a further 
contingency these reduced rates were passed through the various wholesale 
companies to the distributing companies, and if by action of the company or the 
state regulatory agency they were passed to the consumers, there would be an 
economic advantage to those interests represented by the Wisconsin Com- 
mission. 

The Commission then said: 
But our decision has deprived the ultimate consumers of gas thus sold 
by Phillips of the benefit of any rate reduction which might have followed 
a finding that jurisdiction exists. Certainly this should give their repre- 
sentatives the standing of “aggrieved” parties. (Emphasis supplied.) 
(Opinion No. 217, 10 F.P.C. 246, 282.) 
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This finding is made in the face of an express statement, Opinion No. 217, 10 
F.P.C. 246, 280, that: “Since we have failed to find jurisdiction, we have of 
course not inquired into the reasonableness of Phillips’ rates.” 

The New York Commission’s interest certainly is more direct and immediate 
than this, and the Court found no difficulty with our admission of Wisconsin 
as a party aggrieved. 

The New York Commission is an aggrieved party by virtue of our unlawful 
denial of its statutory right of intervention. This was made perfectly plain 
in Virginia Petroleum Jobbers Association v. F.P.C., 265 F. 2d 364 at 367: 
“As we said in the previous opinion, ‘[I]f it [Jobbers] had a right to inter- 
vene, denial of that right by the Commission was erroneous.’” 

At the stage of the proceeding at which that appeal was taken the order 
issuing a certificate had already issued after a hearing in which petitioner, 
Petroleum Jobbers, had been denied participation. The Court found the denial 
of the intervention constituted the aggrievement on which the appeal was taken. 
Moreover, the Court there found that the error in denying intervention was 
so grave that it infected the certificate itself and voided it. The Court was 
careful to point out, moreover, that “the possible prematurity” of a petition 
to review the denial of intervention, which petition was filed before the petition 
to review the certificate order was filed, had become moot. 

Plainly the New York Commission was under no aggrievement until such 
time as the final order issued denying it the relief which it sought. Indeed, 
had the New York Commission attempted to seek judicial review of the order 
which majority claims is “determinative” rather than to seek judicial review 
of the order issuing the certificate that Commission could not have shown any 
aggrievement for it was at least as likely that the position being urged by 
the New York Commission would be adopted as not. This is made plain by 
the fact that the Examiner’s recommended decision did deny the applications 
in their entirety and hence preserved the New York position. 

Section 19 (a) of the Natural Gas Act permits a state commission aggrieved 
by an order issued by the Commission in a proceeding under the Act to which 
it was a party to apply for rehearing within 30 days after the issuance of 
such order. As I have shown, the State of New York is a party and was 
improperly excluded from the earlier proceedings. Manifestly, the Commis- 
sion’s own error in excluding a party cannot be used to justify denying that 
party the right to file for a rehearing. A party within the meaning of the 
Natural Gas Act and the Administrative Procedure Act is defined in Section 
2 (b) to include any person “entitled as of right to be admitted as a party.” 

Since the New York Commission is entitled as of right to be admitted as 
a party and since it has been aggrieved in its representative capacity by the 
issuance of Opinion 321, then a petition for rehearing under Section 19 (a) 
does lie and to reject it constitutes reversible error. 

Here we are presented with a chance to remedy what is plainly an error of 
law. Instead of resorting to legalistics to avoid curing that remedy, we should 
welcome this opportunity to “react responsibly.” The demonstrable fact that 
“lnjew price plateaus will thus be created as new contracts are made and 
unless controlled will result in ‘exploitation’ at the expense of the consumer, 
who eventually pays for the increases in his monthly bill” (ib. p. 12) may not 
have been apparent to majority when Opinion 321 and its predecessors issued. 
But there is no ignoring the fact now. 


1I had dissented to the denial of intervention in that proceeding. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G—13202 
ORDER DENYING MOTION FOR RECONSIDERATION 
(Issued July 23, 1959) 


Pacific Natural Gas Co. (Pacific Natural), on March 18, 1959, filed a petition 
for reconsideration of its motion filed January 17, 1958, to reject certain filings 
of Pacific Northwest Pipeline Corporation (Pacific Northwest) and to order 
refunds. Our order of February 25, 1959, herein, inter alia, denied the motion 
filed January 17, 1958. 

The petition for reconsideration is based on decisions of the Supreme Court 
of the United States in the Mobile’ and Memphis* cases. In Mobile, the Court 
held that, in the absence of agreement by the buyer, the Natural Gas Act gave 
interstate natural-gas pipeline companies no authority to file, or the Commission 
to consider, changes in rates where the contract of sale provided for a specific 
rate and provided no method of changing the agreed rate during the term of 
the agreement. In Memphis, the Court held that such rate changes may be 
filed by the selling company and considered by the Commission irrespective of 
whether the buyers have agreed to the changed rates, either in the absence 
of a contract or under a contract which provides for such changes. The 
Court stated that pipeline companies have authority to change their rates as 
they will, unless they have undertaken by contract not to do so, provided they 
comply with the notice and filing provisions of the Natural Gas Act. 

This proceeding arose as a result of the filing by Pacific Northwest of 
proposed increased rates for sales of natural gas for resale. By our order 
of September 4, 1957, herein, the effectiveness of the proposed increased rates 
was suspended until February 5, 1958,* and until such further time thereafter 
as they might be made effective in the manner prescribed by the Natural 
Gas Act. By order issued October 31, 1957, Pacific Natural was granted inter- 
vention in this proceeding, and on Jauuary 17, 1958, it filed a motion to reject 
the revised tariff sheets applicable to sales to Pacific Natural and requested 
the Commission to order refunds. The basis of the motion was a Pacific 
Natural contention that its contract with Pacific Northwest did not permit 
a change in the rate thereunder without concurrence of Pacific Natural and 
that such concurrence had not been given. 

By order issued April 28, 1958, pursuant to appropriate motion by Pacific 
Northwest, we permitted the increased rates and charges to become effective 
as of February 5, 1958, upon filing of a bond or equivalent assurance of refund. 
No action was taken at that time with respect to the motion to reject the 
revised tariff sheets and to order refunds. 

Our order of February 25, 1959 herein permitted the substitution of an 
undertaking to refund in lieu of the corporate bond previously furnished by 
Pacific Northwest, and denied the motions to reject rate filings and to order 
refunds. It is to the denial of the motion to reject that the petition for 
reconsideration is directed. Pacific Northwest, on April 9, 1959, filed an 
answer to the petition for reconsideration. 


1 United Gas Pipe Line Oo. v. Mobile Gas Service Corp., 350 U.S. 322. 


2 United Gas Pipe Line Co., et al. v. Memphis Light, Gas and Water Division, et al., 858 
U.S. 103. 


8 Except those relating to sales for resale for industrial use only. 





116 FEDERAL POWER COMMISSION 


In our order of February 25, 1959, we stated: 


An examination of the service agreements between Pacific (Northwest) 
and its customers concerned herein, which were effective on August 6, 1957, 
October 21, 1957, and January 7, 1958, the dates on which the subject tariff 
sheets were tendered for filing, reveals that Pacific (Northwest) had 
therein reserved its right to make unilateral rate changes in accordance 
with the provisions of Section 4 of the Natural Gas Act. 


The service agreements between Pacific Northwest and Pacific Natural as 
with other customers of Pacific Northwest provide as follows :* 

Buyer agrees to pay Seller for all natural gas service rendered under the 
terms of this agreement in accordance with Seller’s Rate Schedule 
as filed with the Federal Power Commission, and as such rate schedule may 
be amended or superseded from time to time. This agreement shall be 
subject to the provisions of such rate schedule and the General Terms and 
Conditions applicable thereto on file with the Federal Power Commission 
and effective from time to time, which by this reference are incorporated 
herein and made a part hereof. 


Paragraph 10 of the General Terms and Conditions (Original Sheet No. 22 to 
Pacific Northwest’s FPC Gas Tariff, Original Volume No. 1), incorporated in 
the service agreements by reference, provides as follows: 


10. STATUTORY REGULATION 


Seller’s rates, charges, classifications and services as set forth in this 
Tariff are subject to regulation by the Federal Power Commission under 
the Natural Gas Act. Seller shall have the right to file from time to time 
with the Federal Power Commission under Section 4 of the Natural Gas 
Act such new rate schedules and changes in its existing effective Tariff as 
Seller may find necessary from time to time to assure Seller just and 
reasonable rates and charges as well as a rate of return sufficient to 
service the Seller’s debt, attract capital, insure expansion and provide ade- 
quate natural gas service to all Seller’s customers. Without in any way 
limiting the generality of the foregoing, Seller shall have the right to file 
new rate schedules fairly and appropriately reflecting changes in the 
rates and charges paid by Seller for natural gas. Buyer shall have the 


right to protest any such new rate schedules and changes before the Federal 
Power Commission. 


We think it entirely clear that Pacific Northwest's reservation of the right 
to change rates and to file such changes with the Commission was complete and 
unequivocal. 

Pacific Natural argues that the rates may be changed in conformance with 
the procedures set forth in the Natural Gas Act only after notice and hearing 
and a determination as to the reasonableness of the changed rates. To so hold 
would destroy the effectiveness of Sections 4 (d) and 4 (e) of the Natural 
Gas Act and require all changed rate filing proceedings to be processed under 
Section 5 (a) of the Act. The right of protest reserved to the Buyer (Pacific 
Natural) is in no way impaired by acceptance of rate changes filed by the 
Seller (Pacific Northwest) and the terms of the agreement between the parties 
is carried ont. Pacific Natural further objects to acceptance for the filing 


*The service agreement for interruptible service attached to Pacific Natural’s 
motion of January 17, 1958, is not an effective service agreement on file with the 
Commission. However, the effective service agreements contain ideutical provisions 
on the question in issue. 
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of increased rates for sales to it of natural gas for resale for industrial 
use only, since such increased rates are not subject to suspension by the 
Commission. Except for the lack of power of suspension by the Commission, 
the increased rates for sales for industrial use only are governed by the same 
requirements, and the right of Pacific Northwest to file such increased rates 
is as clear as in the case of rates for other sales for resale. 


The Commission finds: 


The petition for reconsideration should be denied, since it sets forth no new 
facts and no new principles of law which were either not fully considered 
by the Commission when it issued its order of February 25, 1959, or which, now 
having been considered, warrant any change in or modification of said order. 


The Commission orders: 


The petition for reconsideration filed by Pacific Natural on March 18, 1959, 
hereby is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G—13456; 
G. E. KADANE & SONS, DOCKET NO. G-13461; VANSON PRODUCTION 
CORPORATION, DOCKET NO. G-—13462; JAMES W. VANDEVEER, 
DOCKET NO. G—13463; PHILLIPS PETROLEUM COMPANY, DOCKET 
NO. G—-13559; GULF OIL CORPORATION, DOCKET NO. G—13571; W. W. 
VANDEVEER, DOCKET NO. G-13728; MURPHY CORPORATION. 
DOCKET NO. G—13872. 

ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 23, 1959) 


These matters are before us upon exceptions filed to the decision of the 
presiding examiner issued July 21, 1958, in which he ordered, subject to a 
review by the Commission, that certificates of public convenience and necessity 
be issued to the above parties under Section 7 of the Natural Gas Act without 
a condition as to the initial selling price. Because in our opinion the evidence 
in these proceedings does not show that a rate condition is required by the 
public convenience and necessity we will not impose such a condition, and we 
thus reach a result in accordance with the decision of the presiding examiner. 

As stated by the presiding examiner, Pacific Northwest Pipeline Corporation 
owns and operates an interstate pipeline system which extends from New 
Mexico through the States of Colorado, Utah, Wyoming, Idaho, Oregon and 
Washington to a terminus on the Canadian border. It proposes to construct 
and operate a main-line tap on its existing 26-inch main transmission pipeline 
in Rio Blanco County, Colorado. From the tap it proposes to construct 255 
feet of 4% inch lateral line extending to a well known as the Phillips-Kadane- 
Moran Government No. 1 well. By means of this lateral and appurtenant equip- 
ment Pacific Northwest will purchase and receive natural gas produced at the 
Kadane well which is owned jointly by the other applicants herein, G. E. 
Kadane & Sons, Vanson Production Corporation, James W. Vandeveer, Phillips 
Petroleum Company, Gulf Oil Corporation, W. W. Vandeveer, and Murphy Oil 
Corporation. Pacific Northwest has applied for a certificate for the tap and 
has requested a determination that the lateral and subsequently constructed 
lines are exempt from the Commission’s jurisdiction, or, in the alternative, it 
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requests authority to construct, maintain, and operate all of the facilities, 
including the lines to the wells, described in its application. 

The seven producer applicants all own a working interest in the producing 
unit in which the Kadane well was drilled. Each of these applicants has 
executed a separate sales contract with Pacific Northwest, but so far have no 
facilities other than the Kadane well. The producer applicants request 
certificates of public convenience and necessity authorizing them to sell gas 
to Pacific Northwest under their various contracts. 

The Public Utilities Commission of Colorado intervened by notice filed 
December 9, 1957, and Western Slope Gas Company was permitted to intervene 
by order issued April 10, 1958. Western Slope, which is a wholly-owned 
subsidiary of Public Service Company of Colorado, is a local company supplying 
gas to its parent for resale distribution in Western Colorado. Among other 
facilities it owns a transmission line about 80 miles long from north to south 
having two short laterals. Western Slope has bought gas along this line in 
competition with Pacific Northwest. 

After a hearing held in April of 1958 at which all parties were given 
opportunity to present evidence, cross examine witnesses and file briefs the 
presiding examiner issued his decision. He determined that Pacific North- 
west’s proposed facilities, including the lateral line, were subject to the 
Commission’s jurisdiction. As stated by him there was no controversy as to 
whether a certificate should be issued to Pacific Northwest to enable it to 
build its proposed facilities and to receive natural gas from the seven producer 
applicants or whether certificates should be issued to the producer applicants 
authorizing them to sell gas to Pacific Northwest. The only substantial issue 
which has arisen relates to the initial price at which the gas is to be sold. 
The contracts provide that the initial price for the first five-year period 
shall be 15 cents per Mcf, rising one cent at five year intervals. With respect 
to pressure it is provided that the seller shall make deliveries to buyer at 
such pressure as the buyer designates as the working pressure of its facilities 
but for the first ten years not more than 500 psig or 250 psig thereafter. 
However, the contracts, as amended April 8, 1958, provide that the seller 
shall endeavor to make deliveries at a pressure of 860 psig but shall be under 
no obligation to do so, and shall receive an additional one cent per Mcf for gas 
at delivered pressures of not less than 860 psig. 

Exceptions to the presiding examiner’s decision were filed by Western Slope, 
Phillips Petroleum and the staff. In its exceptions Western Slope contends 
that the condition should provide for a basic rate of 12 cents per Mcf, plus 
a heat content adjustment based on 975 Btu per cubic foot, with a further 
adjustment of 2 cents for gas delivered at a pressure in excess of 860 psia. 
Staff counsel contends in his exceptions that the issuance of certificates in these 
proceedings without a rate condition of 12 cents per Mcf will result in 
substantially increased prices in the area and will set a new high in Western 
Colorado and Utah. Phillips Petroleum’s only exception was to the presiding 
examiner’s including in his order the standard certificate conditions of Section 
157.20 of the Commission’s Regulations under the Gas Act. Since the Commis- 
sion in its Opinion No. 315, Transcontinental Gas Pipe Line Corporation, et al., 
20 F.P.C. 264, 275, made it clear that Section 157.20 was not applicable to 
independent producers, no further discussion of this point is necessary. 

Coming to the merits we find that the record does not show that a price 
condition should be imposed in the certificates issued herein but rather supports 
the initial price proposed by applicants. We thus arrive at the result reached 
by the presiding examiner although we are not adopting his decision. As we 
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have said in our Opinion No. 315, Transcontinental Gas Pipe Line Corporation, 
et al., 20 F.P.C. 264, 274, “the particular circumstances presented in each case 
are of decisive importance in determining whether a condition—should be 
attached to the issuance of a certificate of a producer. These circumstances 
include whether a showing has been made that as a result of the price 
proposed, the prices for other sales in the area in question will be increased, 
keeping in mind such relevant factors as the kind and quality of the gas in- 
volved, competition present in the area, and similarity between the questioned 
contracts and other contracts.”" The record in these proceedings supports 
the conclusion that the price to be paid by Pacific Northwest is not higher than 
other prices on a comparable basis, does not represent a new high in the area, 
and will not cause Western Slope, Pacific Northwest or other purchasers to 
pay more for gas. 

The record does show that Pacific Northwest’s other contracts, because 
they do not contain “favored nation” clauses, will not be escalated by the 
Kadane contracts. Furthermore, the Kadane contracts, as admitted by a 
witness for Western Slope would not “trigger” the escalation clause in a 
single one of its contracts, because its escalation clauses refer only to increased 
prices paid by Western Slope. It is contended, however, that Western Slope, 
because of the Kadane contracts, would be forced to pay more for additional 
gas and that this would “trigger” the escalation clauses in its present con- 
tracts. As indicated above, there is nothing in the record to show that the 
Kadane price level if paid by Western Slope would escalate its other contracts, 
for the “favored nation” clauses in its contracts state that they will be 
“triggered” only where Western Slope pays a higher price, providing in some 
contracts, “due consideration being given to the quality of the gas, bases of 
measurement and conditions of sale’, and in the remaining contracts having 
such a clause “due consideration being given to pressure of delivery, basis of 
measurement and quality of gas.” Furthermore, the evidence in the record 
indicates that Western Slope could obtain additional gas at low pressure for a 
price of 12 cents per Mcf. 

Western Slope, the only proponent of a price condition apart from the 
staff, has suggested that a condition be inserted in the certificate providing 
an allowance of 2 cents per Mcf as a pressure adjustment in addition to a 
basic 12 cents which would be subject to a Btu adjustment. Since the price 
adjusted for Btu content would be 12.92 cents, the resulting price of 14.92 cents 
is only about a cent less than Pacific Northwest’s proposed price of 16 cents 
per Mcf for gas delivered at not less than 860 psig. 

We conclude on the basis of the record, a rate condition is not required 
by the public convenience and necessity. In fact we are of the opinion that the 
imposition of a condition would interfere with exploration for gas in this area, 
as the evidence indicates. 

On a final matter we differ with the approach of the presiding examiner but 
not with his conclusions. The presiding examiner indicates that Western Slope 
was attempting to eliminate competition in inducing Pacific Northwest to pay 
the same price for gas that Western Slope was paying and in intervening before 
the Commission in opposition to Pacific Northwest’s project. In our opinion 
the question of any anti-trust law violation is not before us and has no relevance 
to these proceedings, and we need not offer any opinion thereon. 


1 See also Seaboard Oil Oo., et al., 19 FPC 416, 424. 
2In one contract dated 10/1/56 with Amerada Petroleum Corporation, El Paso 
Natural Gas Company, etc., there is no favored nation clause. 
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The Commission further finds: 


(1) Pacific Northwest, a Delaware Corporation, having its principal place 
of business in Salt Lake City, Utah, is a natural-gas company within the 
meaning of the Natural Gas Act. 

(2) The facilities proposed to be constructed by Pacific Northwest will 
constitute an integral part of its interstate transmission system, are facilities 
for the transportation of natural gas in interstate commerce, and are subject 
to the jurisdiction of the Commission and to the requirements of subsections 
(c) and (e) of Section 7 of the Act. 

(3) Each of the seven producer applicants herein are or will be engaged in 
the sale of natural gas in interstate commerce for resale for ultimate public 
consumption, subject to the jurisdiction of the Commission, and are or will be, 
therefore, natural-gas companies within the meaning of the Natural Gas Act 
upon commencement of the transactions authorized herein. 

(4) The sales of natural gas, referred to above, proposed to be made by the 
seven producer applicants to Pacific Northwest will be made in interstate com- 
merce subject to the jurisdiction of the Commission and such sales, together 
with the construction and operation of any facilities, subject to the jurisdiction 
of the Commission necessary therefor, are subject to the requirements of 
subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Pacific Northwest and the seven producer applicants are able and willing 
properly to do the acts and to perform the services proposed and to conform 
to the provisions of the Natural Gas Act, and the requirements, rules and 
regulations of the Commission thereunder. 

(6) The sale of natural gas from the Kadane well by the seven producers 
herein, together with the construction and operation of any facilities subject 
to the jurisdiction of the Commission necessary therefor, and the construction 
and operation of the facilities proposed by Pacific Northwest, including the 
tap and the lateral line, and their use for the transportation of natural gas 
are required by the public convenience and necessity, and certificates therefor 
should be issued as hereinafter ordered and conditioned. 

(7) Public convenience and necessity require that the general terms and 
eonditions set forth in paragraphs (a), (b), (c)(3) and (c)(4) of Section 
157.20 of the Commission Regulations under the Natural Gas Act (18 CFR 
157.20) should attach the certificate issued to Pacific Northwest, and to the 
exercise of the rights thereunder, but should not attach, because inapplicable 
under our Regulations, to the certificates issued to the seven producer appli- 
cants, and the time within which construction of Pacific Northwest’s facilities 
authorized herein shall be completed and in actual operation should be fixed 
at six months from the date of issuance of this order. 

(8) Such contentions, objections and exceptions as are not specifically 
disposed of in the foregoing are without basis in law or support in fact. 

The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Pacific Northwest in Docket No. G—13456 authorizing Pacific Northwest to 
construct and operate the facilities referred to above, all as more fully described 
in the application in this proceeding, for the transportation of natural gas in 
interstate commerce as therein set forth, upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c)(3) and (ce) (4) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act, shall attach to the issuance of the certificate granted in 
paragraph (A) hereof, and to the exercise of the rights thereunder, and the 
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time within which the facilities hereby authorized shall be constructed and 
placed in operation, as provided by paragraph (b) of Section 157.20 of the 
rules is hereby fixed at six months from the date on which this order issues. 

(C) A certificate of public convenience and necessity hereby is issued to 
G. E. Kadane & Sons in Docket No. G—13461, to Vanson Production Corpora- 
tion, Docket No. G-13462, James W. Vandeveer, Docket No. G—13463, Phillips 
Petroleum Company, Operator, Docket No. G-—13559, Gulf Oil Corporation, 
Docket No. G—13571, W. W. Vandeveer, Docket No. G—13728 and Murphy 
Corporation, Docket No. G—13872, upon the terms and conditions of this order 
authorizing the sale by such seven applicants of natural gas in interstate 
commerce for resale, together with the construction and operation of any 
facilities, subject to the jurisdiction of the Commission, used for the sale of 
natural gas in interstate commerce, referred to above and as more fully 
described in their applications and exhibits. 

(D) The certificates issued in paragraph (C) shall be deemed accepted and 
of full force and effect, unless refused in writing and under oath by one of the 
seven producer applicants within thirty days of the issuance of this order. 

(E) The certificates issued herein are not transferable and shall be effective 
only so long as the respective applicants continue the acts or operations hereby 
authorized, in accordance with the provisions of the Act, and the applicable 
rules, regulations and orders of the Commission. 

(F) The grant of the certificates issued herein shall not be construed as a 
waiver of the requirements of Section 4 of the Act,.or of Section 154 of the 
Commission’s Rules and Regulations thereunder requiring the filing of rate 
schedules for the service herein authorized, and is without prejudice to any 
findings or orders which have been or may hereafter be made by the Com- 
mission in any proceeding now pending or hereafter instituted against the 
applicants. Further, the action taken in this proceeding shall not foreclose 
nor prejudice any future proceedings or objection relating to the operation of 
any price or related provision in the gas purchase contracts herein involved. 

(G) Exceptions filed with respect to the initial decision of the presiding 
examiner which are inconsistent with our action herein are hereby denied. 

Commissioner CoNNOLE dissenting, filed a separate statement. 

Chairman KUYKENDALL not participating. 

ConNOLE, Commissioner, dissenting: 

This record does not support a finding that the public convenience and 
necessity requires a price as high as 16¢ per Mef, a price higher than the 
prevailing prices in Western Colorado and higher by 4¢ per Mcf than the 
highest price being paid in Western Colorado and Utah. Not even the most 
generous allowance for variation in heat content and pressure would permit a 
finding that a price higher than 14¢ per Mcf (see Western Slope Exceptions, 


p. 11) would be required by the public convenience and necessity. Accordingly, 
I dissent. 



























































Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NORTHERN STATES POWER COMPANY (MINNESOTA), 
DOCKET NO. E-6888 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE OF COMMON STOCK 


(Issued July 23, 1959) 






By order issued July 8, 1959, in the above-entitled matter, the Commission 
authorized Northern States Power Company (Applicant) to issue 952,033 
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shares of Common Stock, par value $5.00 per share for the offering thereof to 
Common Stockholders of the Applicant and to employees of the Applicant and 
of its subsidiaries, and to sell at competitive bidding any of the additional 
shares of Common Stock not subscribed for by the Stockholders and employees. 
The Commission’s order, however, was subject to the provisions, among others, 
as set forth in Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Common Stock at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2 (k) (3) of the Commission’s Regulations under the Act 
relating to compliance with competitive bidding requirements and Section 34.2 
(k) (4) of the Regulations relating to affiliation, and shall have either filed 
such amendments or shall have mailed them and advised the Commission by 
telephone and telegraph as contemplated by Section 34.9 of the Regulations. 

(ii) The Commission, by further order, shall have approved the subscription 
price per share to be received by Applicant for the Common Stock and the 
consideration to be paid to underwriters under the proposed arrangement as 
described above. 

Applicant on July 22, 1959 filed an amendment, pursuant to the requirements 
of the aforementioned Commission order issued July 8, 1959, in which it states 
that it proposes, with respect to the proposed issuance of Common Stock, to 
set a subscription price of $22.00 per share and to accept, as specifying the 
lowest aggregate amount of compensation to be paid for underwriting the 
proposed new issuance, the bid of Merrill Lynch, Pierce, Fenner & Smith, 
Incorporated, resulting in a total cost to the Applicant of $65,641. 


The Commission finds: 


(1) The Applicant has satisfactorily complied with the requirements of 
Paragraph (B) of the Commission’s order issued July 8, 1959, referred to 
above; the subscription price to be received by the Applicant for the Common 
Stock is reasonable; and, the compensation to be paid to the underwriter 
under the bid the Applicant proposes to accept for underwriting the proposed 
issuance of Common Stock is reasonable. 

(2) The proposed issuance and sale of Common Stock as hereinafter author- 
ized and approved will be for a lawful object within the corporate purposes of 
the Applicant and compatible with the public interest; it will be appropriate 
for and consistent with the proper performance by the Applicant of service 
as a public utility; will not impair its ability to perform that service, and will 
be reasonably appropriate for such purposes. 


The Commission orders: 





(A) The subscription price to be received by the Applicant for the proposed 
issuance of Common Stock and the compensation to be paid to the underwriter 
that issuance, as referred to above, are approved as reasonable. 

(B) The proposed issuance and sale of Common Stock, upon the terms and 
conditions and for the purposes specified in the Application, as supplemented 
by the amendment referred to above, be and the same is hereby authorized 
subject to the provisions of Paragraphs (C), (D), and (E) of the Commission’s 
order issued July 8, 1959 in this matter. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE KANSAS POWER AND LIGHT COMPANY, 
DOCKET NOS. E-6568, E-6749 


ORDER TERMINATING PRIOR AUTHORIZATION TO MAINTAIN 
PERMANENT CONNECTIONS FOR EMERGENCY USE ONLY 


(Issued July 24, 1959) 


The Commission by order issued January 6, 1958 (19 FPC 39), in the above- 
entitled matter authorized The Kansas Power and Light Company (Kansas 
Power), to maintain two permanent connections for emergency use only;* 
one connection being with the Kansas City Power & Light Company and the 
other being with the Kansas Gas and Electric Company. By that order, the 
Commission determined inter alia (19 FPC 41): 

The electric facilities which * * * [Kansas Power] currently owns and/or 
operates, exclusive of those constituting the proposed interconnection with 
Kansas City Power or the aforementioned interconnection with Kansas 
Gas, do not include facilities for the transmission or sale at wholesale of 
electric energy in interstate commerce, based upon information now before 
the Commission. * * * [Kansas Power] is, therefore, not now a “public 
utility” within the meaning of that term as used in the Act. 

On May 20, 1959, Kansas Power tendered for filing pursuant to Section 205 
of the Act a number of proposed rate schedule submittals to become effective 
as filed rates and charges of that Company under the Federal Power Act. By 
Commission order issued concurrently herewith, those rate schedule submittals 
are accepted for filing as requested by Kansas Power. This Commission juris- 
diction which the Company now invokes rests upon Kansas Power’s trans- 
mission and sale of electric energy at wholesale for resale in interstate com- 
merce. 

In view of the foregoing it is necessary and appropriate for the purposes 
of the Federal Power Act that the Commission, upon its own motion, terminate 
the authorization heretofore granted by the Commission’s January 6, 1958 order 
as hereinafter provided. 







































The Commission orders: 





The authorization heretofore granted by order of the Commission issued 
January 6, 1958 in the above-entitled matter is hereby terminated. 






* Pursuant to Section 202 (d) of the Federal Power Act which provides as follows: 
During the continuance of any emergency requiring immediate action, any person 
engaged in the transmission or sale of electric energy and not otherwise subject. 
to the jurisdiction of the Commission may make such temporary connections with 
any public utility subject to the jurisdiction of the Commission or may construct 
such temporary facilities for the transmission of electric energy in interstate com- 
merce as may be necessary or appropriate to meet such emergency, and shall not 
become subject to the jurisdiction of the Commission by reason of such temporary 
connection or temporary construction: Provided, That such temporary connection 
shall be discontinued or such temporary construction removed or otherwise disposed 
of upon the termination of such emergency: Provided further, That upon approval 
of the Commission permanent connections for emergency use only may be made 

hereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE PERMIAN OIL AND GAS COMPANY,’ DOCKET NO. G—13603 


ORDER FURTHER AMENDING ORDER DIRECTING PHYSICAL CONNECTION 
OF FACILITIES AND SALE OF NATURAL GAS 


(Issued July 24, 1959) 


Permian Oil and Gas Company (Petitioner) filed a petition on April 27, 
1959 as supplemented on June 3, 1959 to further amend the Commission’s 
order issued on December 19, 1957, 18 F.P.C. 815, as amended September 29, 
1958, 20 F.P.C. 489, in Docket No. G-13603 as hereinafter described and as 
more fully described in the petition filed herein. 

The Permian Oil and Gas Company is the surviving corporation in a merger 
of The Permian Oil and Gas Company, the Sandar Corporation and the Home 
Utilities Company which originally applied for the Section 7 (a) order in 
Docket No. G—13603. 

In its amended order issued September 29, 1958, the Commission directed the 
Ohio Fuel Gas Company to increase its delivery to Home Utilities to a maxi- 
mum of 120 Mcf per day for the Somerton, Ohio area. The original order 
required Ohio Fuel to deliver up to 80 Mcf per day to Home Utilities for resale 
in Somerton. 

Permian states that its estimated peak day requirements will increase from 
the 120 Mcf authorized to 168 Mcf in 1960 and to 179 Mcf in 1961 through 1964. 
It therefore desires the Commission to direct Ohio Fuel to supply it with up 
to 179 Mef per day. The increase is due to extension of its distribution 
facilities near Barnesville, Belmont County, Ohio enabling it to attach addi- 
tional residential and commercial consumers. 

Petitioner states that Ohio Fuel Gas Company has advised that it has no 
objection to furnishing the additional volumes. 


The Commission finds: 


In view of the foregoing, it is necessary and appropriate in the public interest 
to further amend the order of the Commission issued December 19, 1957, In 
the Matter of Home Utilities Company, Docket No. G-13603, 18 F.P.C. 815, to 
require Ohio Fuel Gas Company to sell and deliver up to 179 Mcf of natural 
gas per day to petitioner in lieu of the 120 Mcf per day now required by the 
amended order. 


The Commission orders: 


(A) The order of the Commission issued December 19, 1957, as amended 
September 29, 1958 in Docket No. G—13603 is further amended to require Ohio 
Fuel Gas Company to sell and deliver up to 179 Mcf per day of natural gas to 
Petitioner in lieu of the 120 Mcf per day now required by the amended order. 


(B) In all other respects, the amended order shall remain unchanged and in 
full force and effect. 


1Home Utilities Company was the original applicant in this proceeding. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck. 
William R. Connole, Arthur Kline and John B. Hussey. 


CITIES SERVICE GAS COMPANY, DOCKET NO. G-17941 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY, PERMITTING AND APPROVING ABANDONMENT, AND 
AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 24, 1959) 


Cities Service Gas Company (Applicant), a Delaware corporation, with 
its principal office in Oklahoma City, Oklahoma, filed an application on 
February 24, 1959, as supplemented on April 17, 1959, in Docket No. G—17941, 
pursuant to Section 7 of the Natural Gas Act, for (1) a certificate of public 
convenience and necessity to construct and operate certain facilities to be 
attached to its natural gas transmission system in the States of Kansas, 
Missouri and Oklahoma, and (2) authority to abandon certain transmission 
facilities which are to be replaced by a portion of the facilities proposed to be 
constructed, all as more fully described in the application on file with the 
Commission. 

The proposed additions and replacements are for the purpose of enabling 
Cities Service to meet its estimated peak day requirements during the 1959-1960 
heating season and thereafter. 

Applicant states that to meet its estimated 1959-60 peak day requirements 
with its existing facilities, it would be required to operate certain of its com- 
pressor stations at overloads which it considers dangerously excessive and to 
operate certain of its pipelines at unsafe pressures. To avoid this situation 
Applicant proposes to install and operate the subject facilities and to reclaim 


the inadequate pipe. This will enable it to transport the volumes of gas 
required to meet its 1959-60 peak day requirements at pressures it considers 
safe. 


Applicant proposes to replace a total of 22.1 miles of 4 to 10-inch trans- 
mission lines with about 22.5 miles of 4 to 16-inch pipe and in addition build a 
total of 43.4 miles of 12 to 30-inch lines paralleling and equal length of 8 to 
20-inch pipelines, all on several segments of its integrated transmission system, 
namely the Saginaw-Springfield, Hutchinson-Superior, Fort Scott, Welda-Ottawa 
and West Lawrence segments. 

It also proposes to add 1,800 horsepower to its Alva Station on its main Pan- 
handle-Wichita 20-inch line and 340 horsepower to its Atchison Station to 
improve service in the Atchison, Kansas, area. 

Applicant also proposes to acquire, develop and operate a new gas storage 
area (Denton Storage Area) in Elk County, Kansas, to be attached to its 
Cambridge-Welda system. Included among the proposed loops is a 21.5 mile 
30-inch segment on Applicant’s Welda-Ottawa system which is to be built in 
lieu of 18 miles of 26-inch loop previously authorized in Docket No. G—13562 
but not constructed because it was not needed for the 1958-1959 season as had 
been expected. Looping of this section is now needed for the 1959-60 season 
mainly to help serve the Kansas City, Missouri, area. 

Applicant requests that the authorization for the 26-inch loop in Docket No. 
G-—13562 be vacated and that it be authorized in the subject docket to construct 
the 30-inch loop instead, because it expects future developments of storage 
facilities in the area will ultimately require greater capacity and putting in 
the larger diameter pipe now will be more economical ultimately. 


556-711-6411 
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Applicant states its estimated entire system requirements for the 1959-60 


peak day as follows: 

Requirements : Mcf @ 14.73 psia 
Pear i puna escheat ieeea aa eae 1,438,594 

Ea Sa Se oe ee Boe ae eA 78,298 






Weget Wie" 2 ee easel 1,516,892 
RIE | sciticitsinimeicccoedp aaa napa pens canine 586,796 
RN I oiisiecetcnn kmanainiedeiph nine 


ET TE eee ee casalcetemane arm anaeacieticeees. ap 
Requirements capable of being served with present facilities: 
re eS a a teeth en aegm eas cca oem aheriote sina 1,516,892 


TE oe see been coh eben exw uisttencidacmawiomes 154,789 
Field Sales 


URE Cee Onees MEIC oh os Re ececccine ncn 1,672,249 


Applicant states the estimated capital cost of constructing its proposed facili- 
ties at $8,217,000, of which $4,336,000 is for developing the Denton Storage 
Project including wells, gathering system and appurtenances. The cost of 
reclaiming the facilities to be replaced is estimated at $82,000, with $77,000 
estimated as the salvage of these facilities. Applicant proposes to finance the 
construction out of treasury cash. 

Gas supply is not an issue in this proceeding since the volumes of gas in- 
volved should not appreciably affect Applicant’s over-all system reserves. 

No one will be deprived of service by the abandonment and transfer of 
facilities. 

Pursuant to due notice, a public hearing was held in Washington, D. C. 
on July 20, 1959, respecting the matters involved in, and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein, pursuant to Section 1.30 (c) (1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Oklahoma City, Oklahoma, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be abandoned, as hereinbefore described, and 
as more fully described in the application herein, are used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission and such abandonment is subject to the requirements of 
Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and permission and approval therefor 
should be granted as hereinafter ordered and conditioned. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used 
in the transportation and sale of natural gas in interstate commerce subject 
to the jurisdiction of the Commission, and the construction and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 
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(5) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (e)(1), (¢)(8), (¢e)(4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act should attach to the issuance of the certificate referred to in paragraph 
(5) above and to the exercise of the rights granted thereunder, and that the 
time within which installation of the facilities authorized by this order should 
be completed and the said facilities placed in actual operation should be fixed 
at 8 months from the date on which this order issues. 

(8) It is appropriate in the public interest to amend the certificate hereto- 
fore granted Applicant in Docket No. G—13562 as hereinafter ordered. 

(9) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 









The Commission orders: 



































(A) Permission for and approval of the abandonment of the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, is hereby granted to Applicant. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits 
in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (e) (8), (e) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certifi- 
cate granted in paragraph (B) hereof and to the exercise of the rights there- 
under. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations is hereby fixed at 8 months 
from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities within 10 days of the date of such abandonment. 

(F) The order of the Commission issued February 11, 1958, in Docket No. 
G-13562 be and the same is hereby amended so as to vacate that part of the 
order authorizing the construction and operation of 18 miles of 26-inch loop 
on Applicant’s Welda-Ottawa system, as more fully requested by Applicant 
herein. 

(G) Applicant shall not cause or permit the maximum average shut-in 
wellhead pressure in the Denton and Ferguson storages to exceed 540 psig 
without further authorization of the Commission. 

(H) Applicant shall file semi-annual reports, coinciding with the termina- 
tion and input and withdrawal cycles, showing separately the total volumes of 
natural gas injected and withdrawn from the Denton and Ferguson storages, 
the shut-in pressure of each well corresponding to the volume of gas in the 
storages; and the average of such pressure for each storage; together with a 
statement for each storage of the maximum daily injection and withdrawal 
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rates experienced and the average wellhead working pressure corresponding 
to such rates. There shall be included with each report a map showing the 
shut-in pressures in all storage wells and on all other wells in the area im- 
mediately adjacent to the storage fields. Reports shall be filed until Applicant 
has completed two injection and withdrawal cycles when shut-in storage pres- 
sure, after the injection cycle, has reached or has closely approximated a 
maximum shut-in wellhead pressure of 540 psig for each storage. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


INTERSTATE POWER COMPANY, DOCKET NO. G-18220 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND DIRECTING SALE AND DELIVERY OF NATURAL GAS 
(Issued July 24, 1959) 

Interstate Power Company (Applicant), a Delaware corporation with its 
principal place of business in Dubuque, Iowa, filed on April 2, 1959, an appli- 
cation, and amendment thereto on April 28, 1959, pursuant to Section 7 of the 
Natural Gas Act, for: 

(1) A certificate of public convenience and necessity authorizing the con- 
struction and operation of approximately 5.3 miles of 4%-inch lateral pipeline 
to extend from a proposed point of connection with its existing 85-inch pipe- 
line northeasterly to the City of Fulton, all in Whiteside County, Illinois. 

(2) An order pursuant to Section 7 (a) of the Act directing Natural Gas 
Pipeline Company of America (Natural) to deliver and sell natural gas to 
Applicant at an existing connection for resale and distribution in Fulton. 

The foregoing are more fully described in the application on file with the 
Commission. 

Applicant is presently purchasing gas for resale and distribution in Clinton, 
Iowa, receiving such gas from Natural at a point of interconnection of Appli- 
eant’s 85-inch pipeline with Natural’s 20-inch transmission pipeline near 
Hooppole, Illinois. This line extends from Natural’s system across the Mis- 
sissippi River into Clinton, Iowa, and was certificated by Commission order 
issued April 3, 1951, in Docket No. G-1547. The same order directed Natural 
under Section 7 (a) to establish a physical connection of its facilities with 
those of Interstate and to sell gas to Interstate for resale in Clinton. 

Applicant now proposes to tap its own 8%-inch gas pipeline at a point on 
the Illinois side of the Mississippi River and construct approximately 5.8 
miles of 444-inch lateral pipeline to Fulton on the same side of the river and 
in addition, proposes to construct and operate a distribution system in Fulton 
and additional peak shaving facilities in Clinton. Applicant, however, is not 
requesting an increase in Natural’s obligation to deliver natural gas to it. 

The application recites that the estimated peak day and annual requirements 
of Fulton for the first four years will be as follows: 








Volumes in Mef at 
Year ended— 14.73 psia 


Peak day Annual 


212 9, 060 
420 40, 186 
628 70, 696 
836 101, 206 
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The gas will be consumed by residential, commercial and industrial users. 

Applicant states the estimated cost of the proposed lateral, and Fulton 
distribution facilities to be $74,000 and $127,550 respectively, the cost of which 
will be defrayed from current cash funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
July 20, 1959, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Natural Gas Pipeline Company of America (Natural), a Delaware 
corporation with its principal place of business in Chicago, Illinois, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as here- 
tofore found by the Commission. 

(2) Applicant, a Delaware eorporation with a principal office in Dubuque, 
Iowa, is a corporation legally authorized to engage in the local distribution of 
natural gas to the public within the meaning of Section 7 (a) of the Natural 
Gas Act. 

(3) It is necessary and desirable in the public interest to direct Natural to 
sell and deliver natural gas to Applicant for distribution and sale in Fulton, 
Illinois. 

(4) The requirement that Natural service Applicant, as hereinafter ordered, 
will not place an undue burden upon Natural nor require it to enlarge its 
transportation facilities, nor impair its ability to render adequate service to 
its customers. 

(5) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application, will be used in the 
transportation of natural gas in interstate commerce subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(6) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(7) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(8) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (¢)(4), and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act should 
attach to the issuance of the certificate referred to in paragraph (3) above 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order should be com- 
pleted and the said facilities placed in actual operation should be fixed at 
12 months from the date on which this order issues. 

(9) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations is hereby fixed at 12 months from 
the date on which this order issues. 

(D) Natural be and it is hereby directed to sell and deliver natural gas 
to Applicant for transportation, distribution and sale as hereinbefore described. 
Such service shall be rendered pursuant to Natural’s presently filed appro- 
priate rate schedules. 

(E) Natural shall report to the Commission, in writing and under oath, 
the date of commencement of service to Applicant within 15 days after such 
service begins. 

(F) Applicant shall be prepared to receive service as directed herein within 
one year from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. G—18359 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT 


(Issued July 24, 1959) 


On April 22, 1959, The Ohio Fuel Gas Company (Applicant) filed in Docket 
No. G-—18359 an application pursuant to Section 7 of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the construction 
and operation of certain additions to its existing transmission system in the 
State of Ohio, and for permission and approval to abandon certain other facili- 
ties, all as more fully set forth in the application. 

Applicant proposes under this application to replace 37.6 miles of existing 
4-, 6- and 8-inch transmission pipeline with 28.4 miles of larger diameter 6- to 
12-inch pipeline on segments of its system in Hancock, Wyandot, Wayne, Stark, 
Carroll, Columbiana, Coshocton, Fairfield, Perry and Muskingum Counties; to 
construct and operate 9.2 miles of 24-inch loop line in Seneca County on Line 
D-415 serving Toledo, and to retire 7.4 miles of defective 3- and 4-inch trans- 
mission line in Carroll and Harrison Counties. The proposed replacements 
and additions in general will provide improved service and additional capacity 
to maintain adequate service to the markets supplied from the lines involved, 
and will eliminate expensive maintenance and repairs on old and defective 
pipeline segments which are proposed to be abandoned in the ground or recov- 
ered and sold. 

As a result of the proposed abandonment, service will be terminated to 23 
rural customers presently receiving gas from the facilities to be retired. 
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The total estimated capital cost of proposed facilities is $1,740,500. The 
estimated credit to fixed capital for the facilities to be retired is $223,450, 
$97,650 for cost of retiring and $114,500 estimated salvage value. Applicant’s 
parent, The Columbia Gas System, Inc., will provide the necessary financing. 

There is no issue of gas supply or capacity involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D. C., 
on July 16, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30 (c) (1) of the 
Commission's Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, The Ohio Fuel Gas Company, an Ohio corporation having its 
principal place of business in Columbus, Ohio, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of August 21, 1945, in Docket No. G-371 (4 FPC 1033). 

(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application herein, are used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and such abandonment is subject to the requirements of 
Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and permission and approval therefor 
should be granted as hereinafter ordered. 

(4) The facilities proposed to be installed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and the installation and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(5) The installation and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (¢e)(4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the issuance of the certificate referred to 
in paragraph (5) above and to the exercise of the rights granted thereunder, 
and that the time within which installation of the facilities authorized by this 
order should be completed and the said facilities placed in actual operation 
should be fixed at 6 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure herein was unopposed by any party 
of record, and not having been denied by the Commission is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure 
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The Commission orders: 


(A) Permission for and approval of the abandonment of facilities, as here- 
inbefore described and as more fully described in the application in this pro- 
ceeding, is hereby granted to The Ohio Fuel Gas Company. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing The Ohio Fuel Gas Company to install and operate 
the facilities hereinbefore described, as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) hereof and to the exercise of the rights granted 
thereunder. 

(D) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed 
at 6 months from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities referred to in paragraph (A) hereof within 10 days of the date 
of such abandonment. 

(F) The above authorizations are conditioned on Ohio Fuel’s receiving any 
necessary authority from the Public Utilities Commission of Ohio permitting 
abandonment of service to the rural customers mentioned above. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole. Arthur Kline and John B. Hussey. 


MOUNTAIN FUEL SUPPLY COMPANY, DOCKET NO. G-17650 
PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G-17651 
FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 27, 1959) 





On January 26, 1959, supplemented on March 23, 1959, Pacific Northwest 
Pipeline Corporation (Pacific), and on January 27, 1959, supplemented on 
March 20, 1959, Mountain Fuel Supply Company (Mountain) filed in Docket 
Nos. G-17651 and G—17650, respectively, applications, pursuant to Section 7 (c) 
of the Natural Gas Act, for certificates of public convenience and necessity 
authorizing each Applicant to receive and transport natural gas owned by the 
other in the Big Piney-LaBarge area, Sublette and Lincoln Counties, Wyoming, 
all as more fully set forth in the respective applications, as supplemented. 

The subject authorizations are requested to implement a Gathering Agree- 
ment dated December 6, 1958, between Pacific and Mountain, under which gas 
owned by Mountain near Pacific’s facilities will be gathered by Pacific and 
equivalent volumes delivered to Mountain at some existing point of intercon- 
nection, and, similarly, gas owned by Pacific near Mountain’s facilities will 
be gathered and transported by Mountain and delivered to Pacific at existing 
points of interconnection. 

The purpose of the proposed exchange and transportation services is to 
avoid duplication of field facilities, resulting in economies to both Applicants 


which have gas interests and separately authorized facilities in the area 
involved. 
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The proposed exchange and transportation of gas is to be rendered through 
existing authorized facilities of both Applicants herein, and no question of 
gas supply is involved. 

Pursuant to due notice, a public hearing was held in Washington, D. C. on 
July 14, 1959, respecting the matters involved in and the issues presented by 
the applications herein. No petitions to intervene or protests to the granting 
of the applications have been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30 (c)(1) of the 
Commission’s Rules of Practice and Procedure. 

The Commission finds: 


(1) Applicant, Mountain Fuel Supply Company, a Utah corporation having 
its principal place of business in Salt Lake City, Utah, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of March 9, 1943, in Docket No. G-313 (3 FPC 
938). 

(2) Applicant, Pacific Northwest Pipeline Corporation, a Delaware corpora- 
tion having its principal place of business in Salt Lake City, Utah, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as hereto- 
fore found by the Commission in its Opinion No. 271 and accompanying order 
issued June 18, 1954, in Docket No. G—996, et al., 138 FPC 221. 

(3) The proposed receipt, transportation and delivery of Mountain’s natural 
gas by Pacific, and the proposed receipt, transportation and delivery of Pacific’s 
natural gas by Mountain, hereinbefore described and as more fully described 
in the respective applications herein, as supplemented, are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) The proposed receipt, transportation and delivery of natural gas re- 


ferred to in the preceding paragraph are required by the public convenience 


and necessity and certificates therefor should be issued as hereinafter ordered 
and conditioned. 


(5) Applicants, Mountain and Pacific, are able and willing properly to 
do the acts and to perform the services proposed and to conform to the pro- 
visions of the Natural Gas Act and the requirements, rules and regulations 
of the Commission thereunder. 

(6) Public convenience ard necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificates hereinafter issued to Mountain and Pacific and to the 
exercise of the rights granted thereunder. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 
The Commission orders: 


(A) Certificates of public convenience and necessity be and the same are 
hereby issued to Mountain Fuel Gas Company and Pacific Northwest Pipeline 
Corporation to receive from each other, transport and deliver to each other 
natural gas as hereinbefore described, all as more fully described in the appli- 
eations, as supplemented, in this proceeding, upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the certificates issued in paragraph (A) hereof. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


IROQUOIS GAS CORPORATION, DOCKET NO. G—18253 
















FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 





(Issued July 27, 1959) 


Iroquois Gas Corporation (Applicant), a New York corporation with a 
principal office in Buffalo, New York, pursuant to Section 7 of the Natural 
Gas Act, filed an application in Docket No. G—18253 on April 8, 1959, for a 
certificate of public convenience and necessity authorizing it to construct and 
operate approximately 9.5 miles of 16-inch transmission pipeline extending 
from an existing transmission line in the Town of Evans, Erie County, New 
York, to an existing distribution pipeline in the Town of Hamburg, Erie 
County, New York, just south of Buffalo, Applicant’s principal service area, 
all as more fully described in the application on file with the Commission. 

Applicant states the proposed pipeline is an extension of Applicant’s pipeline 
from its Nashville Storage Field to the Town of Evans which the existing 
pipeline was certificated by order issued in Docket No. G—9667. The present 
proposal merely carries to conclusion the initial intent of a plan contemplated 
by the application filed in Docket No. G—9667, namely a pipeline extending 
directly from the Nashville Storage Field to Buffalo. 

Applicant does not propose any new service or the attachment of any new 
supply, relying on its prior market and gas supply estimates presented in 
Docket No. G—14988. 

The estimated cost of the proposed facilities is $475,000 which will be 
defrayed from its 1959 construction funds. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
July 20, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30 (c)(1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Iroquois Gas Corporation, a New York corporation having its principal 
place of business at Buffalo, New York is a “natural-gas company” within 
the meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application, will be used in the 
transportation of natural gas in interstate commerce subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4), and (e) of 
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Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder, and that the time 
within which construction of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed 
at 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same 
is hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ec) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations is hereby fixed as 12 months 
from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 


William R. Connole, Arthur Kline and John B. Hussey. 
PACIFIC POWER & LIGHT COMPANY, PROJECT NO. 935 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST 
AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 27, 1959) 


Pacific Power & Light Company, Licensee for Project No. 935,’ from time 
to time filed statements, pursuant to Section 4.1 of the Commission’s Regula- 
tions under the Federal Power Act, claiming for the period from May 1, 1932, 
through December 31, 1949, project additions and retirements resulting in 
(1) a net increase in project cost for that period of $2,532.941.05 over pre- 
viously determined amount of actual legitimate original cost of the project 
(Merwin), $8,202,982.15 as of April 30, 1932,? and (2) a resulting total claimed 


1The project is located on the Lewis River in Clark and Cowlitz Counties, Washing- 
ton, and affecting lands of the United States, and may be described as the Merwin 
development. The license (issued pursuant to Section 4 (d) of the Federal Water 
Power Act), authorizing the construction, maintenance and operation of the project 
is by its terms effective for a period of 50 years commencing December 12, 1929, and 
was originally issued to Inland Power & Light Company, a predecessor of the present 
Licensee, Pacific Power & Light Company. On November 23, 1942, the Commission 
approved the transfer of the license for Project No. 935 from Inland Power & Light 
Company to the present Licensee, Pacific Power & Light Company, effective as of 
May 14, 1942. 

2See Commission opinion and order issued October 27, 1942, 3 FPC 317; Commission 
order issued December 29, 1942, 3 FPC 886; and Commission order issued October 17, 
1945, 4 FPC 1084. 
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actual legitimate original cost of the project as of December 31, 1949, of 
$10,735,923.20.2 The claimed net increase of $2,532,941.05 results from claimed 
and recorded project gross additions and gross retirements totaling $2,537,034.99 
and $4,093.94, respectively, and is more specifically shown in the attached 
schedule. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness 
of the claimed and recorded project cost changes and resulting project cost 
as of December 31, 1949. Following those studies, an agreement, subject to 
Commission approval, was reached between the staff and Licensee’s repre- 
sentatives with respect to certain proposed adjustments involving the reclassi- 
fication of certain items within project plant accounts; the elimination of the 
net amount of $41,836.93 from the claimed project cost changes; and the 
accounting disposition of all amounts involved in the proposed adjustments. 
Based upon the proposed adjustments, the resulting revised net increase in the 
project cost would be $2,491,104.12 for the period from May 1, 1932, through 
December 31, 1949, comprised of gross additions of $2,505,340.64 and gross 
retirements of $14,236.52; and the resulting revised actual legitimate original 
cost of the project as of December 31, 1949, would be $10,694,086.27. 

The proposed adjustments resulting in the elimination of the net amount of 
$41,836.93 from the claimed project cost are composed of the following items: 


Hearing costs on the project initial cost determinations_.__.__.___..___.__$11,709.00 
Studies of power demands and sources of power supply___---_----_-_- 11,471.15 
Excess charges for power used for construction_______-__________-__- 2,313.12 
Charges in excess of cost of services by affiliates__._..._._.__.._....____ 2,370.34 
Additional credit for power generated during construction__________ 460.28 
Operating expenses improperly capitalized___.__.____________-________ 584.63 
Cost of removing portion of powerhouse wall____--_-_--------------_ 2,785.83 


Unrecorded, understated and overstated retirements____._._._.________ 10,142.58 


RAE GAG URE we a i sk Ec iene 41,836.93 


The accounting disposition of all amounts involved in the proposed adjust- 
ments and to bring Licensee’s claimed and recorded project costs into agreement 
with the project cost changes tentatively agreed to between Licensee and the 
staff are shown by the following composite journal entry: 


250 





Reserve for Depreciation of Electric Plant 

Project. No. O68. oe ots la BISA 
271 Earned Surplus 
100.1 Electric Plant in Service—Project No. 935____-- $41,836.93 


After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensee by letter dated December 11, 1951, confirming its agreement 
to the proposed adjustments, accounting dispositions and resulting project 
costs for Project No. 935, concurs that the Commission determine: (1) the net 
increase or change in the actual legitimate original cost of the Merwin 
development during the period from May 1, 1932, through December 31, 1949, 
to be $2,491,104.12, comprised of gross additions of $2,505,340.64, and gross 
retirements of $14,236.52, the individual primary plant account changes being 


8 Article 25 of the Hcense provides for Commission determination of the actual 
legitimate original cost of the project, whether incurred prior to date of issuance of 
license or on or after such date. 
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shown in the attached schedule; and (2) the actual legitimate original cost 
of the Merwin development as of December 31, 1949, to be $10,694,086.27, classi- 
tied by primary plant accounts of the Commission’s Uniform System of 
Accounts Prescribed for Public Utilities and Licensees as shown in the attached 
schedule. 

The Washington Public Service Commission and the Oregon Public Utilities 
Commissioner were separately advised by letters of this Commission dated 
June 1, 1959, of the proposed adjustments, accounting dispositions, and result- 
ing project costs as recommended by the Commission’s staff and agreed to 
by the Licensee as set forth above. By their respective letter and telegram 
dated June 23, 1959, and July 3, 1959, the Washington Public Service Commis- 
sion and the Oregon Public Utilities Commissioner indicated no objection to 
the foregoing. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, in- 
cluding the accounting dispositions and the resulting project costs, and its 
letter dated December 11, 1951, and the Washington Public Service Commission 
and the Oregon Public Utilities Commissioner by their respective letter and 
telegram dated June 23, 1959, and July 3, 1959, have obviated the necessity for 
notice and opportunity to protest provided in Sections 4.4 and 4.5 of Commis- 
sion’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting dispositions, are 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Merwin development from May 1, 1932, through December 31, 1949, is 
$2,491,104.12, comprised of gross additions of $2,505,340.64, and gross retire- 
ments of $14,236.52; and the resulting actual legitimate original cost of the 
project as of December 31, 1949, is $10,694,086.27, classified by primary accounts 
as shown by the attached schedule. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The adjustments and accounting dispositions as proposed by the staff 
and agreed to by the Licensee are hereby approved and directed to be made 
by Licensee. 

(C) Licensee to the extent that it has not already done so, shall establish and 
maintain control and detailed plant accounts for Project No. 935 showing the 
debit amount of $2,491,104.12 as the net increase or change in the project cost 
for the period from May 1, 1932, through December 31, 1949; and the total debit 
balance of $10,694,086.27 as of December 31, 1949, all as more specifically shown 
in the attached schedule classified by primary plant accounts of the Commis- 
sion’s Uniform System of Accounts Prescribed for Public Utilities and Licensees. 

(D) Licensee shall within 60 days from the issuance of this order file 
certified copies of its adjusting journal entries showing compliance with this 
order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


GEORGIA POWER COMPANY, PROJECT NOS. 485 AND 1951 


ORDER DETERMINING PROJECT DEPRECIATION RESERVES 
(Issued July 27, 1959) 


The Commission by separate orders issued May 12, 1958 (19 FPC 672, 675), 
determined the actual legitimate original cost of Project Nos. 485 and 1951, 
Georgia Power Company, Licensee, to be $10,909,495.66 and $14,137,931.60, 
respectively, as of December 31, 1956. By those orders the Commission left 
undetermined the amounts of accrued depreciation applicable to the respective 
project properties as of that date. 

Currently, the staff proposes, and Licensee concurs, that the Commission 
determine the respective reserves for accrued depreciation applicable to in- 
service project properties as of December 31, 1956, to be $2,654,520.99 (Project 
No. 485), and $683,654.15 (Project No. 1951), classified by functional groups 
as shown in the attached schedule. 

In developing the aforementioned depreciation reserve balances for the 
Bartletts Ferry and Sinclair Dam developments, the staff reviewed the 
Licensee’s depreciation reserves for its entire electric system. Prior to January 
1, 1937, the effective date of the Commission’s Uniform System of Accounts for 
Public Utilities and Licensees, the Licensee followed retirement reserve ac- 
counting. Beginning as of January 1, 1937, the Licensee adopted depreciation 
accounting and, while not using the straight-line method, appropriated annual 
provisions for depreciation by functional groups on the basis of judgment of 
management, guided by depreciation rates allowed by the Internal Revenue 
Service and in use by other companies and knowledge of the condition of the 
property and its probable life expectancy. Since January 1, 1952, the Company 
has accrued depreciation provision by the straight-line method, applying specific 
rates to the average depreciable electric plant in service by functions. Since 
January 1, 1937, the Licensee has also increased its depreciation reserve bal- 
ances by substantial adjustments representing transfers from earned surplus 
and capital surplus. 

Licensee had neither claimed nor recorded in its accounting records any 
segregation of its depreciation reserves as being applicable to the two projects. 
Through the cooperative efforts of the Licensee and the staff, there were devel- 
oped adjusted book balances of the overall electric depreciation reserve, 
classified by functional groups, as of January 1, 1937, and the allocation of 
the portions thereof applicable to the Bartletts Ferry and Sinclair Dam 
developments. The allocation of Licensee’s overall hydraulic production plant 
reserve was made to the above developments upon the basis of the ratio 
average dollar-years of depreciable hydraulic production plant by hydro plants 


1Project No. 485 is located on the Chattahoochee River, in Chambers and Lee 
Counties, Alabama, and Harris County, Georgia, and may be described as the Bartletts 
Ferry development. The license (issued pursuant to Section 4 (d) of the Federal 
Water Power Act), authorizing the construction, maintenance and operation of the 
project, originally issued to a predecessor of the present Licensee, Georgia Power 
Company, is by its terms effective for a period of 50 years commencing December 
15, 1924. 

Project No. 1951 is located on the Oconee River, in Baldwin, Hancock, Putnam and 
Jones Counties, Georgia, and may be described as the Sinclair Dam development. The 
license authorizing the construction, operation and maintenance of the project works 
(issued pursuant to Section 4 (e) of the Federal Power Act), is by its terms effective 
for a period of 50 years commencing September 1, 1947. 
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after exclusion of the reserves applicable to Licensee’s Flint River develop- 
ment’? and retired plants. The allocation of the annual depreciation provision 
for Licensee’s depreciable hydraulic production plant for each of the years 
1937 through 1956 to its Bartletts Ferry and Sinclair Dam developments was 
upon the basis of the ratio of the average depreciable hydraulic production 
plant in those developments to the total of Licensee’s depreciable hydraulic 
production plants after deduction for plants retired and exclusive of Li- 
censee’s Flint River development. The amounts thus allocated were adjusted 
for retirement losses in the various years in which retirements occurred. 

The development of adjusted reserves for Project Nos. 485 and 1951 as 
respects transmission and general plant was carried out upon the basis of 
straight-line computation. 

In addition, the staff tested the adequacy of the aforementioned December 
31, 1956, depreciation reserve balances for the Bartletts Ferry and Sinclair 
Dam developments by computing the reserve requirement for each of the 
projects upon the straight-line basis. 

Based upon these computations the reserves for accrued depreciation 
applicable to in-service project properties for the Bartletts Ferry and Sinclair 
Dam developments as of December 31, 1956, would be $2,654,520.99 and 
$683,654.15, respectively. 

Licensee, by letter dated July 18, 1958, confirmed its agreement as respects 
the depreciation reserves for Project Nos. 485 and 1951, as referred to above 
and shown in the attached schedule. 

The Georgia Public Service Commission was advised by letter of this 
Commission dated May 4, 1959, of the staff’s recommendations herein, as 
agreed to by the Licensee and the resulting reserves for accrued depreciation. 


By letter dated June 29, 1959, that Commission indicated its agreement 
thereto. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the allocations, computations 
and the resulting reserves for accrued depreciation applicable to Project Nos. 
485 and 1951 properties, as of December 31, 1956, and its letter dated July 18, 
1958, and the Georgia Public Service Commission by its letter dated June 29, 
1959, have obviated the necessity for notice and opportunity to protest as 
provided by Sections 4.4 and 4.5 of the Commission’s Regulations under the 
Federal Power Act, the procedural requirements of which are deemed to be 
applicable to the matter herein before the Commission. 

(2) The foregoing allocations of book depreciation reserves to project 
properties, as proposed by the staff and agreed to by the Licensee, are reason- 
able and appropriate for the purposes of the Federal Power Act, and, there- 
fore, should be approved and directed as hereinafter provided. 

(3) The reserves for accrued depreciation applicable to in-service project 
properties, Project Nos. 485 (Bartletts Ferry) and 1951 (Sinclair Dam), as 
of December 31, 1956, are $2,654,520.99 and $683,654.15, respectively, classified 
by functional groups as shown in the attached schedule. 


The Commission orders: 


(A) The provisions of Section 4.4 and 4.5 of the Commission’s Regulations 


under the Federal Power Act are hereby waived for the purposes of this 
order. 


2The Commission by order issued May 12, 1958 (19 FPC 677), determined the 
reserve for accrued depreciation applicable, as of December 31, 1956, to in-service 
project properties of Licensee’s Flint River development, Project No. 1218. 
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(B) The foregoing allocations of book depreciation reserves to project 
properties, as proposed by the staff and agreed to by the Licensee, are hereby 
approved and directed to be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain reserves for accrued depreciation applicable to in-service project 
properties, Project Nos. 485 (Bartletts Ferry) and 1951 (Sinclair Dam), 
showing credit balances of $2,654,520.99 and $683,654.15, as of December 31, 
1956, respectively, as shown classified by functional groups in the attached 
schedule. 

(D) Licensee shall within 60 days from the issuance of this order file, in 
triplicate, certified copies of its journal entries showing compliance with 
this order. 







Prosect Nos. 485 anp 1951—GerorG1a Power Company, LICENSEE 


250.1 Reserve for Depreciation of Electric Plant in Service Summary by Functional Groups as of Dee. 
q 956 





Allowed project 
cost 


Allowed proj- 
ect deprecia- 
tion reserve 

















Project No. 485 (Bartletts Ferry): 
Depreciable | 
Hydraulic Production $9, 116, 305. 02 $2, 086, 859. 52 



















Transmission.._.......- J 7 755, 108. 92 566, 104. 99 
NG edelaitthivindciadeneunikaiaadsnestadinnunkiincsanes 3, 794. 73 1, 556. 48 
Fe BP vcinnnttdcdcng diteniinmiastmlibintal liaitigntac 9, 875, 118. 67 2, 654, 520. 99 
Nondepreciable: | 
Hydraulic Production—Land and Land Rights_...........- 1, 033, 497. 30 
Transmission—Land and Clearing Rights of Way--........-- 879. 69 
Tish. 10 nbccnteibutech guieicininsticdiaseciideipuencinindcheciab aimed .--| {A)10, 909. 495. 66 
Project No. 1951 (Sinclair Dam): } 
Depreciable: | } 
Hydraulic Production | 11, 884, 250. 32 | 641, 489. 47 
Transmission.............- ‘ a aescomalla 320, 098. 25 | 40, 860. 54 
GA Waocdasencdatctabenes | 10, 371.19 1, 304. 14 
FS cn ahemancinacingpennainasinbpiiieiigneanabienbin 12, 214, 719. 76 683, 654. 15 


| 
Nondepreciable: | | 
Hydraulic Production—Land and Land Rights--............. | 1, 923, 211. 84 | 


(B) 14, 137, 931. 60 











(A) See Commission order issued May 12, 1958 (19 F PC 672). 
(B) See Commission order issued May 12, 1958 (19 F PC 675). 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stv~*k, 
William R. Connole, Arthur Kline and John B. Hussey. 


ALABAMA POWER COMPANY, PROJECT NO. 618 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST AND 
PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 27, 1959) 


Alabama Power Company, Licensee for Project No. 618,’ from time to time 
filed statements, pursuant to Section 4.1 of the Commission’s Regulations under 
the Federal Power Act, claiming for the period from January 1, 1950, through 













The project is located on the Coosa River, a navigable waterway of the United 
States, and lands of the United States in Elmore, Chilton and Coosa Counties, Alabama, 
and may be described as the Jordan Dam project. The license (issued pursuant to 
Section 4 (d) of the Federal Water Power Act), authorizing the construction, mainte- 


nance and operation of the project, is by its terms effective for a period of 50 years 
commencing November 7, 1925. 


556—711—64——__12 
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December 31, 1958, project additions and retirements resulting in (1) a 
$312,047.78 net increase in project cost over the previously determined amount 
of actual legitimate original cost of the project (Jordan Dam), $9,690,571.35 as 
of December 31, 1949,? and (2) a resulting total claimed actual legitimate 
original cost of the project as of December 31, 1958, of $10,002,619.13.° The 
claimed net increase of $312,047.78 results from claimed and recorded project 
gross additions and gross retirements totaling $645,680.70 and $333,632.92, 
respectively,‘ and is more specifically shown in the attached schedule. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed and recorded project cost changes and resulting project cost as of 
December 31, 1958. The staff also examined the amounts of reserve for 
depreciation segregated and recorded by Licensee as being applicable to project 
properties. To date further staff study of Licensee’s depreciation reserve is 
being carried on. Therefore, the staff recommends that this matter be deferred 
for future Commission consideration and determination. 

Following that study, an agreement, subject to Commission approval, was 
reached between the staff and Licensee’s representatives with respect to a 
proposed adjustment involving (1) the elimination of the amount of $5,298.26, 
representing understated retirements of cast iron runners, from the claimed 
and recorded project costs for the period from January 1, 1950, through 
December 31, 1958, and (2) the accounting disposition for the amount involved 
in the proposed adjustment. Based upon the proposed adjustment the resulting 
revised net increase in the project cost would be $306,749.52, consisting of 
gross additions of $645,680.70 and gross retirements of $338,931.18, and the 
resulting revised actual legitimate original cost of the project as of December 
31, 1958, would be $9,997,320.87. 

The accounting disposition for the amount involved in the proposed adjust- 
ment and to bring Licensee’s claimed and recorded project cost into agreement 
with the project cost changes tentatively agreed to between Licensee and the 
staff is shown by the following journal entry: 


250.1 Reserve for Depreciation of Electric Plant in Debit 
Service—Project No. 618 $5, 298. 26 
100.1 Electric Plant in Service—Project No. 
$5. 298. 26 


After giving effect to the above adjustment, the Commission’s staff recom- 
mends and Licensee by letter dated March 23, 1959, confirming its agreement 
to the proposed adjustment, accounting disposition and resulting project costs 
for Project No. 618, concurs that the Commission determine: (1) the net 


2The Commission, by order issued December 30, 1947 (6 FPC 1116), modifying 
its prior order of October 7, 1941 (2 FPC 479), determined the initial actual legitimate 
original cost of the project as of December 81, 1929, to be $9,516,932.52. By Com- 
mission order issued June 26, 1952 (11 FPC 1089), the original cost of project plant 
changes for the period from January 1, 1930, through December 31, 1949, was 
determined to be $173,638.83, thereby bringing the allowed project cost to $9,690,571.35 
as of December 31, 1949. ° 

* Article 21 of the license provides for Commission determination of the actual 
legitimate original cost of the project, whether incurred prior to the date of issuance 
of the license or on or after such date. 

* Licensee’s filed statements reflect the amount of $325,232.57 resulting from the 
above amounts of gross project additions, retirements and a debit adjustment of 
$13,184.79 recorded in 1952 but applicable to the period prior to January 1, 1950. This 


debit. adjustment was approved by the aforementioned Commission order issued June 
26, 1952. 
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increase or change in the actual legitimate original cost of the Jordan Dam 
project during the period from January 1, 1950, through December 31, 1958, 
to be $306,749.52, comprised of gross additions of $645,680.70 and gross retire- 
ments of $338,931.18; and (2) the actual legitimate original cost of the Jordan 
Dam project as of December 31, 1958, to be $9,997,320.87, classified by primary 
plant accounts of the Commission’s Uniform System of Accounts Prescribed 
for Public Utilities and Licensees as shown in the attached schedule. 

The Alabama Public Service Commission was advised by letter of this Com- 
mission dated June 1, 1959, of the proposed adjustment including the accounting 
disposition and the resulting project costs all as recommended by this Com- 
mission’s staff and tentatively agreed to by Licensee as set forth above. By 
letter dated June 4, 1959, that Commission indicated its agreement herewith. 


The Commission finds: 





(1) Licensee by its tentative agreement to the proposed adjustment includ- 
ing the accounting disposition and the resulting project costs, and the Alabama 
Public Service Commission by its letter dated June 4, 1959, have obviated the 
necessity for notice and opportunity to protest provided by Sections 4.4 and 
4.5 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustment, including the accounting disposition, is 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of Project 
No. 618 from January 1, 1950, through December 31, 1958, is $306,749.52, com- 
prised of gross additions of $645,680.70 and gross retirements of $338,931.18; 
and the resulting actual legitimate original cost of the project as of December 
31, 1958, is $9,997,320.87, classified by primary plant accounts as shown by the 
attached schedule. 

(4) It is necessary and appropriate for the purposes of the Federal Power 
Act that the matter of the amount of accrued depreciation applicable to the 
project properties be deferred for future Commission consideration and deter- 
mination as hereinafter provided. 




























The Commission orders: 





(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The adjustment including the accounting disposition, as proposed by 
this Commission’s staff and agreed to by the Licensee, is hereby approved and 
directed to be made by the Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain control and detailed plant accounts for Project No. 618 showing 
the debit amount of $306,749.52 as the net increase or change in project plant 
accounts for the period from January 1, 1950, through December 31, 1958, and 
the total debit balance of $9,997,320.87 as of December 31, 1958, classified by 
primary plant accounts of the Commission’s Uniform System of Accounts 
Prescribed for Public Utilities and Licensees as shown by the attached schedule. 

(D) Licensee shall within 60 days from the issuance of this order file 
certified copies of its adjusting journal entry showing compliance with this 
order. 

(E) Nothing contained herein shall be construed as passing upon or approv- 
ing the project depreciation reserve. This matter is hereby expressly reserved 
for future Commission consideration and determination. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


ALABAMA POWER COMPANY, PROJECT NO. 349 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST AND 
PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 27, 1959) 


Alabama Power Company, Licensee for Project No. 349, from time to time 
filed statements, pursuant to Section 4.1 of the Commission’s Regulations under 
the Federal Power Act, claiming for the period from January 1, 1950, through 
December 31, 1958, project additions and retirements resulting in (1) a 
$2,730,577.26 net increase in project cost over the previously determined amount 
of actual legitimate original cost of the project (Martin Dam) $15,473,806.67 
as of December 31, 1949,? and (2) a resulting total claimed actual legitimate 
original cost of the project as of December 31, 1958, of $18,204,383.93.° The 
claimed net increase of $2,730,577.26 results from claimed and recorded project 
gross additions and gross retirements totaling $2,925,216.60 and $194,639.34, 
respectively,‘ and is more specifically shown in the attached schedule. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed and recorded project cost changes and resulting project cost as of 
December 31, 1958. The staff also examined the amounts of reserve for de 
preciation segregated and recorded by Licensee as being applicable to project 
properties. To date further staff study of Licensee’s depreciation reserve is 
being carried on. Therefore, the staff recommends that this matter be deferred 
for future Commission consideration and determination. 

Following that study, an agreement, subject to Commission approval, was 
reached between the staff and Licensee’s representatives with respect to certain 
proposed adjustments involving (1) an increase of the claimed and recorded 
project costs for the period from January 1, 1950, through December 31, 1958, 
by the net amount of $66.45, and (2) the accounting dispositions for the 
amounts involved in the proposed adjustments. Based upon the proposed 
adjustments the resulting revised net increase in the project cost would be 
$2,730,643.71, consisting of gross additions of $2,925,216.60 and gross retire- 






































1The project is located on the Tallapoosa River at Cherokee Bluffs, in the counties 
of Elmore, Tallapoosa and Coosa, Alabama, and may be described as the Martin Dam 
project (formerly known as the Cherokee Bluffs Unit). The license (issued pursuant to 
Section 4 (d) of the Federal Water Power Act), authorizing the construction, mainte- 
nance and operation of the project, is by its terms effective for a period of 50 years 
commencing June 9, 1923. 

2 The Commission, by order dated October 17, 1945 (4 FPC 1085), modifying its prior 
order of July 25, 1941 (2 FPPC 432, 457), determined the initial actual legitimate 
original cost of the project as of December 31, 1927, to be $15,328,091.73. By Com- 
mission order issued June 26, 1952 (11 FPC 1085), the original cost of project plant 
changes for the period January 1, 1928, through December 31, 1949, was determined to 
be $145,714.94, thereby bringing the allowed project cost to $15,473,806.67 as of 
December 31, 1949. 

8 Article 15 of the license provides for Commission determination of the actual 
legitimate original cost of the project, whether incurred prior to the date of issuance of 
the license or on or after such date. 

* Licensee’s filed statements reflect the net amount of $2,665,833.21 resulting from 
the above amounts of gross project additions, retirements and a credit adjustment of 
$64,744.05 recorded in 1952 but applicable to the period prior to January 1, 1950. 
This credit was approved by the aforementioned Commission order issued June 26, 1952. 
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ments of $194,572.89, and the resulting revised actual legitimate original cost 
of the project as of December 31, 1958, would be $18,204,450.38. 

The proposed adjustments increasing the claimed and recorded project cost 
for the period from January 1, 1950, through December 31, 1958, are composed 
of the following items: 

Overstated retirement of operator’s village house___.____-___-__------_- $360.00 
Unrecorded retirement of miscellaneous equipment____.__--_-_----~_- (293.55) 













































Net increase to project plant 


The accounting dispositions of the amounts involved in the proposed adjust- 
ments and to bring Licensee’s claimed and recorded project costs into agree- 
ment with the project cost changes tentatively agreed to between Licensee and 
the staff are shown by the following composite journal entry: 

Debit Credit 


100.1 Electric Plant in Service, Project No. 349___._.__-----_---- $66.45 
250.1 Reserve for Depreciation of Electric Plant 
in Service—Project No. 349__...--.__-_-______- $66.45 


After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensee by letter dated March 23, 1959, confirming its agreement 
to the proposed adjustments, accounting dispositions and resulting project 
costs for Project No. 349, concurs that the Commission determine: 

(1) The net increase or change in the actual legitimate original cost of 
Martin Dam project during the period from January 1, 1950, through December 
31, 1958, to be $2,730,643.71, comprised of gross additions of $2,925,216.60 and 
gross retirements of $194,572.89; and (2) the actual legitimate original cost 
ot Martin Dam project as of December 31, 1958, to be $18,204,450.38, classified 
by primary plant accounts of the Commission’s Uniform System of Accounts 
Prescribed for Public Utilities and Licensees as shown in the attached schedule. 

The Alabama Public Service Commission was advised by letter of this Com- 
mission dated June 1, 1959, of the proposed adjustments including the account- 
ing dispositions and the resulting project costs all as recommended by this 
Commission’s staff and tentatively agreed to by Licensee as set forth above. 


By letter dated June 4, 1959, that Commission indicated its agreement there- 
with. 


The Commission finds: 





(1) Licensee by its tentative agreement to the proposed adjustments, includ- 
ing the accounting dispositions and the resulting project costs, and the Alabama 
Public Service Commission by its letter dated June 4, 1959, have obviated the 
necessity for notice and opportunity to protest provided by Sections 4.4 and 4.5 
of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the accounting dispositions, are 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 349 from January 1, 1950, through December 31, 1958, is $2,730,- 
648.71, comprised of gross additions of $2,925,216.60, and gross retirements of 
$194,572.89; and the resulting actual legitimate original cost of the project as 
of December 31, 1958, is $18,204,450.38, classified by primary plant accounts as 
shown by the attached schedule. 

(4) It is necessary and appropriate for the purposes of the Federal Power 
Act that the matter of the amount of accrued depreciation applicable to the 
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project properties be deferred for future Commission consideration and deter- 
mination as hereinafter provided. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission's Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The adjustments and accounting dispositions, as proposed by this Com- 
mission’s staff and agreed to by the Licensee, are hereby approved and directed 
to be made by the Licensee. 

(C) Licensee, to the extent that it has not already done so, shall establish 
and maintain control and detailed plant accounts for Project No. 349 showing 
the debit amount of $2,730,643.71 as the net increase or change in project plant 
accounts for the period from January 1, 1950, through December 31, 1958, and 
the total debit balance of $18,204,450.38, classified by primary plant accounts 
of the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees as shown by the attached schedule. 

(D) Licensee shall within 60 days from the issuance of this order file 
certified copies of its adjusting journal entry showing compliance with this 
order. 

(E) Nothing contained herein shall be construed as passing upon or approv- 
ing the project depreciation reserve. This matter is hereby expressly reserved 
for future Commission consideration and determination. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


ALABAMA POWER COMPANY, PROJECT NO. 82 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST AND 
PRESCRIBING ACCOUNTING THEREFOR 


(Issued July 27, 1959) 


Alabama Power Company, Licensee for Project No. 82,’ from time to time 
filed statements, pursuant to Section 4.1 of the Commission’s Regulations under 
the Federal Power Act, claiming for the period from January 1, 1950, through 
December 31, 1958, project additions and retirements resulting in (1) a 
$356,417.13 net increase in project cost over the previously determined amount 
of actual legitimate original cost of the project (Mitchell Dam), $8,422,712.70 
as of December 31, 1949, and (2) a resulting total claimed actual legitimate 
original cost of the project as of December 31, 1958, $8,779,129.83.° The 
claimed net increase of $356,417.13 results from claimed and recorded project 
gross additions and gross retirements totaling $521,641.52, $165,224.39, respec- 
tively, and is more specifically shown in the attached schedule. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness 
of the claimed and recorded project cost changes and resulting project cost 
as of December 31, 1958. The staff also examined the amounts of reserve for 
depreciation segregated and recorded by Licensee as being applicable to 
project properties. To date further staff study of Licensee’s depreciation 
reserve is being carried on. Therefore, the staff recommends that this matter 
be deferred for future Commission consideration and determination. 

Following that study, an agreement, subject to Commission approval, was 
reached between the staff and Licensee’s representatives with respect to a 
proposed adjustment involving (1) the elimination of the amount of $561.92. 
representing understated retirements of station disconnect switches, from the 
claimed and recorded project costs for the period from January 1, 1950, 
through December 31, 1958, and (2) the accounting disposition for the amount 
involved in the proposed adjustment. Based upon the proposed adjustment 
the resulting revised net increase in the project cost would be $355,855.21, 
consisting of gross additions of $521,641.52 and gross retirements of $165,786.31, 





1The project is located on the Coosa River, a navigable waterway of the United 
States, in Coosa and Chilton Counties, Alabama, and may be described as the Mitchell 
Dam project. The license (issued pursuant to Section 4 (d) of the Federal Water 
Power Act), authorizing the construction, maintenance and operation of the project, 
is by its terms effective for a period of 50 years commencing June 27, 1921. 

2The Commission, by opinion and order issued November 26, 1940 (2 FPC 312), 
determined the initial actual legitimate original cost of the project as of December 31, 
1925, to be $7,209,363.99. By Commission order, issued March 31, 1952 (11 FPC 925), 
the original cost of project plant changes for the period from January 1, 1926, through 
December 31, 1949, was determined to be $1,213,348.71, thereby bringing the allowed 
project cost to $8,422,712.70 as of December 31, 1949. 

% Article 14 of the license provides for Commission determination of the actual 
legitimate original cost of the project, whether incurred prior to the date of issuance 
of the license or on or after such date. 

4 Licensee’s filed statements reflect the net amount of $290,547.06 resulting from the 
above amounts of gross project additions, retirements and a credit adjustment of 
$65,870.07 recorded in 1952 but applicable to the period prior to January 1, 1950. 
This credit adjustment was approved by the aforementioned Commission order issued 
Mareh 31, 1952. 
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and the resulting revised actual legitimate original cost of the project as of 
December 31, 1958, would be $8,778,567.91. 

The accounting disposition for the amount involved in the proposed adjust- 
ment and to bring Licensee’s claimed and recorded project cost into agreement 
with the project cost changes tentatively agreed to between Licensee and the 
staff is shown by the following journal entry: 


250.1 










Reserve for Depreciation of Electric Debit Credit 















Plant in Service—Project No, 82_.-..---.------------ $561.92 
100.1 Electric Plant in Service—Project No. 82__------ 561.92 


After giving effect to the above adjustment, the Commission’s staff recom- 
mends and Licensee by letter dated March 23, 1959, confirming its agreement 
to the proposed adjustment, accounting disposition and resulting project costs 
for Project No. 82, concurs that the Commission determine: (1) the net in- 
crease or change in the actual legitimate original cost of the Mitchell Dam 
project during the period from January 1, 1950, through December 31, 1958, 
to be $355,855.21, comprised of gross additions of $521,641.52 and gross retire- 
ments of $165,786.31; and (2) the actual legitimate original cost of the Mitchell 
Dam project as of December 31, 1958, to be $8,778,567.91, classified by primary 
plant accounts of the Commission’s Uniform System of Accounts Prescribed 
for Public Utilities and Licensees as shown in the attached schedule. 

The Alabama Public Service Commission was advised by letter of this 
Commission dated June 1, 1959, of the proposed adjustment including the 
accounting disposition and the resulting project costs all as recommended by 
this Commission’s staff and tentatively agreed to by Licensee as set forth 


above. By letter dated June 4, 1959, that Commission indicated its agreement 
therewith. 













The Commission finds: 





(1) Licensee by its tentative agreement to the proposed adjustment includ- 
ing the accounting disposition and the resulting project costs, and the Alabama 
Public Service Commission by its letter dated June 4, 1959, have obviated the 
necessity for notice and opportunity to protest provided by Sections 4.4 and 
4.5 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustment, including the accounting disposition, is 
reasonable and appropriate for the purposes of the Federal Power Act, and, 
therefore, should be approved and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of 
Project No. 82 from January 1, 1950, through December 31, 1958, is $355,855.21, 
comprised of gross additions of $521,641.52, and gross retirements of 
$165,786.31: and the resulting actual legitimate original cost of the project as 
of December 1, 1958, is $8,778,567.91, classified by primary plant accounts as 
shown by the attached schedule. 

(4) It is necessary and appropriate for the purposes of the Federal Power 
Act that the matter of the amount of accrued depreciation applicable to the 
project properties be deferred for future Commission consideration and deter- 
mination as hereinafter provided. 















The Commission orders: 





(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 
(B) The adjustment including the accounting disposition, as proposed by 
this Commission’s staff and agreed to by the Licensee, is hereby approved and 
directed to be made by the Licensee. 
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(C) Licensee to the extent that it has not already done so, shall establish 
and maintain control and detailed plant accounts for Project No. 82 showing 
the debit amount of $355,855.21 as the net increase or change in project plant 
accounts for the period from January 1, 1950, through December 31, 1958, and 
the total debit balance of $8,778,567.91 as of December 31, 1958, classified by 
primary plant accounts of the Commission’s Uniform System of Accounts 
Prescribed for Public Utilities and Licensees as shown by the attached 
schedule. 

(D) Licensee shall within 60 days from the issuance of this order file 
certified copies of its adjusting journal entry showing compliance with this 
order. 

(E) Nothing contained herein shall be construed as passing upon or approv- 
ing the project depreciation reserve. This matter is hereby expressly reserved 
for future Commission consideration and determination. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck. 
Arthur Kline and John B. Hussey. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6889 
ORDER AUTHORIZING ISSUANCE OF CONVERTIBLE DEBENTURES AND COMMON STOCK 
(Issued July 27, 1959) 


Pacific Power & Light Company (Applicant), incorporated under the laws 
of the State of Maine and doing business as a qualified foreign corporation 
in the States of Oregon, Washington, Wyoming, Montana and Idaho, with its 
principal place of business at Portland, Oregon, filed an application on June 
22, 1959, as amended and supplemented on July 7, 1959, for an order, pursuant 
to Section 204 of the Federal Power Act, authorizing the issuance of $10,996,000 
principal amount of Convertible Debentures, due 1974, and the shares of Com.- 
mon Stock, $6.50 par value per share, which will become issuable upon con- 
version of the Debentures. 

Applicant proposes to issue the Debentures under a proposed Indenture, 
to be dated as of September 1, 1959, between Applicant and The Chase Man- 
hattan Bank, New York, New York, as Trustee. The Debentures will mature 
September 1, 1974, and will be unsecured obligations of Applicant. The 
coupon rate of the Debentures will be determined by Applicant on or about 
July 31, 1959. Unless previously redeemed in accordance with the provisions 
of the aforementioned Indenture, the Debentures will be convertible, at the 
option of the Debenture holders, on and after October 1, 1959, to maturity into 
Common Stock of Applicant at a conversion price per share to be determined 
by Applicant on or about July 31, 1959, subject to adjustment.’ No fractional 
shares will be issuable upon any conversion. 

The application represents that an aggregate of 329,880 shares of Appli- 
eant’s Common Stock will become initially issuable upon conversion of the 
Debentures and that a presently undetermined additional number of shares 
of such Common Stock may become issuable upon conversion of the Debentures 
as a result of adjustment in the conversion price of the Common Stock. 

Applicant proposes to offer the Debentures for subscription by its common 
stockholders and to sell any unsubscribed Debentures to underwriters at com- 
petitive bidding. The subscription price at which the Debentures will be 
offered to the common stockholders and the price at which any unsubscribed 
Debentures will be sold to the underwriters has been fixed by Applicant at 
100% of the principal amount of the Debentures, plus accrued interest from 
September 1, 1959, where applicable. 

Each of Applicant’s common stockholders of record at the close of business 
on August 5, 1959, will receive from Applicant a transferable subscription 
warrant expressed in terms of rights on the basis of one right for each share 
of Common Stock held on such record date. Holders of warrants will be 
entitled to subscribe for the Debentures at the rate of $100 principal amount 
of Debentures for each 40 rights evidenced by their warrants. No Debenture 
of a principal amount of less than $100 will be issued. The subscription 
agent which will act for Applicant in connection with the subscription offer 
will sell or buy rights for the account of warrant holders. The subscription 
offer will expire on August 27, 1959. 





1Applicant’s proposed Indenture provides that the conversion price is subject to 
adiustment in certain events, including the issuance of Common Stock as a stock dividend, 
combinations, subdivisions and reclassifications of the Common Stock and the issuance 
of Common Stock for a consideration in cash less than the conversion price except 
when issued pursuant to the Employees’ Stock Purchase Plan or pursuant to any 
restricted stock option plan hereafter adopted. 
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On or about July 23, 1959, Applicant proposes to invite sealed written bids 
for the purchase of the unsubscribed Debentures by newspaper publication 
and by distribution of a form of bid and a form of purchase agreement, 
together with a statement of terms and conditions relating to bids. All bids, 
whether from a single bidder or a group of bidders, must be on the form 
of bid furnished by Applicant and must be for the purchase of all the unsub- 
scribed Debentures. Each bid must specify, among other things, (a) the 
coupon rate to be borne by the Debentures and the conversion price of the 
Common Stock into which the Debentures will be convertible, as determined 
by Applicant as hereinabove mentioned, and (b) either (i) the aggregate 
amount to be paid by Applicant to the bidder or bidders as compensation for 
their commitments and obligations in connection with the purchase by them 
of the unsubscribed Debentures or (ii) the aggregate amount to be paid to 
Applicant by the bidder or bidders for the right to purchase the unsubscribed 
Debentures. 

Unless postponed, each bid for the purchase of the unsubscribed Debentures, 
whether from a single bidder or a group of bidders, must be submitted to 
Applicant at Room 2033, Two Rector Street, New York 6, New York, before 
11 a.m., New York time, on August 5, 1959. Unless Applicant shall reject 
all bids, which it reserves the privilege to do, or shall reject the bid of any 
bidder or any group of bidders for reasons set forth in the statement of terms 
and conditions relating to bids, Applicant will accept the bid which specifies 
the highest aggregate amount to be paid to Applicant by the bidder or bidders 
or, if there be no bid specifying the payment of any amount to Applicant, 
then the bid which specifies the lowest aggregate amount of compensation to 
be paid by Applicant to the bidder or bidders. 

Each bid must be accompanied by a certified or official bank check or checks 
in the aggregate amount of $150,000 drawn to the order of Applicant and 
payable in New York Clearing House funds, 

The proceeds to be obtained from the proposed issuance of Debentures, 
expected to be in the net amount of $10,795,000, together with cash presently 
on hand and to be internally generated, will be applied to complete Appli- 
eant’s 1959 construction program and to commence Applicant’s 1960 construc- 
tion program. Estimated expenditures for construction in 1959 total 
$23,500,000, including $2,800,000 for installation of a second 100,000 kw unit 
and related facilities at Dave Johnson steam electric generating station at 
Glenrock, Wyoming (expected to cost approximately $18,000,000 and to be 
ready for service late in 1960), and $15,510,000 for electric transmission or 
distribution additions and improvements. Applicant estimates that its 1960 
construction program will require $37,000,000, of which $28,000,000 must be 
provided through additional financing, the nature and timing of which has 
not yet been determined. 

Written notice of the application has been given to the Public Utility Com- 
missioner of Oregon, the Washington Public Service Commission, the Public 
Service Commission of Wyoming, the Board of Railroad Commissioners of 
Montana, and Idaho Public Utilities Commission, and to the Governor of each 
of those States. Notice of the application has also been given by publication 
in the Federal Register on July 8, 1959 (24 F.R. 5313, 5314), stating that any 
person desiring to be heard or to make any protest with reference to the appli- 
eation should on or before July 20, 1959, file with the Federal Power Com- 
mission, Washington 25, D. C., petitions or protests. No petition or protest 


or request to be heard in opposition to the granting of the application has 
been received. 
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The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act subject to the jurisdiction of the Com- 
mission as heretofore determined and set forth in the Commission’s order 
issued April 24, 1958, In the Matters of The California Oregon Power Com- 
pany and Pacific Power & Light Company, 19 F.P.C. 573. 

(2) The proposed issuances of Debentures and Common Stock, as described 
above, will constitute issuances of securities within the purview of Section 
204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State commission 
within the meaning of Section 204 (f) of the Act, and the proposed issuances 
of securities are, therefore, not exempt by virtue of that Section from the 
requirements of Section 204 of the Act. 

(4) The proposed issuances of securities, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of the Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance by the Applicant of service as a public utility 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuances of Debentures and Common Stock, upon the 
terms and conditions and for the purposes specified in the application, as 
described above, are hereby authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Debentures at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2 (k) (3) of the Commission’s Regulations under the 
Federal Power Act relating to compliance with competitive bidding require- 
ments, and Section 34.2 (k) (4) of those Regulations relating to affiliation. 
and shall have either filed such amendments or shall have mailed them and 
advised the Commission by telephone and telegram as contemplated by Sec- 
tion 34.9 of those Regulations. 

(ii) The Commission, by a further order, shall have approved the coupon 
rate of the Debentures; the conversion price per share of the Common Stock 
into which the Debentures will be convertible; and the compensation to be 
paid by Applicant to underwriters for their commitments and obligations, or 
the amount to be paid to Applicant by underwriters for the right, to purchase 
the unsubscribed Debentures. 

(C) This authorization shall expire unless the issuance of Debentures hereby 
authorized is consummated within 90 days from the date of issuance of this 
order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs, or any other matter 
whatsoever now pending or which may come before this Commission or any 
other regulatory body. 

(E) Nothing in this order shall be construed to imply any guarantee or 


obligation on the part of the United States in respect of any securities to 
which this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


CONSOLIDATED WATER POWER COMPANY, PROJECT NO. 2192 


ORDER MODIFYING ORDER ISSUING LICENSE (MAJOR) 
(Issued July 28, 1959) 


The Commission on January 31, 1957, issued an order granting a license to 
Consolidated Water Power Company, of Wisconsin Rapids, Wisconsin, for 
major Project No. 2192, known as Biron Project, located on the Wisconsin 
River, a navigable waterway of the United States, in Wood and Portage 
Counties, Wisconsin, and affecting lands of the United States (17 FPC 108). 

On March 4, 1957, Consolidated Water Power Company requested that: (1) 
Article 5 thereof be deleted to the extent that it refers to the installation and 
maintenance of stream gages; and (2) Article 17 thereof be modified so as to 
make a specific reference to navigation on the Wisconsin River. 

The Geological Survey, United States Department of the Interior, which 
has supervision over the stream-gaging operations in connection with the 
project, and Consolidated Water Power Company have agreed that in order 
to satisfy the total stream-gaging requirements of the license, the licensee 
shall contribute financial support to the establishment and collection of satis- 
factory discharge records at the Centralia plant of the Nekoosa-Edwards Paper 
Company. 


The Commission finds: 


It is appropriate to modify Articles 5 and 17 of the license as requested by 
Consolidated Water Power Company. 


The Commission orders: 

(A) Said order is modified by— 

(i) Substituting the following article for Article 5 of the license: 

Article 5. The Licensee shall advance to the United States Geological Sur- 
vey its share of the annual cost estimated to be necessary to support the 
establishment and collection of satisfactory discharge records at the Cen- 
tralia plant of the Nekoosa-Edwards Paper Company. 

(ii) Substituting “Wisconsin River” for “navigable waterway affected” in 
line 4 and inserting ‘fon the Wisconsin River” after the word “navigation” 
in lines 8 and 15 of Article 17 of the license so that said article shall read 
as follows: 

Article 17. The United States specifically retains and safeguards the right 
to use water in such amount, to be determined by the Secretary of the Army, 
as may be necessary for the purposes of navigation on the Wisconsin River; 
and the operations of the Licensee, so far as they affect the use, storage and 
discharge from storage of waters affected by the license, shall at all times be 
controlled by such reasonable rules and regulations as the Secretary of the 
Army may prescribe in the interest of navigation on the Wisconsin River, and 
as the Commission may prescribe for the protection of life, health, and prop- 
erty, and in the interest of fullest practicable conservation and utilization of 
such waters for power purposes and for other beneficial public uses, including 
recreational purposes; and the Licensee shall release water from the project 
reservoir at such rate in cubic feet per second, or such volume in acre-feet 
per specified period of time, as the Secretary of the Army may prescribe in 
the interest of navigation on the Wisconsin River or as the Commission may 
prescribe for the other purposes hereinbefore mentioned. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NIAGARA MOHAWK POWER CORPORATION, DOCKET NO. E-6890 
ORDER TO SHOW CAUSE 
(Issued July 30, 1959) 


The Niagara Mohawk Power Company (Niagara), a New York corporation, 
on May 1, 1959, filed its annual report for the year ended December 31, 1958, 
on F.P.C. Form No. 1, prescribed by the Commission for that purpose. Niagara 
is a public utility and licensee under the Federal Power Act, and subject to the 
Commission’s jurisdiction. 

Pursuant to authorization under Certificates of Necessity prescribed under 
present Section 168 of the Internal Revenue Code, Niagara was permitted for 
federal income tax purposes to accelerate the amortization of approximately 
$49,000,000 of construction costs over various five year periods in lieu of 
depreciation over longer periods. Under Niagara’s system of accounting, the 
temporary tax reduction is charged to income, apparently as a tax deferral, and 
credited to unrestricted earned surplus. The income account is indicated on 
page 16 of Niagara’s 1958 annual report to be “Account 502.1—Special Charge” 
which account is not prescribed under the Commission’s Uniform System of 
Accounts. For the year ended December 31, 1958, the income charge was 
$2,900,000, and the accumulated deferrals resulting’ from the accelerated 
amortization was $18,840,000 or approximately 22% of Niagara’s reported 
surplus. The effect of crediting the accumulated deferrals to unrestricted 
earned surplus was to substantially increase the amount for the equity of the 
common stockholders as stated in Niagara’s annual report over the amount 
which should be stated under the Commission’s accounting requirements. 

Under the Uniform System of Accounts for Public Utilities and Licensees 
promulgated by the Commission, the income charge of $2,900,000 should have 
been included in Account 507-A, Provision for Deferred Taxes on Income, and 
the accumulated deferrals of $18,840,000 should have been classified in Account 
266.1. By Order No. 204 the Commission held such deferrals not to be includible 
in earned surplus account. 

In addition to failing to file its 1958 Annual Report in the manner and form 
prescribed by the Commission, it appears that Niagara is not presently main- 
taining its accounts in such manner and form as the Commission has pre- 
scribed. By letter dated May 18, 1959, Niagara advised the Commission that it 
intends to charge Account 538, Miscellaneous Income Deductions, with future 
annual accruals of deferred taxes and to credit Account 271, Earned Surplus— 
Restricted, with the accumulated deferrals. The Commisison has prescribed 
that Account 507-A must be charged with annual accruals of deferred taxes, and 
Account 266.1 must be credited with the accumulated deferrals. 

Further, in the letter dated May 18, 1959, Niagara advised that it “does not 
contemplate any ultimate reverse accruals.” The Commission has prescribed 
Account 507-B, Taxes on Income Deferred in Prior Years—Credit, to reflect a 
credit to income for the period after Niagara obtains the tax benefits of accelerated 
amortization. Such a system equalizes net income by debiting income with 
an amount equal to the temporary tax reduction during the initial five-year 
period of accelerated amortization and by crediting income in the subsequent 
period, with an amount equal to the increase in taxes attributable to the reduced 
depreciated deduction allowable for tax purposes. It appears that Niagara has 


556—711—64——__138 





158 FEDERAL POWER COMMISSION 


failed to maintain its accounts in the manner and form prescribed by the Com- 
mission. 

Niagara has failed to remedy the above deficiencies which were brought to 
its attention by Commission staff. 











The Commisison orders: 


Niagara shall show cause in writing, under oath, if any there be, within 
sixty (60) days from the date of issuance of this order, why the Commission 
should not: 

(1) Find and determine that F.P.C. Form No. 1 as submitted by Niagara 
on May 1, 1959, for the year ended December 31, 1958, does not comply with 
the requirements of such form as prescribed by the Commission ; 

(2) Find and determine that Niagara in submitting F.P.C. Form No. 1 
for the year ended December 31, 1958, in manner other than that prescribed for 
such form and in continuing to decline to submit it in the prescribed manner 
has willfully and knowingly violated the Federal Power Act; 

(3) Order Niagara to file such substitute pages of F.P.C. Form No. 1 for 
the year ended December 31, 1958, to make its report comply with the require- 
ments of such form as prescribed by the Commission ; 

(4) Find and determine that Niagara is not making, keeping, and preserving 
its accounts in the manner prescribed by the Commission in the Uniform 
System of Accounts for Public Utilities and Licensees; 

(5) Find and determine that Niagara, in failing to make, keep, and preserve 
its accounts in the manner prescribed by the Commission in the Uniform System 
of Accounts for Public Utilities and Licensee, has willfully and knowingly 
violated the Federal Power Act; and 

(6) Order Niagara to make, keep, and preserve its accounts in the manner 
prescribed by the Commission in the Uniform System of Accounts for Public 
Utilities and Licensees. 


























Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 








ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. G-18190 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 31, 1959) 







On March 30, 1959, supplemented on April 16 and May 25, 1959, Arkansas 
Louisiana Gas Company (Applicant) filed in Docket No. G-18190 an applica- 
tion, pursuant to Section 7 (c) of the Natural Gas Act, for a certificate of 
public convenience and necessity authorizing Applicant to construct and 
operate approximately 5.4 miles of 8%-inch O.D. pipeline extending from 
Applicant’s main Line § to the Benton Field in Bossier Parish, Louisiana, and 
approximately 6.4 miles of 654-inch O.D. pipeline from Applicant’s Line S to 
the South Sarepta Field in Webster Parish, Louisiana, all as more fully 
represented in the application. 

By means of the proposed facilities and its existing facilities, Applicant 
proposes to transport up to 65,000 Mcf of gas per day for Reynolds Metals 
Company (Reynolds) from two points in the Benton and South Sarepta 
Fields, where the gas will be delivered to the Applicant by Reynolds, to one or 
more of three points of industrial consumption in the State of Arkansas where 
Reynolds utilizes natural gas in Reynolds’ industrial operations. 
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The proposed arrangement is to replace in part Applicant’s sale of gas to 
Reynolds now being made at Reynolds’ Hurricane Creek and Jones Mills 
plants in Arkansas and at the Lake Catharine power plant of Arkansas Power 
and Light Company where gas is used for generating electricity for the Jones 
Mills plant. 

Total deliveries to the plants will remain at about 100,000 Mcf per day, 
including both the transportation gas and gas sold by Applicant to Reynolds. 

The estimated total capital cost of the proposed facilities is $310,346, which 
will be financed from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 22, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Arkansas Louisiana Gas Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of January 26, 1943, in Docket No. G—252 
(3 FPC 910). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein, as supplemented, are proposed to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (¢c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual 
operation by January 1, 1960. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party o/ 
record, and not having been denied by the Commission is granted pursuant to 
Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 
The Commission orders: 
(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Arkansas Louisiana Gas Company to construct 
and operate the facilities hereinbefore described, all as more fully described 
in the application and exhibits, as supplemented, herein, for the transportation. 
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of natural gas as therein set forth, subject to the jurisdiction of the Commis- 
sion, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (ec) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act by January 1, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


CHAMPLIN OIL & REFINING COMPANY, ET AL., DOCKET NO. G—18166 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued July 31, 1959) 


On March 9, 1959, Champlin Oil & Refining Company, et al. (Champlin) 
tendered for filing Supplement No. 5 to its FPC Gas Rate Schedule No. 2 
proposing to increase its rate and charge contained therein. By order issued 
April 2, 1959, the Commission suspended and deferred the use of said Supple- 
ment No. 5 “until September 10, 1959, and until such further time as it is 
made effective in the manner prescribed by the Natural Gas Act” and ordered 
a hearing to be held on the lawfulness of the proposed increased rate. Supple- 
ment No. 5 pertains to jurisdictional sales of natural gas to Texas Eastern 
Transmission Corporation (Texas Eastern). 

On June 29, 1959, Champlin tendered an offer of settlement pursuant to 
Section 1.18 (e) of the Commission’s Rules of Practice and Procedure, which 
offer was agreed to by all signatory parties to the contract including Texas 
Eastern. In its offer of settlement, Champlin stated that, in consideration for 
allowing the suspended rate of 14.6¢ per Mcf to be made effective upon the 
effective date of the order of acceptance and the termination and dismissal of 
this proceeding, it would agree to eliminate from the rate schedule the favored- 
nation and price-redetermination clauses and substitute a 1.0¢ per Mcf periodic 
increase in November 1963 and June 1968 for the present 0.2¢ per Mcf yearly 
periodic escalation. Champlin states further that this offer will remain 
outstanding until August 1, 1959. 

In support of its Offer of Settlement, Champlin states inter alia, that the 
favored-nation and price-redetermination provisions were important elements 
of consideration required by Champlin for the long-term commitment of these 
gas reserves to the performance of the contract; that these two elements of 
consideration provided Sellers with a means of protecting themselves against 
inflation and increased valuation of gas during the more than fifteen-year 
term of the contract; and that these provisions were included in the contract 
after arm’s-length negotiation. Champlin states that it is now willing to give 
up the advantage of these contract provisions in the interest of settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the Offer is accepted by the Commission, to make the contract 
changes or amendments provided for in the Offer. Texas Eastern has 
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transmitted a copy of the Offer, and a memorandum stating its position with 
respect thereto, to its customers. None of its customers has intervened in 
these proceedings or expressed on the record any opposition to the Offer of 
Settlement. 

The Commission’s Staff, however, opposes acceptance of the Offer of Settle- 
ment on the ground principally that there has not been submitted evidence 
for finding the suspended rates just, reasonable and lawful. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out 
the provisions of the Act. Champlin is proposing to eliminate all favored- 
nation and price-redetermination clauses in the contract with Texas Eastern 
involved herein, to waive all its future rights and benefits thereunder, and to 
convert the existing 0.2¢ per Mcf fixed annual escalation to a fixed 1.0¢ per 
Mcf escalation in November 1963 and June 1968. Although Champlin would in 
exchange be permitted to receive the price of 14.6¢ per Mcf presently under 
suspension, it is a reasonable estimate from known prices in the area that 
the redetermined rate would be at least 15.4¢ per Mcf in 1962, when the 
clause could next be invoked. 

The proposed Offer of Settlement would be beneficial to the public and 
advantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under such provisions. The conversion of the existing 
annual escalation to two fixed escalations alone would avoid 8 annual rate 
increase filings during the remaining 9 years of the contract term. The 
resulting stability in gas costs would be welcome to all segments of the 
natural-gas industry. Furthermore, freeing the Commission and its staff 
from the need of considering such proposed increases would enable us to 
concentrate our efforts on more important rate cases and other matters having 
possibly more serious consequences for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of 
Settlement shall not be construed as approval of any future increased rates 
proposed by Champlin under the fixed escalation provision or otherwise. 

The Commission further finds: 

The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Champlin 
with the Commission on June 29, 1959, and in the Appendices to this order, 
is in the public interest and appropriate to carry out the provisions of the 


Natural Gas Act and should be approved by the Commission and made effective 
as hereinafter ordered. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Champlin on June 
29, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Champlin shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contract dated June 15, 1953, as amended, filed with the Com- 
mission as Champlin’s FPC Gas Rate Schedule No. 2, in accordance with 
Appendix A attached hereto. 

(C) Champlin shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid FPC Gas Rate 
Schedule No. 2, under Part 154 of the Commission’s Regulations under the 
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Natural Gas Act, the executed agreement with Texas Eastern required by 
paragraph (B) above. 

(D) Champlin’s proposed increased rate contained in Supplement No. 5 to its 
aforesaid FPC Gas Rate Schedule No. 2 and suspended by our order issued 
herein on April 2, 1959, is herewith permitted to become effective on the 
date Champlin makes the filing required in paragraph (C) above, and the 
proceedings in this docket are hereby terminated. 

(E) The acceptance of this Offer is without prejudice to any findings or 
determinations that may be made in the proceedings In the Matters of 
Champlin Oil & Refining Company, et al., Docket Nos. G—9277, et al., which is 
presently being heard, or in any other proceeding now pending or hereinafter 
instituted by or against Champlin. 


APPENDIX A 
AMENDMENT 


THIS AMENDMENT, made and entered into as of the day of 
, 1959, by and between Champlin Oil & Refining Co., a Delaware 
corporation, Clyde H. Alexander, Euna M. Alexander, Creston H. Alexander, 
Glenn E. Alexander, Helen Mae Dimit, joined by her husband Charles E. 
Dimit, Hugh M. Briggs, Ben R. Briggs, N. V. Kinsey, Hayden Oil Company, 
a Delaware corporation, Norman V. Kinsey, Jr., and Sabine Natural Gas 
and Products Company, a Delaware Corporation, hereinafter called “Seller,” 
and Texas Eastern Transmission Corporation, hereinafter called “Buyer.” 

WHEREAS, Seller and Buyer mutually desire to amend that certain Gas 
Purchase Contract dated June 15, 1953, as amended, by and between Buyer 
and Seller covering the sale and purchase of gas from the Carthage Field, 
Panola County, Texas. 

NOW, THEREFORE, in consideration of the premises and the mutual 
covenants herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the day of July, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 15th day of June, 1953, as amended, is 
hereby further amended as follows: 

Paragraph 1 of Article [X (price schedule) as amended and as adjusted 
by letter agreement dated July 14, 1957, is hereby deleted in its entirety, and 
there is hereby substituted in lieu and in place thereof the following: 

“1. Subject to the provisions of Paragraph 2 below (as amended by letter 
agreement hereto dated July 24, 1957), the price to be paid by Buyer to Seller 
for all gas sold to Buyer hereunder shall be as follows: 

14.6 ents per MCF from July 1, 1959, to November 1, 1963; 
15.6 cents per MCF from November 1, 1963, to June 15, 1968; 
16.6 cents per MCF thereafter.” 

Paragraph 3 of Article IX (favored nation clause) as amended and as 
adjusted by letter agreement dated July 24, 1957, is hereby deleted in its 
entirety, and Paragraph 4 of Article IX (price redetermination clause) is 
hereby deleted in its entirety. Paragraph 2 of Article IX (tax reimbursement) 
shall remain as contained in said letter. 

Except as herein provided, said Gas Purchase Contract, as amended, is 
hereby ratified and confirmed in all respects. 

IN WITNESS HEREOF, this instrument is executed as of the date first 
above written. 











CHAMPLIN OIL & REFINING CO. 
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Secretary 


CLYDE H. ALEXANDER 


CRESTON H. ALEXANDER 


HELEN MAE DIMIT 


HUGH M. BRIGGS 


Secretary 


ATTEST: 





Secretary 





Secretary 


Vice President 


EUNA M. ALEXANDER 





GLENN E. ALEXANDER 


CHARLES E. DIMIT 





BEN R. BRIGGS 


N. V. KINSEY 


HAYDEN OIL COMPANY 


Vice President 


NORMAN V. KINSEY, JR. 


SABINE NATURAL GAS AND 
PRODUCTS COMPANY 


Vice President 
SELLER 


TEXAS EASTERN 
TRANSMISSION 
CORPORATION 


Vice President 
BUYER 
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NORTHERN NATURAL GAS COMPANY, G-—17485, G-—17486, G-—17874; 
PERMIAN BASIN PIPELINE COMPANY, G-—17487; IRON RANGES 
NATURAL GAS COMPANY, G—17626; EL PASO NATURAL GAS COM- 

PANY, G-17854; PHILLIPS PETROLEUM COMPANY, G-18113 













































OPINION AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
AND AUTHORIZING ABANDONMENT OF SERVICE AND FACILITIES 


(Issued July 31, 1959) * 
Syllabus 


Certificate conditioned to require Iron Ranges not to pay dividends on its 
common stock until the interim notes are converted into preferred stock, 


or the long-term debt is reduced to 75% or less of the total capitaliza- 
tion. P.169. 


2. In any future certificate application to increase its system sales capacity, 
Northern should be required to make a showing that the average well 
in the Hugoton Field can sustain the rates of production used in its 
deliverability studies. P. 169. 

3. Since Northern will receive the same amount of gas despite the abandon- 


ment, Phillips’ showing has been sufficient under the peculiar facts of 
this case to permit abandonment. P.170. 

4. A branch-line should be shown to be feasible by the third year of service, 
rather than the fifth year. P.172. 

5. In determining the economic feasibility of a branch-line extension, the 
revenues in the third year should be at least sufficient to defray the cost 
of gas as delivered at the town border stations, the branch-line cost of 
service and the cost of service of measuring stations for each com- 
munity. P.172. 

6. Contention rejected that each branch line must bear its full share of 

Northern’s cost of service. P. 174. 

Because of the express intent of the coal interests to compete with Iron 
Ranges, it is necessary to condition certificate to require elimination of 
escape clauses in its industrial contracts. P.175. 

8. Commission allows Northern to retain historical “tilt” pattern, as determined 

in previous settlement, in its initial rates for new zones. P. 177. 

9. Since Iron Ranges has no historical pattern for tilting costs, Commission 
prescribes rates in accordance with the Seaboard method of allocation. 
P. 177%. 

10. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act. 

Commissioner CONNOLE not participating. 
Hubert H. Schultz for the Town of Bancroft, Iowa. 
John W. Kern, IIT, and Cecil A. Beasley, Jr., for the Villages of Blaine and 

Circle Pines, Minn. and the City of New Richmond, Wis. 

LeRoy H. Redfern for the Town of Cascade, Iowa. 

Lloyd J. Marti for Central Electric & Gas Co. 

Everett A. Bogue and Henry M. Gallagher for Central Natural Gas Co. 

Nicholas J. Lesselyoung for Central Wisconsin Gas Co. and Winnebago 
Natural Gas Corp. 


“n 












*Designated Commission Opinion No. 824. Rehearing denied by order issued September 
18, 1959. Amended by order issued October 12, 1959. Affirmed ; 278 F. 2d 870; cert. den. 
364 U.S. 891 (1960). 
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Hewitt Biaett, Jerome J. McGrath, and John A. McGrath for Chesapeake 
and Ohio Railway Co. 

Raymond A. Smith for Council Bluffs Gas Co. 

Thomas C. Lynch for Decorah Gas Co. 

Glen H. Bell, Charles P. Seibold, and Harry HB. Weinberg for the City of 
Duluth, Minn. 

Allen R. Grambling, George D. Horning, Jr., and Patrick G. Sullivan for 
El Paso Natural Gas Co. 

Joseph L. Hanson for the City of Emmetsburg, Iowa. 

C. G. Anderson for the Village of Hibbing, Minn. 

Hubert H. Schultz for Hutchinson Utilities Commission of the City of 
Hutchinson, Minn. 

Latham Castle and Harry R. Begley for Illinois Commerce Commission. 

Clement F. Springer and Francis T. Crowe for Interstate Power Co. 

John F. Gaston for Iowa Electric Light and Power Co. 

W. B. Waterman for Iowa-Illinois Gas and Electric Co. 

Henry F. Reed and Hubert C. Jones for Iowa Power and Light Co. 

Vernon Myers and J. F. Kenney for Iowa Public Service Co. 

Charles R. 8S. Anderson for Iowa Southern Utilities Co. 

Philip H. Porter for Iron Ranges Natural Gas Co. 

Erwin H. Hansen for the Towns of Manilla and Manning, Iowa. 

George C. Pardee, G. H. Seig, and H. H. Foulks for Metropolitan Utilities 
District of Omaha. 

P. L. Farnand and George C. Mastor for Minneapolis Gas Co. 

Miles Lord and Harold L. Soderberg for the State of Minnesota. 

John W. Scott and Louis L. Da Pra for Minnesota Valley Natural Gas Co. 

R. E. L. Hall, Welly K. Hopkins, Charles W. Stadell, Jerome J. McGrath, 
John A. McGrath, and John F. Donelan for National Coal Association, United 
Mine Workers of America, Fuels Research Council, Inc., Mid-West Coal Pro- 
ducers Institute, Inc., Upper Lake Docks Coal Bureau, Inc. 

Ned Willis for North Central Public Service Co. 

Justin R. Wolf, Charles A. Case, Jr., Louise C. Powell, Lawrence I. Shar, 
F. Vinson Roach, and Daniel B. O’Brien for Northern Natural Gas Co. and 
Permian Basin Pipeline Co. 

A. R. Renquist and Earl Ewald for Northern States Power Company of 
Minnesota. 

A. R. Renquist for Northern States Power Company of Wisconsin. 

Milton H. Cohen and Robert S. Hunt for Northwestern Public Service Co. 

Philip H. Porter for Northwest Gas & Power Co. 

John D. Beardsley for the City of Onawa, Iowa. 

Hubert H. Schultz and Joseph B. Casey for the City of Osage, Iowa. 

Harry D. Turner, Kenneth Heady, James G. Williams, Jr.. H. K. Hudson, 
Charles E. McGee, and Francis H. Caskin for Phillips Petroleum Co. 

William E. Torkelson for Public Service Commission of Wisconsin. 

Glen H. Bell and Charles P. Seibold for Superior Water, Light and Power Co. 

Sam L. Cohen and Mitchell A. Dubow for the City of Virginia, Minn. 

Hubert H. Schultz for the Towns of West Bend, Whittemore and Graettinger, 
Iowa, and the City of Sac City, Iowa. 

Tom E. Davis for Willmar Gas Co., Ine. 

Richard C. Steffey and George P. Lewnes for the staff of the Federal Power 
Commission. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


OPINION 


This consolidated proceeding concerns a proposal by Northern Natural Gas 
Company under Section 7(c) of the Natural Gas Act to initiate natural-gas 
service to 342 communities in six different states in the Midwest. The distri- 
bution of the gas would be performed by Northern’s existing and proposed 
utility customers, including Iron Ranges Natural Gas Company, and by North- 
ern’s own distributing arm, known as the Peoples Natural Gas Division. The 
applications by Permian Basin Pipeline Company, El Paso Natural Gas Com- 
pany, and Phillips Petroleum Company are concerned with Northern’s gas 
supply. After hearings, the exchange of briefs, waiver of the intermediate 
decision procedure and oral argument, the applications and the issues raised 
by them are before us for decision. As set forth below we are granting the 
various applications but appending such conditions as we believe in the public 
interest. 


THE APPLICATIONS 


Northern owns an interstate pipeline system originating in the panhandle of 
Texas and extending northeasterly through Kansas, Nebraska, and Iowa with 
branches running east to Dubuque, Iowa, north to Minneapolis, Minnesota and 
northwest into South Dakota. Its application in Docket No. G-17485 proposes 
the extension of its system by means of 170 miles of 24 and 20-inch pipe beyond 
Minneapolis in a northeasterly direction to the cities of Duluth, Minnesota, and 
Superior, Wisconsin, at the head of Lake Superior. This extension will serve 
39 communities, of which 36 are located in Minnesota and the remaining 3 in 
Wisconsin. The cost of the necessary facilities at the end of the third year 
is estimated to be $25,753,800, to which must be added $704,000 for enlarge- 
ment of Northern’s Elk River, Minnesota lateral so as to provide increased 
service to Minneapolis as discussed below. 

In Docket No. G—17486 Northern proposes to construct facilities estimated 
to cost about $88,160,172 by the third year’ in order to serve 303 communities 
in Iowa, Minnesota, South Dakota, Nebraska, Wisconsin and Illinois. To serve 
these communities Northern would construct 230.3 miles of 24-inch and 30-inch 
main-line loops, 51,400 horsepower of additional compression, including two 
new compressor stations, one at Waterloo, Iowa, and the other at Farmington, 
Minnesota, 2,038.6 miles of 2-inch to 16-inch branch pipelines, 282 town border 
stations, and an extension consisting of 46 miles of 20-inch line from the vicinity 
of Duluth to the Mesabi Iron Range area. 

In Docket No. G—17626 Iron Ranges proposes to construct approximately 
180 miles of 8-inch to 12-inch pipeline so as to deliver gas purchased from 
Northern to 20 Minnesota communities and several industrial customers. Iron 
Range’s proposal may be divided into three parts: (1) the Mesabi project 
where in addition to distributing gas to 18 communities, it would make large- 
volume industrial interruptible sales to Minnesota Power & Light Company 
for use in generating plants near Aurora and Cohasset, Minnesota, (2) the 
North Shore Project where delivery would be made by means of a pipeline 
extending from Duluth north along Lake Superior to serve the iron ore pelleti- 
zation plant of the Reserve Mining Company and two small communities, and 
(3) other areas where distribution is proposed in eight communities with 


1Including the third-year cost of $11,462,572 for 24 communities, not included in 
the original applications, but which have intervened and which Northern is willing 
to serve. 
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Northern supplying the gas at the town borders as proposed in Docket Nos. 
G-17485 and G-17486. The total estimated cost of all facilities for all three 
projects is $7,614,602. 

Docket Nos. G—17874 (Northern), G—17487 (Permian), G—17854 (El Paso), 
and G—18113 (Phillips) are concerned with Northern’s gas supply which will 
be used for its proposed new service. In G—17487 Permian proposes to sell and 
deliver an additional 50,000 Mcf of gas per day to Northern, thus raising its 
deliveries from 425,000 Mcf per day to 475,000 Mcf per day. 

In order to save unnecessary transportation and take advantage of El Paso’s 
facilities Northern and El Paso have entered into an exchange-transportation 
agreement by which Permian delivers the gas it sells to Northern into El Paso’s 
system at El Paso’s Plains Compressor Station in Yoakum County, Texas, and 
El Paso delivers an equal quantity of gas to Northern 200 miles further north 
at Dumas in Moore County, Texas at the terminus of El Paso’s Dumas Line 
where are located El Paso’s sources of supply. In Docket No. G—17854 El Paso 
requests permission to transport and exchange the additional quantity of 
50,000 Mcf per day. 

El Paso expects to obtain additional gas from Phillips so as to enable it to 
increase its deliveries to Northern. El Paso has a contract with Phillips 
(filed as Phillips’ FPC Gas Rate Schedule No. 32) by which it is presently 
purchasing 100,000 Mcf of gas per day, but which provides that on January 1, 
1960, El Paso is entitled to receive 180,000 Mcf per day. ‘Phillips has also been 
under contract with Northern (Phillips’ FPC Rate Schedule No. 24) whereby 
Phillips agreed to sell Northern 50,000 Mcf per day up to January 1, 1960. In 
Docket No. G—18113 Phillips has requested permission under Section 7(b) of 
the Act to abandon its sale to Northern as of January 1, 1960. In Docket No. 
G—17874 Northern has requested permission to abandon the facilities it now 
uses to transport the gas purchased from Phillips to El Paso’s compressor 
station from which it is delivered into Northern’s main line, and, as a part of 
Docket No. G—17854, El Paso requests authorization to discontinue the com- 
pression service now rendered for Northern in connection with the gas Northern 
is purchasing from Phillips and to acquire the facilities that Northern proposes 
to abandon. 

PROCEDURAL STEPS 


After consolidation of the proceedings the State of Minnesota, the Public 
Service Commission of Wisconsin and the Illinois Commerce Commission filed 
notices of intervention in these proceedings, and the Commission permitted 
intervention by 47 additional parties. A hearing was held commencing April 
20, 1959 and concluding June 18, 1959, after 27 actual hearing days. 

During the course of the hearing Northern filed a motion requesting that 
the Commission sever its application in Docket No. G—17485 so that it might 
more quickly acquire a certificate in that proceeding in order to commence 
service to Duluth and Superior by the 1959-60 heating season. By order of 
May 15, 1959, the Commission denied such severance and denied appeals by 
several parties to the presiding examiner’s allowing a recess of only six 
calendar days to prepare for cross-examination. By order issued June 25, 
1959, the Commission granted a motion by Northern to omit the intermediate 
decision procedure with respect to all applications, fixed a time for filing 
briefs and fixed the date of July 17, 1959, on which oral argument was held. 


THE ISSUES 


Generally, the issue is whether Northern should be granted certificates for 
its proposed project, whether the certificates should be conditioned and whether 
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the other Applicants should be granted the authorizations sought by them with 
respect to gas supply. Specifically, the more important issues are (1) whether 
Northern has an adequate gas supply, (2) whether its proposed rates are 
allowable in that they reflect a greater portion of costs in the demand com- 
ponent than is permitted by certain Commission precedents, (3) whether vari- 
ous communities proposed to be served return so little of Northern’s costs that 
they will increase the financial burden upon Northern’s existing customers, 
(4) whether the proposed industrial sales on the part of Iron Ranges are 
sufficiently firm so as to remove doubt that they can be made, and (5) whether 
Phillips Petroleum has shown that abandonment of its sale to Northern is 
permitted by the public convenience and necessity. These and other issues 
may now be determined in connection with our examination of Northern’s 
proposals. No question has been raised as to the adequacy of Northern’s or 
Iron Ranges’ proposed facilities from an engineering viewpoint or as to the 
reasonableness of its cost estimates, and we have no question on these matters. 
Because all of the dockets represent in effect different aspects of one plan to 
supply additional communities and customers with gas, we shall discuss this 
plan as a whole. 
FINANCING 


No issue has been raised as to Northern’s ability to finance its project. It 
proposes to finance its project as follows: 





Total | G-17485 G-17486 





Sinking Fund Debentures- - ------- $49, 000,000 | $13,000, 000 $36, 000, 000 
Preferred Stock 20, 000, 000 20, 000, 000 
Common Stock............... ; j 10, 000. 000 | | 10, 000, 000 
NE I bai nba io nktidsscemic wtieecninvesitahaiiidibaa 24, 000, 000 11, 000, 000 


ES 2. cd. cota dacticenccbenstinitesscsusbsooacenheuieba 103, 000, 000 | 26, 000, 000 | 77, 000, 000 


The record shows that this financing plan is feasible. The debentures and 
preferred stock will be sold to the public through underwriters. The common 
stock will be sold under a rights offering entitling the common stockholders to 
subscribe for additional shares under their pre-emptive rights. After com- 
pletion of the proposed financing the capitalization ratio will be debt 58 percent, 
preferred stock 12 percent, and common equity 30 percent. This ratio is 
within the standards employed by the Commission.* The record indicates that 
Northern would have no difficulty financing the facilities, estimated to cost 
an additional amount of $11,462,572, necessary to serve the 24 communities, 
proposed by interveners, and which Northern states it is willing to serve. 

Iron Ranges plans to finance its three projects covered by its applications as 
follows: 

Piro, OTSA RE ERIN, OO /09G ai oak er ewe oan ameter $5,450,000 
Interim Notes, 6% 1,073,000 
Capital Stock 1,288,366 


7,811,366 


Iron Ranges contemplates that the bonds will be sold to an insurance com- 
pany and the interim notes and common stock will be sold privately. Iron 
Ranges’ evidence shows that underwriters would be willing to undertake the 
marketing of these securities. 


2 Houston Texas Gas & Oil Corporation, et al., Docket No. G-—9262, 16 F.P.C. 118, 
140, affirmed as Florida Economic Advisory Council v. F.P.C., 251 F. 2d 643 (CADC), 
certiorari dented, 356 U.S. 959. 
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At the end of the construction period the capital ratios will be bonds 69.1 
percent, interim notes 13.6 percent and common equity 17.3 percent. Although 
the interim notes are convertible into preferred stock at the option of the 
company they must be considered as long-term debt. If they are treated as 
such, the long-term debt ratio will be increased to 82.7 percent of the capitali- 
zation. Since this exceeds our regular standard of 75 percent, we shall condi- 
tion our certificate to Iron Ranges so as to prevent Iron Ranges from paying 
dividends on common stock until the interim notes are converted into preferred 
stock or the long-term debt, including the interim notes is reduced to 75 per- 
cent or less of the total capitalization. So conditioned we can see no difficulty 
on the basis of the record with Iron Ranges’ financing. 


GAS SUPPLY 


There appears to be no dispute about the size of the gas reserves dedicated 
to Northern or of their deliverability life except as noted below, that is, the 
length of time that gas will be deliverable from them at the rate required by 
Northern. The reserves, amounting in all to 12.6 trillion cubic feet, are located 
in the Panhandle of Texas, the Permian Basin Area, the Hugoton Field, which 
includes areas in Kansas, Texas and Oklahoma, and other areas. The evidence 
indicates that the deliverability life from these reserves will be thirteen years 
as of January 1, 1960, when the requirements of both Docket Nos. G—17485 and 
G—17486 are taken into consideration, and when it is assumed that applications 
of Permian, El Paso and Phillips with respect to Northern’s gas supply are 
granted. 

Although the deliverability life of Northern’s reserves upon first consideration 
appears favorable, we do have some reservations with respect to the gas 
supply. In the first place by reason of Permian’s increasing its deliveries 
from 425,000 Mcf per day to 475,000 Mcf per day the deliverability life of its 
reserves is shortened. We agree with the staff that it is only because of the 
favorable effect on Northern’s gas reserves taken as a whole that we will 
affirm the authorization requested by Permian. Furthermore, a large part of 
Northern’s reserves are contained in a formation in the Hugoton Field having 
a very low permeability which would limit the flow of gas. Additionally, 
Northern has not taken its full quota (“allowables’”) from the Kansas part of 
the Hugoton Field, and there has resulted an accumulation of “underages”. 
The record indicates that Northern will attempt to sell these underages result- 
ing in a small loss of deliverability life. Lastly, water has appeared in wells 
in the Hugoton Field in conjunction with the production of gas. While it 
was the opinion of Northern’s witness that the water would not have much 
effect on future rate of production, an element of doubt is introduced as to the 
effect of the water problem when high rates of production are necessary. In 
view of these considerations while we shall affirm Northern’s present applica- 
tions, we agree with the staff that in any future certificate application by 
Northern seeking to increase its system sales capacity, Northern should be 
required to make a showing that the average well in the Hugoton Field can 
sustain the rates of production used in its deliverability studies. 

In connection with the gas supply for Northern’s project it is necessary to 
pass upon the applications of Permian (G—17487), El Paso (G—17854), Phillips 
(G-18113), and Northern (G~—17874) relating to that gas supply. Taking 
Permian first, it may be recalled that Permian proposes to increase its sales 
to Northern from 425000 Mcf per day to 475,000 Mcf per day. The gas is 
delivered into the facilities of El Paso at Plains, Texas, while equivalent 
volumes are delivered by El Paso to Northern at Dumas, Texas, so that 
Permian’s increased deliveries will add to the gas supply available to Northern. 
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We note that the ability of Permian’s facilities to transport this additional 
gas is supported by the evidence. As of December 31, 1958, its reserves are 
estimated to be 3.764 trillion cubic feet; and its market and the economic 
feasibility of its proposals is assured by its contract with Northern and the 
fact that it sells gas to Northern under a cost-of-service tariff. There is thus 
every reason to grant Permian’s application. 

Likewise, we shall grant El Paso’s application to transport or exchange the 
additional 50,000 Mcf per day of gas, to acquire some 1800 feet of 16-inch 
pipeline that will no longer be needed by Northern since we are granting 
Phillips permission to abandon service to Northern, and to abandon the com- 
pression service rendered by El Paso with respect to the gas Northern now 
buys from Phillips. We note that Permian’s facilities can deliver an average 
daily volume of 715,000 Mcf to El Paso at Plains. Because the average 
maximum daily capacity of the Plains-Dumas pipeline is only 206,000 Mcf, 
El Paso will use the greater part of the gas receipts from Permian, including 
the 475,000 Mcf per day to be received for Northern’s account, for its own 
markets. El Paso points out that the deficit between the gas volumes which 
El Paso can physically transport from Plains to Dumas and the 475.000 Mef 
to be delivered to Northern is to be made up of gas volumes obtained from the 
Dumas Panhandle Area. 

As already noted under a contract of October 31, 1945, (filed as Phillips’ 
F.P.C. Gas Rate Schedule No. 32) El Paso is to take an average daily volume 
of 100,000 Mcf from Phillips at its Dumas Plant until December 31, 1959, and 
commencing January 1, 1960, El Paso is to take the increased volume of 
180,000 Mcf at this location. The record shows that Phillips’ reserves are 
adequate to support the new average daily volumes through the year 1971 
with comparatively small reductions through 1974. The record shows further 
that El Paso needs the additional gas in order to increase its deliveries to 
Northern in view of the limitations in the capacity of its Plains-Dumas line, 
if it is to avoid the necessity of acquiring additional gas sources and modifying 
the operation of its entire field system. Furthermore, El Paso will require 
the 1800 feet of 16-inch pipeline, now owned by Northern and used to receive 
the 50,000 Mcf of gas from Phillips, in order to deliver the increased volumes 
of exchange gas to Northern. The price of $27,092.89, representing depreciated 
cost as of January 1, 1960, is reasonable. Since we are granting Phillips’ 
application to cease delivering the 50,000 Mcf of gas to Northern, Northern 
will not need this short pipeline and we shall grant its application in Docket 
No. G—17874 to sell it to El Paso. 

On the basis of its contracts with Northern and El Paso, Phillips has asked 
that it be permitted to abandon its service to Northern of 50,000 Mcf per day 
as of January 1, 1960, when it will commence delivering 80,000 Mcf per day 
more gas to El Paso. In view of the fact that Northern will receive an addi- 
tional 50,000 Mcf per day from Permian via El Paso, instead of what it 
receives from Phillips, and that Northern’s gas supply will be sufficient for 
its proposed project, in our opinion “the present or future public convenience 
or necessity permit such abandonment” within the language of Section 7(b) 
of the statute. 

The staff and the Coal Interveners argue that Phillips has been deficient 
in its presentation with respect to its application in that it relied on the con- 
tracts alone. Because the contracts show that Phillips will increase its 
deliveries to El Paso in a greater amount than the service to Northern sought 
to be abandoned, and that Northern will receive no less gas because of the 
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abandonment, Phillips’ showing has been sufficient under the peculiar facts 
of this proceeding.* 

The staff contends that there has been no showing that Phillips could not 
deliver the 180,000 Mcf as well as the 50,000 Mcf, or a total of 230,000 Mcf 
per day from its plant. While Phillips made no such showing, an exhibit 
introduced by El Paso indicates that Phillips, on the basis of its reserves, 
could not deliver the full 230,000 Mcf per day, but rather quantities declining 
in the next ten years from 218,000 to 190,000 Mcf. But irrespective of Phil- 
lips’ ability to deliver gas the contracts indicate that Northern will not be 
injured because it will receive the equivalent quantity of gas from El Paso. 

Both the staff and the Coal Interveners point out that Northern will pay 
Permian more for its gas than it was paying Phillips, 20.447 cents per Mcf 
as opposed to 14.307 cents per Mcf. On the other hand Phillips will sell its 
gas to El Paso at an even lesser rate of 13.3480 cents per Mcf, and we do not 
see that the public convenience and necessity does not permit the low priced 
gas going to one customer rather than another. 


MARKETS AND ECONOMIC FEASIBILITY 


As already mentioned Northern Natural through its Dockets G—17485 and 
G-17486 proposes to serve 342 communities, including 24 communities proposed 
for service by interveners in these proceedings. On the basis of estimates 
either presented or adopted by Northern from the presentation of its cus- 
tomers it appears that service to these communities would represent a third- 
year contract demand volume of 230,899 Mcf per day‘ and an annual sales 
volume of 82,001,353 Mef.° Northern estimates that in the third year of 
service to the 342 communities it will earn in excess of a 6% percent rate 
of return on its entire system although the rate of return on the incremental 
facilities to be constructed in the two dockets will be somewhat short of this, 
but will still represent a substantial return on its investment. This rate of 
return on incremental facilities would, of course, be increased as a result of 
the provisions we make below for elimination of certain uneconomic service 
or for alternative contributions by the distributors in the communities 
involved. 

The real problem with respect to Northern’s markets is the threat of com- 
petition made clear at the hearing by the Coal Interveners.* Especially in- 
volved are the operators of the commercial coal docks located on the shore 
of Lake Superior and Lake Michigan particularly at Duluth, Minnesota, and 
Superior, Wisconsin, at the head of Lake Superior. These coal docks receive 
eastern coal by lake vessels and ship it throughout the upper lake territory. 
The evidence shows that the coal interests strongly intend to compete with 
Northern and Iron Ranges in supplying the fuel requirements of the major 
industrial and utility plants at the head of Lake Superior, on the Mesabi 
Range and elsewhere. While, as discussed below, we think it important in 
view of this threatened and aggressive competition to require that agreements 
between Iron Ranges and certain of its customers be made more firm, we do 





3In our order in Docket No. G—2619, dated September 28, 1956, we, in effect, 
approved Phillips’ increasing its deliveries to El Paso by the contracted volume of 
80,000 Mef per day. 

*Increasing Northern’s present certificated system salable capacity from 1,341,209 
Mef per day to 1,572,108 Mcf per day. 

5Increasing the system annual sales volume from 402,727,000 Mcf to 484,728,353 Mcef. 

® National Coal Association, United Mine Workers, Fuels Research Council, Inc., 
Midwest Coal Producers’ Institute, Inc., Upper Lake Docks Coal Bureau, Ine., The 
Chesapeake and Ohio Railway Co. 
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not feel justified in denying certificates for natural gas service merely because 
of competition. There is no reason for us to assume that Northern and Iron 
Ranges will lose its markets for interruptible gas or will be unable to find 
substitute purchasers. We therefore conclude that Northern has markets 
that it will be able to serve and its project will be feasible particularly after 
the provisions we shall now discuss for customers who may not pay their 
proper share of Northern’s cost of service. 

a. Economic feasibility of the branch lines.—Northern’s proposal to serve 
342 communities including 24 communities that it has agreed to serve requires 
it to construct the necessary branch lines and metering stations as well as to 
increase the capacity of its main line by the installation of extensions, loops 
and additional compression facilities. The question therefore arises as to 
whether the revenues to be obtained from the contemplated new service will 
be great enough to offset the costs associated with the construction of the 
branch lines and metering stations necessary for rendering service to the 
proposed communities so as to avoid placing the burden of the cost of the 
new facilities upon Northern’s existing customers. At the request of the staff 
Northern presented studies showing the result of applying its branch-line 
extension policy to the proposed communities. This policy simply requires that 
a branch line return sufficient revenues by the fifth year of service to pay 
for the cost of the gas in the field plus the out-of-pocket costs (compressor 
fuel, ete.) of transporting the gas to the town border stations, for the fixed 
and operating charges on the branch lines, and in addition, contribute some- 
thing—no matter how little—to Northern’s main-line cost of service. 

In its brief the staff contended that the third year, rather than the fifth 
year, is the proper criterion in determining the feasibility of a given branch 


line. In this proceeding Northern presented engineering evidence and sup- 
porting data based upon the third year of service. Furthermore, we think 
that a branch line should be shown to be feasible before a time so remote as 
the fifth year in order not to burden existing customers. It may be noted 
that in Opinion No. 316,’ where we denied a previous application on the part 
of Northern, we stated: 


* * * in any new application Northern should file and in any further 
hearings, the company should design facilities and submit supporting data 
showing ability to render the contemplated service to new markets for a 
period conforming to the time within which Northern estimates that the 
proposed new markets will reach economic feasibility. 


Thus data on the feasibility of the branch lines should conform to the other 
data submitted by Northern relating to its proposed service. 

While Northern based its studies on the proposed contract demands of the 
customers, we agree with the staff’s further contention that the results should 
be based on the third-year estimate of annual sales, because the annual volume 
index would benefit the communities with lower load factor estimates, rather 
than the communities having large industrial overrun markets, which are 
benefitted in any case by the terms of Northern’s existing tariff, which is 
designed to reflect differences in load factor. 

Considering the studies presented by Northern with the modifications dis- 
cussed above we believe that the revenues in the third year should be at 
least sufficient to defray the cost of the gas as delivered at the town border 
stations (average cost of gas in the field plus out-of-pocket main line costs), 
the branch-line cost of service and the cost of service of the measuring stations 


7 American Louisiana Pipe Line Co., et al., 20 F.P.C. 575, 602. 
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for each community. This means that Northern’s branch-line extension policy 
should be strengthened sufficiently to require that a distributor for a com- 
munity not only pay for the cost of servicing the branch line but also cover 
the costs of providing the measuring stations, which Northern has treated as 
main-line facilities but which are necessary for service to the individual com- 
munities. Where the annual revenues from a given branch line on the third- 
year basis will not be sufficient to meet the costs associated with the measuring 
stations for that particular branch line, service on such branch line must be 
denied unless the distributors for the communities served by the branch line 
make an appropriate contribution to the cost of constructing the measuring 
stations. Likewise, where the revenues are insufficient not only to cover the 
cost of the measuring stations, but also fail to cover the costs of the branch 
line, service must, of course, be denied unless a contribution is made not only 
for the construction of the necessary metering stations but also for the branch 
line. If these contributions are made Northern’s total investment will be 
reduced so that the revenues will at least be sufficient to cover the out-of- 
pocket costs, the branch line costs, and the measuring station costs even if 
the service does not meet other main-line costs. 

Where it is necessary that a contribution be made in aid of constructing 
a branch line, it should be proportionate to the failure of the estimated third- 
year annual revenues to meet the costs of the branch line as shown by the 
record. As for the measuring stations the record does not contain all the 
elements necessary to determine the precise cost of service of each one. 
Northern, however, has outlined some of these elements i.e., depreciation, 
rate of return, federal and state income taxes, miscellaneous taxes, and ad 
valorem taxes. The estimated operation and maintenance costs for particular 
meter stations, however, are not included. Using the amounts available in 
the record for the above items and applying our informed judgment, we believe 
the total service costs, during the third year of service, would amount to 
about 20 percent of the initial investment in the metering facilities including 
construction overheads and contingencies. Of course, in future proceedings, 
perhaps with additional information in the record as to the costs of metering 
facilities the 20 percent figure may be modified. Thus, if the third year 
annual revenues from a given branch line fail to include 20 percent of the 
initial cost of the measuring stations, the necessary contribution to construc- 
tion would be in the same proportion that the revenue deficiency bears to 20 
percent of the initial cost. 

Applying these principles, we find that, of the 342 communities that Northern 
proposes to serve, 218 communities referred to in Appendix A* to this opinion 
are located on branch lines which will provide sufficient revenues to meet the 
field cost of the gas, out-of-pocket main line costs, the branch line costs and 
the measuring station costs and will contribute more or less to system fixed 
costs. 69 communities listed in Appendix B will be loeated on branch lines 
that will provide revenues that will cover the branch line costs, but not the 
measuring station costs, and 55 communities listed in Appendix C will be 
located on branch lines that will not provide sufficient revenues to cover 
either measuring station or branch line costs; both these categories of com- 
munities must be eliminated or their distributors must make appropriate 
contributions. 

There are fifteen additional communities intervening in these proceedings, 
as listed in Appendix D, that have requested gas service, but which Northern 


8 Appendix A gives the names of 198 communities, 2 industrials and the two delivery 
points to Iron Ranges, which would transport the gas to 20 towns. 
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has not agreed to serve. The evidence in the record is not in sufficient detail 
to enable us to determine the economic feasibility of service to these com- 
munities in accordance with the principles here expressed even if we had 
authority to compel service to them. However, the evidence available in the 
record indicates that service to some of these communities would compare 
favorably with service that Northern has proposed. Therefore we hope that 
Northern will provide for service to them in a subsequent application, that 
should not be too long delayed, particularly if Northern has excess capacity 
available as a result of the conditions of this order. 

As a result of the application of the principles expressed above, Northern 
will serve communities that will at least defray all costs other than the 
system-wide fixed costs; Northern’s return on the incremental facilities will 
be improved; and the feasibility of its entire project will be enhanced. 

In connection with the economic feasibility of the branch lines Minneapolis 
Gas Company, Council Bluffs Gas Company and Metropolitan Utilities District 
of Omaha argue that each branch line must bear its full share of Northern’s 
cost of service, otherwise a greater burden will fall on the present customers. 
Minneapolis Gas Company argues specifically that each branch line must pay 
the cost of purchased gas, the cost of service attributable to the gathering 
facilities, the cost of service attributable to the main-line facilities, and the 
cost of service attributable to the branch line facilities. However, we are 
requiring that those branch lines with insufficient revenues make contributions 
so that all but system-wide fixed cost will be covered, and the record shows 
that a large number of the branch lines (in Appendix A) make significant 
contributions to system-wide fixed costs. While it cannot be precisely deter- 
mined what will be Northern’s incremental return on its project as a result 
of the eliminations or contributions required by this order, it would appear 
that no undue burden will be placed on the present customers. In any case 
it would be impossible to regulate a utility or for a utility to engage in busi- 
ness if every segment of its business had to earn the same rate of return. 

b. The Iron Ranges Project.—As will be recalled Iron Ranges proposes to 
distribute gas in eight communities in Minnesota with gas supplied by 
Northern at the town borders. By means of its Mesabi Iron Range Project 
it will serve 18 communities and industrial concerns including Minnesota 
Power’s generating plants near Aurora and Cohasset, Minnesota, the Blandin 
Paper Company at Grand Rapids, and indirectly through sales for resale, 
the municipal power plants of the communities of Virginia and Hibbing, Min- 
nesota. That this system would rely heavily on industrial sales is apparent 
from the fact that about two-thirds or 8,615,000 Mcf of the third year sales, 
amounting in all to 12,723,000 Mcf would be made in the interruptible indus- 
trial market, principally for power generation. From its North Shore Project 
Iron Ranges will serve the taconite pelletization plant of the Reserve Mining 
Company where the gas will replace both coal and oil. 

Iron Ranges has presented in the record forms of contracts with Minnesota 
Power and with Reserve Mining in addition to letters from these proposed 
eustomers stating that they would enter into contracts substantially in the 
form submitted. However, these contracts are not firm, for the buyer under 
certain conditions depending upon the relationship between the price of gas 
and the price of substitute fuels is not obligated to continue purchases. The 
contract with Minnesota Power sets forth a price of 30.3 cents per CE unit, 
which represents the amount of gas equivalent to 1,000,000 Btus of coal. How- 
ever, after taking into account certain taxes and rental charges, this price 
represents only 28 cents per Mcf to Iron Ranges. Under the contract Minne- 




























































FEDERAL POWER COMMISSION 175 


sota Power is required to purchase 2,400,000 Mcf per year, but if the price 
of gas becomes more than 90 percent of the cost of competitive coal, Minnesota 
Power may cease purchasing gas, except that under this provision Iron Ranges 
may retain the business by decreasing the price of gas so as to keep it less 
than 90 percent of the other fuel, but need not make decreases greater than 
2.5 cents per CE unit by the sixth year. Even more importantly the contract 
also provides that if the price of gas becomes more than the price of the 
competitive fuel, the buyer may on thirty days notice discontinue the purchase 
of gas until the price of the competitive fuel becomes more than the price of 
the gas. 

The contract with Reserve Mining provides for the sale of 10,300 Mcf of 
gas per day with a two-step demand charge of $4.00 and $6.00, and a com- 
modity and interruptible charge of 26.2 cents per Mcf. The contract contains 
a provision that if the price of gas over a three-month period becomes 95 
percent of the cost of fuel oil, Reserve may cancel the contract upon three 
months notice, and another provision for cancellation upon payment of 
$1,700,000 less three cents for each Mcf of firm gas delivered prior to the date 
of cancellation. 

Two of the important coal dock companies introduced testimony that they 
intended to offer firm, long term contracts with Minnesota Power to supply 
coal to the Cohasset and Aurora stations in competition with the interruptible 
gas that the company might purchase from Iron Ranges as well as proclaiming 
that they intended to compete with gas at other plants of Minnesota Power 
and at other industrial plants in the Upper Lake region. One of the proposed 
coal contracts, worked out elaborately, would provide that Minnesota Power 
agree to burn coal exclusively at its Aurora and Cohasset stations and that 
the price of “competitive” coal would be adjusted in accordance with the price 
of interruptible gas.’ 

Because of the express intent of the coal interests to compete with Iron 
Ranges it becomes important that its contracts with Minnesota Power and 
Reserve Mining not have escape clauses. In issuing a certificate to Iron 
Ranges we shall therefore require that these escape clauses be eliminated. 

Concluding with respect to Iron Ranges’ project the record shows that it has 
a favorable market potential, that it will earn an adequate return, and that 
its project will be economically feasible. The fact that certain of its markets 
are threatened by competition from the coal companies does not lead us to 
deny a certificate, for we do not believe that it is in the public interest to 
deny Iron Ranges the right to compete. We note in this connection that the 
representative of the State of Minnesota at the oral argument was in favor 
of granting a certificate to Iron Ranges, for otherwise it was indefinite 
whether the area would have the benefit of gas or cheaper coal. 

ec. Service to Osage, Iowa.—The community of Osage first granted a franchise 
to Northern’s Peoples Division to distribute gas in the City and then voted 
to have a municipal distribution system. Both Northern and the City pre- 
sented evidence with respect to service to Osage, which now contends that 
the City has the only franchise. The record shows that both proposed projects 
are economically feasible. Although the City contends that the franchise to 
Northern’s Peoples Division was, in effect, revoked by the election and that 
the electorate will have to vote only on the service agreement which the 
municipality would have to make with Northern, the gas supplier, we do not 
believe it is appropriate for us to determine who is the rightful distributor 
in Osage. Therefore we shall require that Northern reserve for service to 


® Although providing for an increase in the price of “stand by” coal. 
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Osage the 1704 Mcf per day of gas requested until it is finally determined 
who is entitled to it under local law. 

Village of Blaine, Minnesota.—In these proceedings Northern proposed to 
serve the Village of Blaine, Minnesota, which presented evidence in support 
of the proposal. We have received letters from the attorney for the Village 
of Blaine and from North Center Public Service Company stating that the 
people of the Village have rejected a municipal distribution system and that 
the city council has awarded a gas franchise to North Central. Both parties 
desire that North Central be allocated the gas that would have otherwise gone 
to the Village. We see no objection to making this substitution. 


RATES AND ZONES 


In its applications in Docket Nos. G—17485 and G—17486 Northern has pro- 
proposed rates, which represent a substantial departure from Commission prec- 
edent with respect to the classification and allocation of costs.” It proposes 
to establish two new rate zones, designated as B and C.™ north of its existing 
zone 3 with rates as follows: 


Firm service Interrupt- 
ible Over- 


| run Serv- 
Demand | Commod- | ice (Per 
charge ity charge Mef) 
| (Per Mef) 


(Per Mef) 


Cents Cents 
$3. 81 23.4 23. 4 
$4. 12 23.9 23.9 


The rate for Zone B was derived from the rates in effect for Zone 3, by 
adding to the Zone 3 rates a differential of 2 cents per Mcf at 70 percent 
load factor. One and a half cents of the differential was assigned to the 
demand component, and half a cent to the commodity component. Similarly 
the same differential was used in computing Zone C rates as compared to 
the rates for Zone B. 

The Zone 3 rates thus used as a basis along with rates for Zones 1 and 2, 
were filed by Northern on May 26, 1958 and were suspended by the Commission 
in Docket No. G—15335 until November 27, 1958. These rates represent an 
increase over rates filed and suspended in Docket No. G—12153, which in turn 
represent an increase over the rates agreed to by the parties and approved 
by order of the Commission on July 26, 1956, in Docket No. G—2505, 16 F.P.C. 
803. In the settlement and in each of the succeeding filings Northern 
employed the same 2 cent differential between Zones 1, 2 and 3, split 1% 
cents to the demand component and % cent to the commodity component, so 
that it can be said to represent a historical pattern. The settlement rates in 
Docket No. G—2505 had the effect of shifting to the demand component of the 
approved rates some 7 percent of the jurisdictional costs which would have 
been recovered in the commodity component if the Seaboard case method of 
allocation had been applied. In the two succeeding filings in Docket Nos. 
G-—12153 and G—15335, Northern added all of its increased costs to the demand 
component retaining the historical differential between zones. Thus the shift 
of costs to the demand component or “tilt” is much greater in Docket No. G— 


10 Atlantic Seaboard Corporation, 11 F.P.C. 43; Northern Natural Gas Co. 11 F.P.C. 123. 

“In Opinion 281, 14 FPC 11, Docket No. G-—2217, issued May 20, 1955, the 
Commission had established a Zone A for an unserved area in addition to Zones 1, 
2 and 3. 
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5335 than in the settlement rates, and this tilt is carried over into the rates 
proposed for Zones B and C in this proceeding. 

In general a heavily tilted rate is undesirable, because it tends, if carried 
over to the retail level, to place an unduly high proportion of the costs on the 
low-load factor domestic and commercial consumers, rather than on the 
interruptible industrial consumers who don’t pay a demand charge. It may 
be, however, that in the case of certain market patterns, particularly where 
the company depends upon the interruptible industrial load, as Ipre, to make 
its project economically feasible, some tilt may be necessary. In this case 
we think that the burden should be placed on Northern to prove the justness 
and reasonableness of its proposed rates, with respect to “tilt” and otherwise. 
On the other hand this is not a rate proceeding requiring us to determine 
just and reasonable rates,“ and to turn it into a rate proceeding would 
inordinately delay the construction of Northern’s project. Therefore we shall 
prescribe initial rates for the project with the understanding that Northern 
may file rate changes, as it is entitled to do under Section 4 of the Natural 
Gas Act. 

With respect to the initial rates which we shall allow herein for Zones B 
and C it appears reasonable to retain the historical pattern. Such rates 
shall be leased upon the jurisdictional cost of service developed by the staff, 
which included a 6 percent return and associated income taxes. The juris- 
dictional costs are $32,964,897 assigned to demand and $111,943,483 assigned 
to commodity, or a total of $144,908,380." We therefore have computed rates 
for Zones 1, 2 and 3 not to be put into effect but merely as a basis for rates 
in Zones B and C. In doing so we have retained the historical shift of 
costs from the commodity to the demand component, or “tilt” amounting to 
about seven percent. To the rates for Zone 1 we have added the historical 
differential of two cents per Mef, divided 1.5 cents and .5 cents respectively 
between demand and commodity to arrive at rates for each succeeding zone 
to Zone C. The differential, at a 70 percent load factor amounts on the 
demand side to 31.9375 cents per Mcf per month. Using this approach we 
arrive at the following rates for Zones B and C: 








Demand per Mef per month 
Commedity per Met 


We note that Iron Ranges proposes initial rates for jurisdictional sales 
of $4.25 per Mcf demand and 28 cents per Mcf commodity with overrun sales 
priced at the commodity rate. Iron Ranges’ rates are based on Northern’s 
proposed rates and therefore should be modified. Since Iron Ranges, of course, 
has no historical pattern for tilting costs from the commodity to the demand 
component, we shall therefore prescribe initial monthly rates for Iron Ranges 
of $4.74 per Mcf demand and 29.05¢ per Mcf commodity in accordance with 
the Seaboard method of classification. Like Northern, Iron Ranges is privi- 
leged to file a change in this initial rate pursuant to Section 4 of the Natural 
Gas Act. 


12 Atlantic Refining Co. v. P.S.C., 360 U.S. 378, June 22, 1959. 
13The staff’s jurisdictional costs have been adjusted so as ‘to reinstate certain cost 
items which were inadvertently eliminated. 
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There is one other rate matter that needs consideration, and that is whether 
Northern should charge its Zone 3 rate or its Zone B rate to Minneapolis Gas 
Company for deliveries at an additional town border station at Minneapolis, 
Minnesota, to North Central Public Service Company for service to the 
towns of Coon Rapids, Lexington and Spring Lake Park, Minnesota, in the 
neighborhood of Minneapolis and to Northern States Power Company for 
service to the towns of White Bear Lake, Stillwater and Lake Elmo, Minnesota, 
in the neighborhood of St. Paul, Minnesota. The town border station at 
Minneapolis would provide a less expensive and more feasible means of de- 
livering additional gas to Minneapolis in the future. Northern is willing 
to construct it, and we shall condition our certificate so as to require it. 
Although the station will be north of the Zone 3 border, the gas will be used 
in Minneapolis, on an established system and for this reason and otherwise, 
it clearly represents a Zone 3 sale. 

With respect to the other towns they lie physically outside of Zone 3 in 
Zone B. Unlike Minneapolis they represent new service areas at delivery 
points which are outside Zone 3 on a miles of haul basis and which are 
not now within a Zone 3 integrated distribution system. It may be that in 
the future some of these new service areas may be served as part of a Zone 3 
integrated distribution system and may then be eligible for Zone 3 rates. 


The Commission further finds: 


(1) Northern, Permian, El Paso and Phillips are natural-gas companies and 
Iron Ranges upon commencement of the service authorized herein will be a 
natural-gas company, within the meaning of the Natural Gas Act. 

(2) The facilities described above and more fully described in the respective 
applications of Northern, Permian, Iron Ranges and El Paso in Docket Nos. 
G-17485, G—17486, G—17487, G—17626 and G-17854 in these consolidated pro- 
ceedings, are proposed to be used in the transportation and sale of natural 
gas in interstate commerce for resale as integral parts of the pipeline systems 
of their respective owners, and their construction, operation, and acquisition, 
as the case may be, by applicants, are subject to the requirements of subsections 
(ec) and (e) of Section 7 of the Natural Gas Act. 

(3) Northern, Permian, Iron Ranges and El Paso are able and willing 
properly to do the acts and to perform the services proposed and to conform 
to the provisions of the Natural Gas Act and the requirements, rules and 
regulations of the Commission thereunder. 

(4) The proposed construction, operation, and acquisition of the facilities 
by Northern, Permian, Iron Ranges and El Paso are required by the public 
convenience and necessity and certificates therefor should be issued as herein- 
after ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificates hereinafter issued to Northern. 
Permian, Iron Ranges and El Paso and to the exercise of the rights granted 
thereunder, and that the time within which construction or acquisition of the 
facilities authorized by this order shall be completed and placed in actual 
operation should be fixed as provided below. 

(6) The sale of natural gas, and any facilities necessary therefor which are 
proposed to be abandoned by Phillips in Docket No. G—18113, the facilities 
proposed to be abandoned by Northern in Docket No. G—-17874 and the com- 
pression service proposed to be abandoned by El Paso in Docket No. G—17854 
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are subject to the requirements of subsection (b) of Section 7 of the Natural 
Gas Act. 

(7) The proposed abandonment of service and facilities referred to in (6) 
above are permitted by the public convenience and necessity and permission 
and approval thereof should be granted as hereinafter ordered. 


The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued to 
Northern, Permian, Iron Ranges and El Paso to construct or acquire, as the 
case may be, and operate the facilities described above and more fully de- 
scribed in their respective applications in Docket Nos. G—17485, G—17486, 
G-17487, G-—17626, and G—17854 in these consolidated proceedings, for the 
transportation and sale of natural gas as therein set forth, subject to the 
jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (e)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificates 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be 
constructed or acquired and placed in actual operation as provided by 
paragraph (b) of Section 157.20 of the aforesaid Regulation is hereby fixed 
at one year from the date on which this order issues, except that in the case 
of branch lines to be constructed by Northern to serve the communities listed 
in Appendices A, B and C, Northern shall have 2 years from the date of 
issuance of this order. 

(D) The certificate issued to Northern in (A) above shall be further con- 
ditioned as follows: 

(i) Northern shall serve the communities and industrials listed in Appendix 
A without requiring any contribution in aid of construction. 

(ii) Northern shall serve the communities listed in Appendix B if the 
distributor serving the communities on the branch line involved, within three 
months of the date of issuance of this order, makes a contribution to the 
construction of the measuring stations on such branch line in the same 
proportion that estimated third year net revenues from the branch line 
fall short of 20 percent of the estimated initial costs of the measuring stations 
on the branch line. 

(iii) Northern shall serve the communities listed in Appendix C if the 
distributor serving the communities on the branch line involved, within three 
months of the date of issuance of this order, makes a contribution to the cost 
of the construction of the branch line in the same proportion that estimated 
third year net revenues from the branch line fall short of the estimated annual 
costs of the branch line, and makes a contribution to cover the entire estimated 
initial costs of the measuring stations on the branch line. 

(iv) Northern shall reserve for service to Osage, Iowa, a contract demand 
of 1704 Mcf of gas per day subject to a final determination as to whether 
Northern’s Peoples Division or the City itself is entitled to distribute such gas. 

(v) Northern shall deliver gas for service to the Village of Blaine, under 
the conditions of its application and this order, to North Central Public 
Service Company rather than to the Village itself. 

(vi) Northern’s initial rates in its Zone B shall have a demand component 
of $2.91 per Mcf per month and a commodity component of 25.97 cents per 
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Mef; in Zone C a demand component of $3.23 per Mcf per month and a 
commodity component of 26.47 cents per Mcf. 

(vii) Northern shall construct the necessary facilities and deliver gas to 
Minneapolis at the proposed additional town border station at the Zone 3 rates. 

(viii) The request of North Central Public Service Company with respect 
to the communities of Coon Rapids, Lexington and Spring Lake, Minnesota 
and of Northern States Power Company with respect to the communities of 
White Bear Lake, Stillwater and Lake Elmo, Minnesota, that such towns be 
served at Zone 3 rates rather than Zone B rates is hereby denied. 

(ix) Within six months of the date of this order Northern shall file data 
showing what modifications it has made, if any, in the design of its main-line 
facilities as a result of the conditions of this order, particularly with respect 
to the elimination of communities proposed to be served. 

(E) The certificate issued to Iron Ranges in (A) above shall be further 
conditioned as follows: 

(i) Iron Ranges shall not pay dividends on its common stock until its 
interim notes are converted into preferred stock or the long-term debt, including 
the interim notes, is reduced to 75 percent or less of its total capitalization. 

(ii) The escape clauses appearing in Iron Ranges’ proposed contracts with 
Minnesota Power and Reserve Mining shall be eliminated, and Iron Ranges 
shall file revised contracts with this Commission within three months of the 
date of issuance of this order. 

(iii) Iron Ranges initial rates shall have a demand component of $4.74 per 
Mcf per month and a commodity charge of 29.05 cents per Mcf for its juris- 
dictional sales. 

(F) Phillips is hereby permitted to abandon its service to Northern Natural 
and any necessary facilities as of January 1, 1960, in accordance with its 
application in Docket No. G—18113. 

(G) Northern Natural is hereby permitted to sell and abandon as of Janu- 
ary 1, 1960, the facilities described in its application in Docket No. G—17874. 

(H) El Paso is hereby permitted to abandon its compression service to 
Northern as referred to in its Docket No. G—17854. 


APPENDIX A 


BRANCH LINES, AND COMMUNITIES SERVED BY THEM, MEETING ALL COST CRITERIA 


Anoka, Minn.: Harris, Minn. 


Anoka, Minn. Hinkley, Minn. 
Champlin, Minn. Kettle River, Minn. 
Blaine, Minn. Lake Elmo, Minn. 


Circle Pines, Minn. 
Coon Rapids, Minn. 
Elk River, Minn. 
Lexington, Minn. 
Spring Lake Park, Minn. 
Barnum, Minn, 
Cloquet, Minn. : 


Moose Lake, Minn. 
North Branch, Minn. 
Pine City, Minn. 
Rush City, Minn. 
Sandstone, Minn. 
Stillwater, Minn.: 


Cloquet, Minn. Hudson, Wis. 
Scanlon, Minn. North Hudson, Wis. 
Duluth, Minn.: Stillwater, Minn. 
Duluth, Minn. Bayport, Minn. 
Proctor, Minn, Oak Park, Minn. 


Forest Lake, Minn. Sturgeon Lake, Minn. 
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Superior, Wis. : 
Carlton, Minn. 
Superior, Wis. 
White Bear Lake, Minn.: 
White Bear Lake, Minn. 
Birchwood, Minn. 
Dellwood, Minn. 
Mahtomedi, Minn. 
Willernie, Minn. 
Willow River, Minn. 


Minnesota Mining & Mfg. M.L.D. 


Alvord, lowa 
Anamosa, Iowa: 
Anamosa, Iowa 
Monticello, Iowa 
Hopkington, Iowa 
Langworthy, Iowa 
Arnolds Park, Iowa 
Badger, Iowa 
Cascade, Iowa 
Clarksville, Iowa: 
Clarksville, Iowa 
Plainfield, Iowa 
Shell Rock, Iowa 
Coates, Minn. 
Corwith, Iowa 
Decorah, Iowa: 
Hazelton, Iowa 
Oelwein, Iowa 
Arlington, Iowa 
Calmar, Iowa 
Clermont, Iowa 
Cresco, Iowa 
Decorah, Iowa 
Edgewood, Iowa 
Elgin, Iowa 
Elkader, Iowa 
Fayette, Iowa 
Guttenburg, Iowa 
Hawkeye, Iowa 
Lamont, Iowa 
Lansing, Iowa 
Interstate Power Co., M.L.D. 
Monona, Iowa 
Ossian, Iowa 
Postville, Iowa 
Strawberry Point, Iowa 
Sumner, Iowa 
Tripoli, Iowa 
Waukon, Iowa 
West Union, Iowa 
Delhi, Iowa 
Doon, Iowa 
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Earlville, Iowa 

Emmetsburg, Iowa: 
Emmetsburg, Iowa 
Graettinger, lowa 
Terrill, Iowa 
Ruthven, Iowa 
Wallingford, Iowa 
West Bend, Iowa 
Whittemore, Iowa 

Emmons, Minn. 

Epworth, Iowa 

Evansdale, Iowa: 
Evansdale, Iowa 

Elk Run Heights, Iowa 
Raymond, Iowa 
Washburn, Iowa 

Farley, Iowa 

Gilbertville, Iowa 

Goldfield, Iowa 

Goodell, Iowa 

Hampton, Iowa: 
Hampton, Iowa 
Sheffield, Iowa 
Alexander, Iowa 
Chapin, Iowa 
Latimer, Iowa 
Meservey, Iowa 

Hartland, Minn. 

Hubbard, Iowa 

Iron Junct. Del. Pt., Minn. (Iron 

Ranges’ Mesabi Range) 

Jackson, Nebr. 

Janesville, Iowa 

Jesup, Iowa 

Kanawaha, Iowa 

Lakeville Twp., Minn. 

Lonsdale, Minn. : 
Lonsdale, Minn. 
Veseli, Minn. 

Medford, Minn. 

Moville, Minn. 

New Hampton, Iowa: 
New Hampton, Iowa 
Ionia, Iowa 

New Market, Minn. 

Nora Springs, Iowa 

North Shore Del. Pt., Minn. (Iron 

Ranges’ North Shore) 

Oldham, S. Dak. 

Osage, Iowa: 

Osage, Iowa 
Rudd, Iowa 
























































































































































































































































































































































Otho, Iowa: 
Coalville, Iowa 
Otho, Iowa 

Roland, Iowa 

Sibley, Iowa: 
Ashton, Iowa 
George, Iowa 
Sibley, Iowa 

Silver City, Iowa 

St. Cloud, Minn.: 
Brainerd, Minn. 
Cambridge, Minn. 
Crosby, Minn. 

Ironton, Minn. 

Little Falls, Minn. 

Princeton, Minn. 

Sartell, Minn. 

St. Cloud, Minn. 
Sauk Rapids, Minn. 
Waite Park, Minn. 

Deerwood, Minn. 

Stuart, Iowa: 
Dexter, Iowa 
Earlham, Iowa 
Stuart, Iowa 

Superior, Iowa 

Tama, Iowa: 
Dysart, Iowa 
Garwin, Iowa 
Gladbrook, Iowa 
Tama, Iowa 
Toledo, Iowa 
Traer, Iowa 

Twin Lakes, Minn, 

Vinton, Iowa: 
Garrison, Iowa 
La Porte City, Iowa 
Vinton, Iowa 

Waterville, Minn. 
Morristown, Minn. 
Waterville, Minn. 

Wellsburg, Iowa 

Winona, Minn. : 


Blooming Prairie, Minn. 


Chatfield, Minn. 
Dover, Minn. 


Ames, Nebr. 
Archer, Iowa 
Calumet, Iowa 
Canistota, S. Dak. 
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Winona, Minn.—Continued 


Elgin, Minn. 
Ellendale, Minn. 
Eyota, Minn. 
Hayfield, Minn. 
La Crescent, Minn. 
La Crosse, Wis. 
French Island, Wis. 
Onalaska, Wis. 
Shelby, Wis. 
Lanesboro, Minn. 
Lewiston, Minn. 
Plainview, Minn. 
Preston, Minn. 
Rushford, Minn. 
St. Charles, Minn. 
Stewartville, Minn. 
Spring Valley, Minn. 
Utica, Minn. 
Viola, Minn. 
Winona, Minn. 
Goodview, Minn. 
Winthrop, Iowa 
Alexandria, Minn. : 
Alexandria, Minn. 
Browerville, Minn. 
Long Prairie, Minn. 
Osakis, Minn. 
Wilmar, Minn. : 
Atwater, Minn. 
Cokato, Minn. 
Cologne, Minn. 
Dassel, Minn. 
Glencoe, Minn. 
Grove City, Minn. 
Howard Lake, Minn. 
Hutchinson, Minn. 
Lester Prairie, Minn. 
Litchfield, Minn. 
Norwood, Minn. 
Prior Lake, Minn. 
Silver Lake, Minn. 
Waconia, Minn. 
Wilmar, Minn. 
Winsted, Minn. 
Young America, Minn. 









BRANCH LINES, AND COMMUNITIES SERVED BY THEM, FAILING TO MEET 
CRITERIA WITH RESPECT TO METERING STATION COSTS 


Cedar Bluffs, Nebr. 
Clark, 8. Dak. 
Conde, 8S. Dak. 
Dawson, Iowa 
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Denison, Iowa 
Defiance, Iowa 
Denison, Iowa 
Earling, Iowa 
Elk Horn, Iowa 
Irwin, Iowa 
Kimballton, Iowa 
Manilla, Iowa 
Manning, Iowa 
Maine, Iowa 

Dike, Iowa 

Duncombe, Iowa 

Endicott, Nebr. 

Farmer, S. Dak 

Fertile, lowa: 
Fertile, lowa 
Hanlontown, Iowa 

Fostoria, Iowa 

Fulton, 8S. Dak 

Germantown, Iowa 

Hayward, Minn. 

Hazel, S. Dak. 

Ithaca, Nebr. 

Jamaica, Iowa 

Jefferson, S. Dak 

Macedonia, Iowa 

Mineola, Iowa 

Missouri Valley, Iowa: 
Dunlap, Iowa 
Hancock, Iowa 
Logan, Iowa 
Minden, Iowa 
Missouri Valley, Iowa 
Neola, Iowa 


Missouri Valley, lowa—Continued 
Persia, Iowa 
Portsmouth, Iowa 
Shelby, Iowa 
Woodbine, Iowa 

Moneta, Iowa 

New Hartford, Iowa 

Nickerson, Nebr. 

Orange Center, Iowa 

Owasa, Iowa 

Panama, Nebr. 

Panora, Iowa: 
Linden, Iowa 
Panora, Iowa 

Pipestone, Minn. : 
Baltic, S. Dak. 
Colman, S. Dak. 
Colton, S. Dak. 
Dell Rapids, S. Dak. 
Flandreau, S. Dak. 
Ihlen, Minn. 
Jasper, Minn. 
Pipestone, Minn. 

Rapidan, Minn. 

Richland, Nebr. 

Rogers, Nebr. 

Stratford, S. Dak. 

Vincent, Iowa 

Worthington, Iowa 

Yale, S. Dak. 

Zumbrota, Minn.: 
Pine Island, Minn. 
Wanamingo, Minn. 
Zumbrota, Minn. 


APPENDIX C 


BRANCH LINES AND COMMUNITIES SERVED BY THEM FAILING TO MEET CRITERIA 
WITH RESPECT TO METERING STATION AND BRANCH LINE COSTS 


Braham, Minn. 
Mora, Minn. 
Ackley, Iowa 
Anita, Iowa: 
Adair, Iowa 
Anita, lowa 
srayton, Iowa 
Bryant, S. Dak. 
Ceylon, Minn. 
Elmore, Minn. : 
Elmore, Minn. 
Buffalo Center, Iowa 
Gilbert, Iowa 


Holland, Iowa: 
Holland, Iowa 
Allison, Iowa 
Aplington, Iowa 
Bristow, Iowa 
Dumont, Iowa 
Kesley, Iowa 
Parkersburg, Iowa 

Howard, S. Dak. 

Kenyon, Minn. : 
Kenyon, Minn. 
West Concord, Minn. 

Lawton, Iowa 
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Leshara, Nebr. 
Manchester, Minn. 
Maquoketa, Iowa: 
Maquoketa, Iowa 
Bellevue, Iowa 
Preston, Iowa 
Sabula, Iowa 
Savanna, IIl. 
Merrill, Iowa 
Millard, Nebr. 
Mingo, Iowa 
Newkirk, Iowa 
Onawa, Iowa: 
Decatur, Nebr. 
Mapleton, Iowa 
Onawa, Iowa 
Castana, Iowa 
Salix, Iowa 
Sloan, Iowa 
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Onawa, Iowa—Continued 
Whiting, Iowa 

Sac City, Iowa: 
Arthur, Iowa 
Early, Iowa 
Galva, Iowa 
Holstein, Iowa 
Ida Grove, Iowa 
Lytton, Iowa 
Odebolt, Iowa 
Sac City, Iowa 
Schaller, Iowa 

Thor, Iowa 

Treynor, Iowa 

Trimont, Minn. 

Redfield, S. Dak.: 
Doland, S. Dak. 
Frankfort, S. Dak. 
Redfield, S. Dak. 


APPENDIX D 


COMMUNITIES INTERVENING WHICH NORTHERN HAS NOT AGREED TO SERVE 


Bangor, Wis. 
Bancroft, Iowa 
Big Lake, Minn. 
Buffalo, Minn. 
Burt, Iowa 
Lakota, Iowa 
Milaca, Minn. 
Monticello, Minn. 


New Richmond, Wis. 
Sparta, Wis. 
Titonka, Iowa 
Tomah, Wis. 

Wesley, Iowa 

West Salem, Wis. 
Yale, Iowa 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


POWER AUTHORITY OF THE STATE OF NEW YORK, PROJECT NO. 2000 


* 


ORDER ON REHEARING 
(Issued August 3, 1959) 


On April 10, 1959, (21 FPC 480), we issued an order prescribing a plan of 
regulation of project outflows for Project No. 2000 (located on the St. Lawrence 
River and licensed under the Federal Power Act) and prescribing levels of 
Lake Ontario and St. Lawrence River. At the Power Authority’s request on 
May 28, 1959, we granted rehearing in this matter, allowing the licensee to file 
additional representations in support of its request for modification. On July 
1, 1959, the licensee filed additional representations and seeks modification of 
the order in limited particulars. 

Article 19 of the license for Project No. 2000 provides that in the design, 
construction, maintenance and operation of the project covered by the license, 
the licensee shall comply with all applicable provisions and requirements of 
the Order of Approval issued October 29, 1952, by the International Joint 
Commission (I.J.C. Docket No. 68) to the Governments of the United States 
and Canada for the construction of certain works for the development of power 
in the International Rapids section of the St. Lawrence River. 

The “works” referred to in the Order of Approval are those constructed by 
The Hydro-Electric Power Commission of Ontario in Canada, and those con- 
structed in the United States by the Power Authority of the State of New York 
under the license for Project No. 2000. 

On July 2, 1956, the International Joint Commission amended its October 
29, 1952, Order to incorporate a range of elevations for Lake Ontario and the 
criteria for the regulation of Lake Ontario and the St. Lawrence River. The 
Orders of Approval provide in paragraph (i) that there may be temporary and 
permanent modifications or changes in a plan of regulation for Lake Ontario 
and the St. Lawrence River. 

In a letter dated March 19, 1959, the Chairman of the United States Section 
of the International Joint Commission recommended to the Secretary of State 
that, beginning April 1, 1959, the project facilities be operated in such a manner 
as to meet the criteria and other requirements set forth in the International 
Joint Commission Orders of October 29, 1952, and July 2, 1956, and stated that 
Regulation Plan 1958-A is a workable plan and that it is believed that Plan 
1958-A will meet this objective. It was further noted that continuing excava- 
tion work on the Saint Lawrence River navigation channels above and below 
Barnhart Dam during the 1959 and 1960 navigation seasons may make neces- 
sary minor variations from Plan 1958-A for a limited period of time to ensure 
satisfactory navigation conditions. In this regard, the letter states that the 
International Saint Lawrence River Board of Control will keep itself currently 
informed of channel excavation plans to ensure compliance with the provisions 
of the Approval Orders relating to levels and flows. 

By letter dated March 30, 1959, the Department of State requested us to 
take such action as we deem necessary and appropriate to assure operation of 
the St. Lawrence project facilities in such a manner as to carry out the recom- 
mendation of the International Joint Commission as set forth in the letter of 
March 19, 1959. 
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Our order of April 10, 1959, prescribed the criteria. to govern the regulation 
of the outflows and levels of Lake Ontario and the St. Lawrence River as set 
forth in the International Joint Commission July 2, 1956 Order of Approval and 
prescribed a plan of regulation in detail to bring the operation of the project 
into conformity with Regulation Plan 1958—A. 

The principal difficulty complained of by the licensee appears to be over the 
responsible official agency to which it can turn for guidance in carrying out the 
prescribed method of operation in regulating the outflows and levels of Lake 
Ontario and the St. Lawrence River. However, it should be noted that under 
Section 10(c) of the Federal Power Act the licensee must accept responsibility 
for all damages occasioned to the property of others by the construction, mainte- 
nance or operation of the project works or of the works appurtenant or acces- 
sory thereto, constructed under the license and in no event shall the United 
States be liable therefor. 

The Commission finds: 


(1) Recurring modifications or changes in the Plan of Regulation of the In- 
ternational Joint Commission even in minor respects would require recurring 
amendments of our Order. 

(2) If our order, in general terms, requires compliance with a plan of regula- 
tion consistent with Article 19 of the license rather than in detail as in our order 
of April 10, 1959, the recission of our order of April 10, 1959, and an order 
requiring compliance by the licensee with the orders of the International Joint 
Commission would be in the public interest and tend to facilitate compliance by 
the licensee. 

The Commission orders: 


(A) In the maintenance and operation of the project covered by this license, 
the licensee shall comply with all applicable provisions and requirements of the 
Order of Approval (I.J.C. Docket No. 68) issued October 29, 1952, by the Inter- 
national Joint Commission to the Governments of the United States and Canada 
for the construction of certain works for the development of power in the Inter- 
national Rapids section of the St. Lawrence River, as amended by its Order of 
July 2, 1956. In complying with these requirements, the licensee shall be 
deemed to have accomplished such compliance if it follows Regulation Plan 
1958-A or any supplementary or superseding plan of regulation approved by the 
International Joint Commission, under the supervision of the International Saint 
Lawrence River Board of Control in accordance with paragraph (h) of the 
October 29, 1952, Order of Approval. 

(B) The order issued April 10, 1959, herein is hereby rescinded. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


POWER AUTHORITY OF THE STATE OF NEW YORK, PROJECT NO. 2000 
ORDER GRANTING PARTIAL EXEMPTION FROM PAYMENT OF ANNUAL CHARGES 


(Issued August 3, 1959) 


An application was filed on April 30, 1959, by Power Authority of the State 
of New York, licensee for Project No. 2000, for total exemption from payment 
of annual charges for the period July 17, 1958 through December 31, 1958, pursu- 
ant to the terms of Section 10(e) of the Federal Power Act and regulations of 
the Commission thereunder, on the grounds that: 
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(a) Power generated, transmitted, or distributed by the project was sold to 
the public without profit; 

(b) Power generated, transmitted, or distributed by the project was used for 
State or municipal purposes ; 

(c) Power generated, transmitted, or distributed by the licensee’s entire elec- 
tric system was sold to the public without profit; 

(d) Power generated, transmitted, or distributed by the licensee’s entire elec- 
tric system was used for State or municipal purposes; 

(e) The development is primarily designed to provide or improve navigation ; 
and 

(f) The project is still under construction. 

In accordance with the Act and the Commission’s regulations, the Commis- 
sion’s statement of annual charges for the project billed the licensee $38,048.81 
for the period July 17, 1958, through December 31, 1958. 

The licensee’s application shows the following distribution of the power 
available: 


Sold by licensee : Kwh Percent 
To general consumers 269, 244, 809 20. 9394 
For resale 1, 008, 994, 365 78.4702 

Used for state purposes : 

Interdepartment sales for project construction__-_ 6, 737, 000 . 5239 
Project use 13, 828 . 0011 
St. Lawrence Seaway Dev. Corp 840, 875 . 0654 


Total power available 1, 285, 830, 877 100. 0000 
Power used for station purposes, lost in transmis- 
sion, etc 12, 353, 123 


Total generated and purchased 1, 298, 184, 000 


With respect to ground (a) above, the application shows that only 513 MW 
(9 units) of the authorized 912 MW (16 units) of generating capacity of the 
project were in operation by December 31, 1958, and that all receipts have been 
credited, and all expenses charged, to construction costs. Therefore, from an 
accounting standpoint, the licensee is not in an operating status and is not mak- 
ing a profit on the power sold. The above tabulation shows that 269,244,809 
kwh, or 20.9394 percent, of the power available was sold to general consumers 
and, therefore, can be said to have been sold to the public without profit. 

The other sales of power, totaling 1,008,994,365 kwh, or 78.4702 percent of 
available power, were for resale by others. Section 11.24(e) of the Commis- 
sion’s regulations provides that, notwithstanding the fact that the licensee itself 
is selling power without profit, it will be subject to the payment of annual 
charges to the extent that power is sold to another party for resale, unless the 
licensee shows that the other party, including a wholesale customer, sold the 
power to the ultimate consumer without profit. The licensee has made no 
such showing. 

With respect to ground (b) above, the licensee has shown that 7,591,703 kwh, 
or 0.5904 percent, was used for State purposes, as the basis for partial exemp- 
tion in accordance with Section 11.24(c) of the Commission’s regulations. 

With respect to grounds (c) and (d) above, the application for exemption 
shows the same sources and distribution of power for the project as its entire 
electric system. Therefore, it appears that the project operation is presently 
the licensee’s entire electric operation. Accordingly, we are treating grounds 
(c) and (d) as synonymous with grounds (a) and (b). 
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With respect to ground (e) above, the licensee in constructing the project 
participated in the development of a project containing the features required 
by the Governments of the United States and Canada for a hydroelectric develop- 
ment in the International Rapids section of the St. Lawrence River. All 
features of the project as licensed are essential to full development of the 
International Rapids section for power and would be required for that purpose 
although some of the channels may have been dredged wider and deeper for 
navigation purposes. Consequently, it is concluded that the project was not 
designed primarily to provide improved navigation. 

With respect to ground (f) above, Section 11.24(g) of the Commission’s 
regulations permits exemption if a project is under construction and is not gen- 
erating power. Since our records show that the project was generating power 
during the period for which charges were assessed, the licensee is not entitled 
to total exemption under the section mentioned above. 


The Commission finds: 


(1) The licensee is a municipality within the meaning of Section 3(7) of 
the Act, and is entitled to claim exemption from payment of annual charges 
under Section 10(e) of the Act. 

(2) The licensee is entitled to exemption from the payment of annual charges 
to the extent that the power was used for State and municipal purposes and the 
licensee has shown that 0.5904 percent of the power generated was used for 
State purposes. 

(3) The licensee is entitled to exemption from the payment of the annual 
charges to the extent that the power was sold to the public without profit and 
the licensee has shown that 20.9394 percent of the power generated was sold 
to general consumers without profit. 

(4) The licensee is not entitled to exemption to the extent of 78.4702 percent 
($29,856.98) representing the proportion of power available which was sold 
for resale and for which the licensee has not made the required showing that 
its wholesale customers resold the power without profit. 


The Commission orders: 

The licensee is exempted from payment of the annual charges for which it 
was billed for the period July 17 through December 31, 1958, to the extent of 
21.5298 percent, or $8,191.83, leaving a balance of $29,856.98 now due, payment 
of which shall be made within 30 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


SOUTH CAROLINA GENERATING COMPANY, DOCKET NO. E-6585 


ORDER SUPPLEMENTING PRIOR ORDER AND PROVIDING FOR SUPPLEMENTAL RATE 
SCHEDULE 


(Issued August 3, 1959) 


This matter comes before us again following a second decision of the United 
States Court of Appeals for the Fourth Circuit (South Carolina Generating 
Company v. Federal Power Commission, 261 F. 2d 915, decided December 19, 
1958), staying our rate order of October 24, 1956 (16 FPC 52), and referring 
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it back to us for further proceedings in the light of its opinion. In that opinion 
the Court over-ruled two of Generating Company’s three remaining objections 
to our disallowance of claimed elements of cost on which we fixed its rates to 
Georgia Power Company.’ But the Court found valid the company’s objection 
to our refusal to allow as part of the cost of this service an amount for addi- 
tional Federal and State income taxes payable by Generating Company’s par- 
eut, South Carolina Electric and Gas Company, claimed to be the result of an 
increase in its equity capitalization made to offset the effect, on a consolidated 
basis, of the high debt capitalization of Generating Company. We did not seek 
certiorari to review the Court’s second decision. 

Recomputation of Generating Company’s capacity charge, previously fixed at 
$21.948 per kw per year, on the same basis as before but with such changes as 
are appropriate to reflect allowance of the additional taxes which the Court 
thought should have been allowed, produces a capacity charge of $24.344 per 
kw per year, or $2.396 per kw per year in addition to the amount originally 
fixed. This is computed as follows: Generating Company’s Federal income tax 
allowance for the test year 1956, shown in Appendix A to our October 24, 1956, 
order as $217.434, is increased by $176,809 to $394,243; and its State income tax 
allowance, there shown as $43,854, is increased by $8,087 to $51,941. The 
$176,809 increase in the allowance for Generating Company’s Federal income 
taxes results in a complete elimination of any allowance for the net working 
capital requirement of $93,270 shown in Appendix B to the same order, for if 
Generating Company is to collect additional amounts for such taxes in the rates 
it charges Georgia Power, it should credit the benefit of the cash provided 
through such tax accruals, pending actual payment of such taxes, to offset its 
cash or other working capital requirements. The $93,270 represented the por- 
tion of an aggregate amount of $241,125 for materials, supplies and cash work- 
ing capital requirements which was not offset by the $147,855 of Federal income 
tax accruals there computed to be* available on the average to Generating Com- 
pany during the 1956 test year. When the Federal income tax allowance is re- 
computed at $394,243, the average available accrual amounts to $268,085* or 
more than the $241,125 total aggregate amount of materials, supplies and cash 
working capital requirements of Generating Company during that test year. 

This elimination of any need for an allowance for working capital require- 
ments reduces the total rate base as shown in Appendix B from $12,851,181 to 
$12,757,911 (the average net plant investment of Generating Company there 
shown). Based upon this latter amount, Generating Company’s return require- 
ment at 5.55% for the 1956 test year becomes $708,064. 

With the above changes, the resulting cost of (capacity) service to Generating 
Company previously shown in Appendix A as $1,646,114 becomes $1,825,833. 
Imploying the 75,000 kw contract demand there shown, the resulting cost to 
Generating Company per kw of contract demand becomes $24,344. 

Attached hereto are revised Appendices A and B incorporating the above 
changes. 


1 Other objections to our original order of October 24, 1956 (16 FPC 52), had previously 
been over-ruled (249 F. 2d 755) and, pursuant to the first stay and referral (after denial 
of Generating Company's petition for certiorari, 356 U.S. 912), we issued our supple 
mentary order of June 2, 1958 (19 FPC 855), explaining our position on the three objec- 
tions which had not been finally disposed of in the Court’s first decision. 

268% of $217.434 ; see 16 FPC 67. 

268% of $394.243. 
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Following the remand from the Court, Generating Company filed a petition 
seeking certain further increases in the cost of service as determined on the 
record before us at the time of our original order* and asking that as a result 
of those increases, as well as the income tax allowance required by the Court’s 
decision, the excess of the rate charged over the cost of service on the basis of 
the 1956 test year figures is so small as to be within a zone of reasonableness, 
hence that the rate proceeding should be dismissed. 

We have heretofore had to deal with the question of possible adjustments to 
determinations once arrived at on a record, which we are urged to make upon 
the basis of new evidence that has become available since the record on which 
the original determination was made has closed. City of Detroit v. F.P.C., 230 
F. 2d 810, 822-823, certiorari denied, 352 U.S. 829. But we have no way, short of 
another rate case, of determining whether the claimed increases are partly, 
wholly, or more than wholly offset by decreases. We know from the record that 
it would be reasonable to expect that the accumulating depreciation requirement 
as measured by the annual accruals to the depreciation reserve would reduce 
the rate base by a substantial amount. If petitioner feels that it will be en- 
titled to a higher rate hereafter upon the basis of its cost of service determined 
in accordance with the principles governing the final determination herein, it 
is free to make an appropriate filing at any time. 

The petition must therefore be denied. 


The Commission further finds: 


It is necessary and appropriate for the purposes of the Federal Power Act 
that the order of October 24, 1956, as supplemented, be further supplemented 


and be modified so as to reflect these changés and increase the capacity charge 
there fixed by $2.396 per kw per year, all as hereinafter provided. 


Wherefore, it is ordered that: 


(A) The order of October 24, 1956, as heretofore supplemented, is hereby 
further supplemented and is modified by the addition thereto of the foregoing 
findings and conclusions, and the revised Appendices attached hereto, and the 
eapacity charge of $21.948 specified in paragraph (1) of that order is hereby 
supplemented by the amount of $2.396, making a total capacity charge of $24.344 
per kw per year. 

(B) Copies of the Commission’s order and Appendices A and B of October 
24, 1956, together with the order denying rehearing thereon, the supplemental 
order of June 2, 1958, and this order, together with revised Appendices A and 
B, shall be filed as a Supplement to South Carolina Generating Company’s Rate 
Schedule FPC No. 1, effective as of the originally prescribed date of November 
24, 1956. 

(C) Generating Company’s petition filed March 10, 1959, is denied. 

Commissioner Kline dissenting, filed a separate statement. 

Commissioner Hussey not participating. 


*One of the adjustments sought related to the Commission’s use of the 1954 instead 
of 1955 capitalization ratios. Petitioners’ claims in this connection were repeatedly 
presented to the courts, and not accepted. 
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APPENDIX A 
(Revised) 


Cost of service, year 1956 


Cost classification 


Particulars 


Energy Capacity 
costs 








Operation and maintenance: 
Fuel 
Maintenance 
Oar... 


Total operation and maintenance 
Depreciation 
Taxes, other than income 
Income taxes: 


Return at 5.55 percent... 


Credit fOr FeNtS.------2-------aeeonaenenneneaeeennseneceeconesennens| (1, 100) | 4 (1, 100) 


Total cost of service ‘ 3, 175,233 | 1,349,400 | 1, 825, 833 
Kilowatt-hours (000) dail SLIT Tixtcctensmeeneten 
Energy cost per kilowatt-hour , canal Qi GRIIIIO fas nclicuctsd 
Contract demand—kilowatts | 75, 000 
Cost per kilowatt of contract demand 24. 344 








APPENDIX B 
(Revised) 
Pate base and return, year 1956 
or _ ; 
Particulars Amount |} Particulars 


| 
Working capital requirement—Con. 
Gross average investment $13, 674, 331 | Cash for expenses_..--..-......- | $45, 725 


Plant: 


Less: average depreciation re- i 
DR Wiis ddinnccteancsencsccs | 916, 420 | 


——_—|| Net working capital require- 
Average net plant investment. 12, 757, 911 || | 


Credit for tax accrual funds 1(241, 125) 


Working capital requirement: Total rate base......-_- 12, 757, 911 
Material and supplies_.........-} 195, 400 1 Return at 5.55 percent............... 708, 064 





1 Computed credit of 68% of Federal Income Tax allowance is $268,085 which exceeds the gross working 
capital requirement of $241,125. Accordingly, the credit for tax accrual funds is limited to $241,125. 
K.u1ne, Commissioner, dissenting: 

The majority have twice held in these proceedings that the separate corporate 
entity of the South Carolina Generating Company should be disregarded in 
computing the rate of return and that it should be computed upon a system- 
wide basis, but that in computing the related Federal income taxes the separate 
corporate entity should not be disregarded and the income taxes should not be 
computed upon a system-wide basis. The Circuit Court of Appeals for the 
Fourth Circuit has twice reversed the Commission on this issue, saying that if 
a rate of return is computed upon a system-wide basis not only justice and 


equity but also consistency require that the related income taxes also be com- 
puted on a system-wide basis.’ 


1In the Matter of South Carolina Generating Company v. Federal Power Commission 
and Georgia Public Service Commission, 249 F. 24 755 ; 261 F. 2d 916. 
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I believe the majority is now making a similar error in determining the 
allowance for working capital. In determining the credits for the working 
capital account, it recognizes that the Generatirg Company is a separate entity 
and uses the amounts needed by it for materials and supplies and cash for 
expenses, but in determining the amount of debits to working capital based upon 
the amount of tax accruals it uses a fictitious amount of taxes computed upon 
a system-wide basis. In my opinion, both debits and credits to the working 
capital requirement should be computed upon the same basis. Both debits and 
credits should be determined on a system-wide basis, or both should be deter- 
mined on the basis that the Generating Company is a separate corporate entity. 
To disregard the corporate entity for the purpose of determiaing debits but not 
for the purpose of determining credits as does the majority is neither just nor 
equitable nor consistent. 

There is nothing in the record to show the working capital requirements on 
a system-wide basis and, accordingly, I would compute debits and credits on the 
basis of those shown by the record as needed for the Generating Company as 
we did in our original Opinion No. 297 and would allow working capital of 
$93,270, as allowed in that opinion. 

I also dissent from that portion of the order denying the petition of the Gen- 
erating Company to dismiss the proceedings on the ground that the rate of 
return is within the zone of reasonableness. The petition points out that after 
making the adjustment ordered by the Circuit Court of Appeals with respect to 
income taxes most of the reduction ordered by the Commission in its Opinion 
No. 297 has been eliminated. In my opinion, the resulting cost of service after 
complying with the decision of the Circuit Court is so close to the figure of the 
Generating Company as to be within the zone of reasonableness even without 
making the two adjustments requested by the company in the cost of service. 

Although I agree generally that we should not permit adjustments in the cost 
of service after the record has been closed, I feel that in this case the circum- 
stances are such that the changes requested should be permitted. The Commis- 
sion in its order initiating investigation in this case directed that the test year 
1954 be used, but in its decision used a cost of service prepared on the basis of 
the cost of service in the year 1956. The record was closed in the year 1955 
and it was impossible under these circumstances for the Generating Company 
to show the capitalization ratio of the E&G system existing on December 31, 
1955, or that the state income tax for the year 1956 was 5% rather than the 
414% used by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO. G-—18392 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 4, 1959) 

On April 27, 1959, supplemented on May 25, 1959, East Tennessee Natural Gas 
Company (Applicant) filed in Docket No. G—18392 an application, pursuant to 
Section 7(c) of the Natural Gas Act, for a certificate of public convenience and 
necessity authorizing the. construction and operation of two lateral transmission 
pipelines and appurtenant facilities and the sale of natural gas for resale for 
ultimate distribution to the presently unserved communities of Jefferson City, 
Dandridge, White Pine, and Newport and adjacent areas, in Jefferson and Cocke 
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Counties, Tennessee, all as more fully set forth in the application and supplement. 

Applicant proposes to deliver and sell gas to the newly created Public Utility 
District of Jefferson and Cocke Counties (Utilities District) for distribution in 
the above-named communities through the following facilities: 

(1) 5.02 miles of 444-inch O.D. lateral pipeline extending northwesterly from 
&@ proposed tap and measuring station on Applicant’s existing main 16-inch 
transmission pipeline in Jefferson County to a proposed delivery point to the 
Utilities District near Jefferson City. The estimated cost of these facilities is 
$98,932. The estimated requirement of the Utilities District at this point to 
serve Jefferson City and Dandridge and environs on the third year peak day is 
a maximum of 1,961 Mcf under a gas sales contract between Applicant and the 
Utilities District dated April 1, 1959; 

(2) Approximately 13 miles of 65-inch O.D. lateral pipeline extending south- 
easterly from a proposed tap and measuring station on Applicant’s existing main 
16-inch transmission pipeline in Hamblin County to Utilities District’s proposed 
facilities at Newport and White Pine. The estimated cost of these facilities is 
$320,060. The estimated requirement of the Utilities District at this point to 
serve Newport and White Pine and environs on the third year peak day is a 
maximum of 2,927 Mcf under a gas sales contract between Applicant and the 
Utilities District dated April 1, 1959. 


The Utilities District estimates its total requirements to be supplied by Appli- 
cant as follows: 

let year 2d year $d year 

Annual (Mcf) 656,904 718,271 752, 643 

Peak day (Mcf) 4, 479 4, 888 


Applicant presently purchases its total supply of natural gas from Tennessee 
Gas Transmission Company (Tennessee). The existing full requirements con- 
tract between Applicant and Tennessee provides for authorized delivery of up 
to 202,447 Mcf per day. Applicant’s estimated total peak day requirements 
(including third year service to Utilities District under the present application) 
are 185,278 Mcf, which Applicant has shown that its existing main line system 
ean deliver to existing customers and to Utilities District as proposed. Hence, 
there is no problem of gas supply. 

The estimated total cost of Applicant’s facilities under this application is 
$418,992, which will be financed from funds on hand. 

Temporary authority to construct and operate these proposed facilities was 
granted to Applicant on June 5, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 23, 1959, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 


decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, East Tennessee Natural Gas Company, a Tennessee corporation 
having its principal place of business in Knoxville, Tennessee, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued May 3, 1949, in Docket No. G—1065 (8 FPC 836). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation herein, as supplemented, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce for resale, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system and 
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the construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(8) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder. 

(6) The time within which the facilities hereby authorized shall be placed in 
operation should be fixed at 12 months from the date on which this order issues, 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of rec- 
ord, and not having been denied by the Commission is granted pursuant to Sec- 
tion 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing East Tennessee Natural Gas Company to construct 
and operate the facilities hereinbefore described, all as more fully described in 
the application herein, as supplemented, for the transportation and sale of 
natural gas as therein set forth, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b) and 
(ce) (3), (e) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities authorized herein shall be placed in 
Service is fixed at 12 months from the date on which this order issues. 























Before Commissioners: Jerome K. Kuykendall, 
Stueck, Arthur Kline and John B. Hussey. 


Chairman; Frederick 






GRAND RIVER DAM AUTHORITY, PROJECT NO. 1494 
ORDER APPROVING REVISED PROJECT EXHIBIT 


(Issued August 4, 1959) 





On June 25, 1959, Grand River Dam Authority, licensee for Project No. 1494, 
filed a request to exclude approximately one acre of land from the project. 
The land involved is owned by the licensee and the latter proposes to convey title 
thereto to the town of Disney, Oklahoma, to be used for community purposes. 

The tract involved is located in the NE corner of the NWYSWYNWY, sec. 
13, T. 23 N., R. 21 E., Indian Meridian in Mayes County, about 800 feet east of 
the end of Pensacola dam. The licensee states that the land is not required for 
project purposes, and, based upon our staff study, we concur therewith. 

Exhibit K (FPC No. 1494-146), now part of the license, has been revised 
in the Commission to show the exclusion of the land and the consequent change 
in the project boundary. 
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The Commission finds: 

Exhibit K (FPO No. 1494-146), revised in the manner described above, con- 
forms to the Commission’s rules and regulations and should be reapproved as 
part of the license for the project as hereinafter provided. 








The Commission Orders: 

(A) Revised Exhibit K (FPC No. 1494-146) is reapproved as part of the 
license for Project No. 1494. 

(B) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act, and failure to file such an application shall constitute 
acceptance of this order. 











Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 













TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-18196 









FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 






(Issued August 4, 1959) 






On March 31, 1959, Tennessee Gas Transmission Company (Applicant) filed 
in Docket No. G-18196 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of field facilities to enable Applicant to take into its 
certificated main transmission pipeline system natural gas which will be pur- 
chased from producers in the general area of its existing transmission system 
from time to time during the calendar year 1959. 

The purpose of this budget-type application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipeline 
system new supplies of natural gas in various producing areas generally coex- 
tensive with its system. 

The estimated total cost of the facilities to be constructed is not to exceed $5,- 
000,000 during the calendar year 1959, with no single project to exceed a cost 
of $500,000. Applicant will finance these costs from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 23, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 

























The Commission finds: 


(1) Applicant, Tennessee Gas Transmission Company, a Delaware corpora- 
tion having its principal place of business in Houston, Texas, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued February 14, 1947, in Docket No. G—805 
(6 FPC 416). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein and the exhibits appended thereto, are proposed to be used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, as integral parts of Applicant’s existing 
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pipeline system, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1959 as proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, prior to March 1, 1960, a state- 
ment under oath showing: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted hereunder, (d) the location of said project 
or projects, and (e) the costs of the facilities constructed. 

(6) The authorization granted herein should be limited to construction during 
the calendar year 1959, and the total expenditures for facilities to be constructed 
hereunder should be limited to $5,000,000, with no single project to exceed a cost 
of $500,000. 

(7) The certificate issued herein should be accepted in writing and under oath 
within 30 days from the date of issuance of this order. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 1.30 
(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Tennessee Gas Transmission Company to construct and 
operate the proposed facilities to take natural gas during the calendar year 1959, 
all as more fully described in the application in this proceeding, and upon the 
terms and conditions of this order. 

(B) Applicant shall submit, prior to March 1, 1960, a statement under oath 
showing: (a) names of fields connected, (b) estimates of gas supplies attached, 
(c) a description of the project or projects constructed pursuant to the authoriza- 
tion granted hereunder, (d) the location of said project or projects, and (e) the 
costs of the facilities constructed. 

(C) The authorization granted in paragraph (A) above shall be limited to 
construction during the calendar year 1959, and the total expenditures for facil- 
ities to be constructed hereunder shall not exceed $5,000,000, with no single 
project to exceed a cost of $500,000. 

(D) The certificate issued herein shall be accepted by Applicant in writing and 
under oath within 30 days from the date of issuance of this order. 

(E) The certificate issued herein is not transferable in any manner and shall 
be effective only so long as Applicant continues the operations authorized in this 
order in accordance with the provisions of the Natural Gas Act and the appli- 
cable rules, regulations and orders of the Commission thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-—17959 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 4, 1959) 


United Gas Pipe Line Company (Applicant), a Delaware corporation with a 
principal office in Shreveport, Louisiana, filed in Docket No. G-17959 on March 2, 
1959, an application for a certificate of public convenience and necessity, pursuant 
to Section 7 of the Natural Gas Act, authorizing the construction and operation 
of approximately 8.4 miles of 16-inch lateral supply pipeline and appurtenant 
facilities extending from a point of connection on United’s existing facilities in 
Section 6, Township 19 South, Range 19 East, Terrebonne Parish, Louisiana, 
southwesterly to a proposed metering station to be installed in the Lapeyrouse 
Area in Terrebonne Parish. The purpose of the proposed construction is to 
enable Applicant to transport additional volumes of natural gas purchased from 
various producers in the subject area, subject to the jurisdiction of the Com- 
mission, all as more fully described in the application on file with the Commission. 

Applicant states it was previously authorized in Docket No. G—12416 to con- 
struct and operate a supply lateral necessary to receive into its transmission 
facilities natural gas from the Lapeyrouse Area. However, due to the great in- 
crease in proved reserves (from 70,396,000 Mcf to 327,771,518 Mcf at 14.73 psia) 
and in deliverability, Applicant states that its existing facilities are inadequate 
to transport the gas available from the subject area. The proposed new pipeline 
will constitute a second lateral into the same producing area. 

The estimated initial cost of the proposed facilities is $972,642, which cost will 
be financed out of current working funds. 

The gas supply which will become available by the operation of the proposed 
facilities is reasonably adequate to justify the construction of the proposed 
facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 27, 1959, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 


a decision pursuant to Section 1.30(c)(1) of the Commission’s Rules of Prac- 
tice and Procedure. 


The Commission finds: 


(1) United Gas Pipeline Company is a “natural-gas company” as heretofore 
found by the Commission in its order issued August 21, 1945, in Docket No. 
G-1945. 

(2) The facilities heretofore described are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the juris- 
diction of the Commission and construction and operation therefor by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the facilities as proposed by Appli- 
cant are required by the public convenience and necessity and a certificate 
therefor should be issued. 
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(4) Applicant is able and willing to do the acts and to perform the service 
proposed and to conform to the provisions of the Natural Gas Act, and the 
requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s General Rules and Regulations, including the Rules 
of Practice and Procedure, should attach to the issuance of the certificate, and 
to the exercise of the rights granted thereunder, and that the time within 
which construction of facilities authorized by this order should be completed 
and said facilities should be placed in actual operation should be fixed at 6 
months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the proposed 
facilities, as hereinbefore described, all as more fully described in the appli- 
cation in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations, including the Rules of Practice and Procedure, shall attach 
to the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s rules is hereby fixed at 6 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck. 
Arthur Kline and John B. Hussey. 


MAGNOLIA PETROLEUM COMPANY, DOCKET NOS. G-15723 AND G—17526 
ORDER PERMITTING AND DENYING INTERVENTION AND DENYING CONSOLIDATION 
(Issued August 5, 1959) 


United Gas Improvement Company (UGI), on April 29, 1959, filed a petition 
to intervene in the above-entitled proceedings’ and additionally requested that 
the same be consolidated for the purposes of hearing. 

UGI states that it is a distribution company purchasing natural gas from 
Transcontinental Gas Pipeline Corporation (Transco), which purchases gas 
directly from Magnolia Petroluem Company (Magnolia); that it has a sub- 
stantial interest which will be affected by these proceedings; and that it is not 
adequately represented by the existing parties. 

In the proceeding in Docket No. G-17526 Magnolia filed a proposed increased 
rate for sale of gas to Transco based on a “favored nations” provision of its 
FPC Gas Rate Schedule No. 16. This proposed increased rate was 23.55 cents 


27UGI's petition and motion included Docket No. G-17601. This proceeding was ter- 
minated by the Commission by order issued May 5, 1959. 
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per Mcf. UGI as a purchaser from Transco appears to have sufficient interest 
in the determination of the justness and reasonableness of this higher rate to 
permit its intervention in this specific proceeding. 

In support of its request to intervene in the proceeding in Docket No. G-15723 
(Louisiana tax suspension), UGI takes the position that the suspension of the 
increased rates due to Louisiana taxes was predicated on reasons other than 
simply the possible unconstitutionality or invalidity of the statute involved 
as determined by judicial decision. 

The Commission in its order issued July 31, 1958, in the proceeding in Docket 
No. G-15723, in giving its reasons for suspension, states as follows: 

The increased rates and charges so proposed are intended to reflect (in 
whole or in part) the additional “exise, license, or privilege tax” of one 
cent per Mcf levied by the State of Louisiana pursuant to Act No. 8 of 1958 
(House Bill No. 303), as approved on June 16, 1958, amending Title 47 of 
the Louisiana Revised Statutes of 1950. The Commission is advised that 
litigation is being instituted to challenge the constitutionality of the said 
Act No. 8 of 1958. In consideration of this fact, and in order to assure 
appropriate refund in the event said Act No. 8 of 1958 should be declared 
unconstitutional or otherwise held invalid by final judicial decision, it is 
deemed advisable to suspend the said proposed increased rates and 
charges * * * 

The litigation contemplated by the Commission in the above-quoted order has 
been filed and is now pending. The increased rate filed and suspended as the 
result of Louisiana taxes is considered a separate type of issue or determination 
from the normal periodic or favored-nations type of increase, since as a result 
of the order issued, the validity or invalidity of such an increased rate depends 
primarily on judicial decision. It would appear at this time that no public 
interest would be served by allowing intervention on the part of UGI in the 
proceeding in Docket No. G-15723 or consolidation of this increased rate based 
on Louisiana taxes with an increased rate based upon a “favored nations” 
provision in Magnolia’s contract with Transco. If in the future, however, addi- 


tional issues should appear, UGI may, of course, renew its petition to intervene 
and its motion for consolidation. 


The Commission finds: 


(1) Participation of UGI in the proceeding in Docket No. G—17526 may be in 
the public interest. 

(2) UGI has not shown a sufficient interest in the proceeding in Docket No. 
G-15723 to warrant intervention. 

(3) The issues presented in the proceedings in Docket Nos. G—15723 and 
G-17526 appear to be so diverse and unrelated as not to warrant their consolida- 
tion at this time. 


The Commission orders: 


(A) UGI is hereby permitted to become an intervener in the proceeding in 
Docket No. G—17526, subject to the Rules and Regulations of the Commission: 
Provided, however, that the participation of UGI shall be limited to the matters 
affecting asserted rights and interests specifically set forth in its petition for 
leave to intervene; and Provided, further, that the admission of this Petitioner 
shall not be construed as recognition by the Commission that such Petitioner 
might be aggrieved because of any order or orders of the Commission entered 
in this proceeding. 
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({B) The request for leave to intervene in the proceeding in Docket No. 
‘G-15723 is hereby denied. 

(C) The request to consolidate the proceedings in Docket Nos. G—15723 and 
G-17526 is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G-8934 


ORDER DENYING EXTENSION OF TIME WITHIN WHICH TO CONSTRUCT FACILITIES AND 
AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 5, 1959) 


Pacific Northwest Pipeline Corporation (Applicant) filed a motion, on Decem- 
ber 31, 1958, to extend until January 1, 1960, the time within which it must 
complete construction of certain natural gas facilities authorized by the Com- 
mission’s order of November 25, 1955, as amended October 3, 1957, and January 
31, 1958, in Docket No. G-8934. 

The Commission’s order of November 25, 1955 issued a certificate of public 
convenience and necessity to Applicant in the above-entitled matter, with the 
provision that the authorized facilities be completed on or before November 1, 
1957. On October 3, 1957, the Commission amended its order of November 25, 
1955, to extend until January 1, 1958, the time within which Applicant’s facilities 
should be completed. By order issued January 31, 1958, the time for completion 
of facilities was further extended to January 1, 1959. 

Applicant has substantially completed all of the facilities authorized in this 
proceeding, with the exception of those described below, and to which the 
subject motion relates: 

(1) Two measuring and regulating stations to provide service to the com- 
munities of Colfax and MacIntosh, Washington. The communities have not yet 
completed the financing of their respective distribution faciilties and Pacific 
feels there is no economic justification to complete its facilities until this has 
been accomplished. 

(2) Approximately 28.0 miles of 65-inch lateral line extending from its 
main line and a measuring and regulating station for a direct industrial sale 
to Superior Portland Cement Company at Concrete, Washington. Superior 
was subsequently acquired by another company, which has not yet negotiated 
an agreement for gas service with Pacific. 

(3) Approximately 11.0 miles of 85-inch lateral line extending from its 
Spokane lateral and a measuring and regulating station for service to the 
United States Atomic Energy Commission at Hanford, Washington. Applicant 
has not yet executed an agreement with the Atomic Energy Commission for 
service to the Hanford plant. 

(4) Approximately 85.7 miles of 10%4-inch lateral extending from Spokane 
to a point west of Metaline Falls designated as Metaline Falls Junction and 
approximately 18.6 miles of 6%-inch line to extend from said junction to 
Metaline Falls, Washington, plus one measuring and regulating station. The 
Metaline Falls lateral was to be used for sale to Lehigh Portland Cement 
Company and the Spokane lateral was to have another extension of 12.9 miles 
of 65-inch lateral to Boundary, Washington, for sale to a Canadian customer. 
No mention is made in this request, of the Canadian customer or the proposed 
Boundary lateral, but Pacific states that it is conducting active negotiations 
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with prospective customers along the Spokane and Metaline Falls lateral which, 
if successful, might make these facilities economically feasible. 

Applicant states that it believes, however, that successful negotiations relat- 
ing to these proposed sales will be concluded sometime in 1959 and accordingly 
requests for a third time, that the time within which construction must be 
completed be extended for the period of another year. It is noted that the 
reasons set forth in the subject motion in support of the request are substan- 
tially the same as those relied upon in support of the two extensions heretofore 
granted. 


The Commission finds: 


(1) Applicant has not shown good and sufficient cause over and above that 
heretofore shown to justify further extension of time within which to construct 
the facilities described herein and such further extension should be denied 
as hereinafter ordered. 

(2) It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act, and the public convenience and necessity require, that the Commis- 
sion’s order issued November 25, 1955, In the Matter of Pacific Northwest Pipe- 
line Corporation in Docket No. G—8934 should be amended to delete therefrom 
any and all authorization relating to the construction and operation of natural 
gas facilities authorized therein, which have not been completed on or before the 
date of issuance of this order. 


The Commission orders: 


(A) The motion filed in this proceeding on December 31, 1958, by Pacific 
Northwest Pipeline Corporation for an extension of time within which to com- 
plete the construction of natural gas facilities as heretofore authorized in this 
proceeding is hereby denied. 

(B) The order of the Commission issued November 25, 1955, In the Matter 
of Pacific Northwest Pipeline Corporation in Docket No. G—8934 is hereby 
amended to delete therefrom any and all authorization relating to the construc- 
tion and operation of natural gas facilities authorized therein, which have not 
been completed on or before the date of issuance of this order. 
(C) All other provisions of said order shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


PACIFIC NORTHWEST PIPELINE CORPORATION, 
DOCKET NOS. G-8934 AND G-12601 


DECLARATORY ORDER 
(Issued August 5, 1959) 


Pacific Northwest Pipeline Corporation (Petitioner) filed a petition on June 
15, 1959, for a declaratory order or in the alternative, amendment of the Com- 
mission’s orders issuing certificates of public convenience and necessity to 
Petitioner on November 25, 1955, in Docket No. G-8934 and on August 19, 1957, 
in Docket No. G—12601. 

The order of the Commission issued in Docket No. G—8984 authorized Peti- 
tioner to sell natural gas to Idaho Natural Gas Company for resale in Boise 
and Burley, Idaho and their environs. Intermountain Gas Company (Inter- 
mountain) later succeeded to the interest of Idaho Natural and is now serving 
these communities. 
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The order of the Commission issued in Docket No. G-12601 authorized Peti- 
tioner to sell natural gas to Intermountain for resale in Blackfoot, Shelley and 
Idaho Falls, Idaho. 

Intermountain is now serving the community of Ammon, Idaho with natural 
gas obtained from Petitioner through the facilities certificated in Docket No. 
G-12601 for service in adjacent Idaho Falls. In addition, the communities of 
Garden City and Paul, Idaho, are being served by Intermountain through the 
facilities authorized in Docket No. G—8934 for the sale of gas in Boise and 
Burley, respectively, which are near to Garden City and Paul, Idaho. 

Petitioner desires clarification as to whether the certificate issued in Docket 
No. G—8934 authorizing service in Boise could also be interpreted to cover service 
in Garden City and whether the same certificate authorizing service to Burley 
could be interpreted also to cover service in Paul. Similarly, Petitioner desires 
clarification as to whether the certificate issued in Docket No. G-12601 covering 
service to Idaho Falls could be interpreted as also covering service in nearby 
Ammon. These towns were not mentioned in the proceedings in the respective 
dockets herein. The certificates indicate that Petitioner was authorized to 
serve Boise, Burley and Idaho Falls and their environs. Petitioner is asking the 
Commission to decide whether the word “environs” as used in the proceedings 
can be interpreted as including Ammon, Garden City, and Paul. 

Attached to Petitioner’s petition are maps which show the relative locations 
of the communities in question. Analysis of the maps indicates that there is 
no question that Garden City is located withing the environs of Boise. The 
community of Ammon is just on the outskirts of Idaho Falls and not within its 
corporate limits although it is expected to abut the corporate limits of Idaho Falls 
in the near future. The Community of Paul is located about four miles from the 
corporate limits of Burley, three miles from the corporate limits of Heyburn 
and five miles from the community of Rupert, Idaho in a fairly heavy populated 
area surrounding all four communities. Heyburn and Rupert were authorized 
to be served by Petitioner in Docket No. G—8934. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural Gas 
Act and the public convenience and necessity require that the orders of the 
Commission issued on November 25, 1955, in Docket No. G—8934 and on August 
19, 1957, in Docket No. G-12601 be considered to include and authorize natural 
gas service to Garden City and Paul, Idaho, and Ammon, Idaho, respectively. 


Wherefore, the Commission declares: 
The orders of the Commission issued on November 25, 1955, in Docket No. 


G-—8934 and on August 19, 1957, in Docket No. G—12601 include and authorize 


natural gas service to the communities of Garden City and Paul, Idaho, and 
Ammon, Idaho, respectively. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6889 
SUPPLEMENTAL ORDER ANTHORIZING ISSUANCE OF CONVERTIBLE DEBENTURES AND 
COMMON STOCK 
(Issued August 5, 1959) 


By order issued July 27, 1959 (22 FPC 153), in the above-entitled matter, the 
Commission authorized Pacific Power & Light Company (Applicant) to issue 
$10,996,000 principal amount of Convertible Debentures, due 1974, through an 
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underwritten subscription offering, and to issue the shares of Common Stock, 
$6.50 par value per share, which will become issuable upon conversion of the 
Debentures, subject to the provisions, among others, as set forth in Paragraph 
(B) of that order as follows: 

(B) The proposed issuance and sale of Debentures at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements, and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either filed 
such amendments or shall have mailed them and advised the Commission by 
telephone and telegram as contemplated by Section 34.9 of those Regulations. 

(ii) The Commission, by a further order, shall have approved the coupon rate 
of the Debentures; the conversion price per share of the Common Stock into 
which the Debentures will be convertible; and the compensation to be paid by 
Applicant to underwriters for their commitments and obligations, or the amount 
to be paid to Applicant by underwriters for the right, to purchase the unsub- 
scribed Debentures. 

Subsequent to the issuance of that order, Applicant by letter amendment filed 
July 28, 1959, requested that the period of public invitation for bids for the 
purchase of the proposed unsubscribed Debentures be fixed so as to permit the 
opening of bids and selection of a bid therefor by Applicant (subject to Commis- 
sion approval), six days after the cate of initial publication (July 30, 1959) of 
the public invitation for such bids. Section 34.1la(b) of the Commission’s Regu- 
lations under the Federal Power Act provides inter alia that such period of public 
invitation shall be a minimum of one week unless otherwise ordered by the 
Commission. Applicant advised that delays were encountered in connection 
with the taking effect of the Registration Statement for the proposed Debentures 
and Common Stock under the Securities Act of 1938, which Registration State- 
ment is now effective. 

On August 5, 1959, Applicant filed an amendment, pursuant to the requirements 
of the aforementioned Commission order, stating that it has fixed 43%,% per 
annum as the coupon rate of the Debentures and $40 as the conversion price per 
share of the Common Stock into which the Debentures will be convertible, pay- 
able by surrender of $100 principal amount of Debentures and $20 in cash in 
exchange for each three shares of Common Stock, and that it proposes to accept, 
as representing the lowest aggregate compensation to be paid by Applicant to 
underwriters, the bid of Ladenburg, Thalmann & Co. to purchase the unsubscribed 
Debentures for an aggregate compensation of $20,432.77. As indicated in our 
above-mentioned order, the price at which the unsubscribed Debentures will be 
sold to the underwriters has been fixed by Applicant at 100% of the principal 
amount of the Debentures, plus accrued interest from September 1, 1959, to the 
date of delivery thereof and payment therefor.’ 


1This price {s subject to the following adjustment: On any unsubscribed Debentures 
sold by the underwriters prior to the expiration of 30 days following the expiration of the 
subscription period, the underwriters shall pay to the Applicant (a) 50% of the aggregate 
amount received by them (exclusive of accrued interest and less concessions to dealers, 
brokerage fees and transfer taxes paid or allowed by the underwriters and other out-of- 
pocket expenses incident to such sales) in excess of 100% but not in excess of 104% of 
the principal amount of unsubscribed Debentures so sold, and (b) 75% of the aggregate 
amount received by them (exclusive of accrued interest and less concessions to dealers, 
brokerage fees and transfer taxes paid or allowed by the underwriters and other out-of- 
pocket expenses incident to such sales) in excess of 104% of the principal amount of the 
unsubscribed Debentures so sold. 
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The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued July 27, 1959, in the above docket, 
and the coupon rate of the Debentures, the conversion price per share of the 
Common Stock into which the Debentures will be convertible, and the compensa- 
tion to be paid by Applicant to underwriters under the bid, all as referred to 
above, are reasonable. 

(2) Under the circumstances herein, the 6-day period of publication of Appli- 
eant’s invitation for bids for the purchase of the proposed unsubscribed Deben- 
tures, as set forth above, is reasonable and that period of publication should be 
approved, fixed and deemed to be the period of public invitation for proposals 
for the purchase or underwriting of the proposed unsubscribed Debentures for 
the purposes of Section 34.1a(b) of the Commission Regulations under the Federal 
Power Act, all as hereinafter provided. 

(3) The proposed issuances of Debentures and Common Stock, as hereinafter 
authorized, will be for a lawful object, within the corporate purposes of the 
Applicant and compatible with the public interest, which is appropriate for and 
consistent with the proper performance by the Applicant of service as a public 
utility and which will not impair its ability to perform that service, and is 
reasonably appropriate for such purposes. 


The Commission orders: 


(A) The coupon rate of the Debentures, the conversion price per share of the 
Common Stock into which the Debentures will be convertible, and the compensa- 
tion to be paid by Applicant to underwriters under the bid, all as referred to 
above, are hereby approved as reasonable. 

(B) The period of publication of Applicant’s invitation for bids for the 
purchase of the unsubscribed Debentures is hereby approved, fixed, and deemed 
to be the period of public invitation for proposals for the purchase or under- 
writing of the unsubscribed Debentures for the purposes of Section 34.1a(b) of 
the Commission’s Regulations under the Federal Power Act. 

(C) The issuances of Debentures and Common Stock referred to above, upon 
the terms and conditions and for the purposes specified in the application, as 
supplemented by the amendments referred to above, are hereby authorized subject 


only to the provisions of Paragraphs (C), (D), and (E) of the Commission’s 
order issued July 27, 1959, in this matter. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN 
POWER ADMINISTRATION, DOCKET NO. E-6340 


ORDER EXTENDING CONFIRMATION AND APPROVAL OF RATES AND CHARGES 
(Issued August 5, 1959) 


The Secretary of the Interior, acting upon behalf of the Southwestern Power 
Administration and pursuant to the Flood Control Act of 1944 (58 Stat. 887), 
on July 17, 1959, requested that the confirmation and approval heretofore granted 
by order of the Commission issued January 23, 1959 (21 FPC 46), with respect 
to the rates and charges of the Southwestern Power Administration (SWPA), 
contained in the December 27, 1950, agreement between SWPA and the South- 
western Electric Power Company (SEPC),* be extended and continued for an 
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additional period of not to exceed twelve months, beginning August 9, 1959, 
terminal date of the confirmation and approval of those rates and charges as 
granted by that order. 

The Secretary advises that SWPA is currently engaged in renegotiating the 
aforementioned December 27, 1950, agreement, including the rates and charges 
provided for therein, and it is not anticipated that such negotiations will be 
completed prior to August 9, 1959. In requesting the confirmation and approval 
granted by the aforementioned Commission order (which authorization is in 
effect an extension of an earlier Commission authorization), the Secretary 
cited factors regarded as giving rise to the necessity for renegotiations relative 
to the December 27, 1950, agreement and the need for a period of time within 
which negotiations might be conducted. 


The Commission finds: 


It is appropriate for the purposes of the Flood Control Act of 1944 that the 
confirmation and approval of the rates and charges of SWPA contained in the 
above-mentioned agreement between SWPA and SEPC granted by the above- 
mentioned Commission order be extended and continued for a period of not 
to exceed twelve months from August 9, 1959, as hereinafter provided. 





The Commission orders: 


The confirmation and approval of the rates and charges of SWPA contained 
in the above-mentioned agreement between SWPA and SEPC are hereby ex- 
tended and continued for a period of not to exceed twelve months from August 
9, 1959. 





1 Formerly, the name of the company was Southwestern Gas and Electric Company. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


THE SHAMROCK OIL AND GAS CORPORATION, DOCKET NOS. G-9146 
AND G-9498 


ORDER TERMINATING PROCEEDINGS 


(Issued August 6, 1959) * 





















These proceedings arise under Section 4(e) of the Natural Gas Act, and in- 
volve two filings for increased rates made by The Shamrock Oil and Gas Cor- 
poration (Shamrock) for the sale to Northern Natural Gas Company of gas 
produced in the West Panhandle field of Texas. The proposed increases in 
rates are from 8¢ to 9¢ per Mcf for sour residue gas and from 9¢ to 10¢ per 
Mcf for casinghead gas,’ and were suspended by the Commission by orders 
issued July 19, 1955 and October 18, 1955, respectively. The increases were 
subsequently permitted to go into effect under corporate undertakings to make 
refunds. 

The two proceedings were consolidated and a hearing was held on July 25, 
1956, at which there were present Shamrock, staff counsel, and two intervenors, 
Minneapolis Gas Company and Northern Natural Gas Company. Following the 





*Rehearing denied by order issued October 2, 1959. Op. 832, issued November 20, 1959, 
22 FPC 882, incorporated into order of October 2, 1959. Set aside sub nom. Minneapolis 
Gas Co. v. Federal Power Commiasion, 294 F. 2d 212 (CADC ; 1961). 


1 These increases are embodied in Supplement Nos. 2 and 3 to Shamrock’s FPC Gas Rate 
Schedule Nos. 2 and 3, respectively. 
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presentation of Shamrock’s direct case, the staff and intervenors announced they 
did not wish to cross-examine or to present any testimony of their own. At 
the conclusion of the hearing, staff counsel made a motion joined in by the 
Minneapolis Gas Company to dismiss the increased rate proposals on the ground 
that Shamrock had not discharged the burden of proof imposed by Section 4(e) 
of the Natural Gas Act. On the same day, Shamrock had filed with the Com- 
mission a motion to terminate the proceedings for lack of jurisdiction on the 
ground that the rate increases here involved resulted from periodic fixed in- 
erease provisions in the basic contracts. By order issued August 21, 1956, the 
Commission referred this motion to the presiding examiner for disposition in 
his initial decision. 

On May 21, 1957, the presiding examiner rendered a decision denying Sham- 
rock’s motion to terminate the proceedings and holding, citing Commission 
precedents, that the evidence was inadequate to establish that the increased 
rates were just and reasonable within the meaning of Section 4(e) of the Act. 

Exceptions were filed by Shamrock with a request for oral argument and an 
alternative request to reopen the proceedings if the Commission should find 
that its evidence was insufficient. 

In the first place, it is clear that we had jurisdiction to suspend these rates. 
While the increased rates were contained in a contract already on file as a rate 
schedule, they were nevertheless changes under Section 4(e) of the Natural 
Gas Act which were required to be filed and could be suspended. Section 
154.94(c) of FPC Regulations; Bel Oil v. F.P.C., 255 F. 2d 548, CA5, cert. 
denied 358 U.S. 804. 

However, under the circumstances, we believe it is neither necessary nor 
appropriate nor in the public interest for us to inquire further into the justness 
and reasonableness of the rates here involved for we are of the opinion that the 
rates fall within the zone of reasonableness and that the proceedings should be 
terminated leaving the proposed rates in effect. 

It is true that the record contains no cost of service evidence as such, and as 
the examiner pointed out, we had held in the Union Oil Company case, Opinion 
No. 300 (16 FPC 100),? that such evidence was necessary and required by the 
decision of the Circuit Court of Appeals in the case of City of Detroit v. F.P.C., 
230 F. 2d 810. 

However, since our decision in the Union Oil Company case, we have de- 
termined that cost of service evidence is not adaptable to many producer rate 
eases and that it is necessary to use other criteria or standards in some in- 
stances to determine the justness and reasonableness of rates.’ The courts also 
have recognized that in independent producer rate cases we are dealing with 
new and difficult problems and must look for other standards of justness and 
reasonableness than the traditional cost of service rate base method. In our 
Opinion No. 310, we referred to the case of Mississippi River Fuel Corp. vy. 
F.P.C., 252 F. 2d 619 (CADC) where the court said a “full blown” inquiry 
into producer rates was not necessary. In Bel Oil Corp., et al., supra, the Cir- 
cuit Court of Appeals of the Fifth Circuit, said: 

The regulation of the prices at which thousands of “natural gas com- 
panies” may sell to the pipe line companies is a difficult one at its best. 


2 Affirmed on the merits but set aside on a procedural ground by the Circuit Court of 
Appeals for the Fifth Circuit, Bel Oil Corp., et al. v. F.P.C., 255 F. 2d. 548, cert. denied 358 
U.S. 804. 

*See Pan American Petroleum Corporation, et al., Docket Nos. G-8549, et al., 19 FPC 
463, Opinion No. 310. 
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It is a fleld which in many respects requires new formulas to test what 
is just and reasonable. We think it would be an unjust penalty if we were 
to apply too strict a rule as to the reception of evidence in such a case. 
This is clearly demonstrated by order No. 310 in Pan American Petroleum 
Corporation referred to above. We think it quite clear that in light of 
that order the Commission might adopt some pragmatic standard to apply 
to these cases as it did with Pan American, et al. 


Again, in the recent case of Forest Oil Corporation, et al. v. F.P.C., 263 F. 2d 
622, decided February 20, 1959, the same court said: 


What we intended there to make clear, and what we now say, is: If the 
Commission finds that a rate is reasonable to the consuming public it need 
not reject such rate as not being just and reasonable merely because it will 
yield to a particular producer more than the very minimum required by 
constitutional standards or more by way of net yield than is returned to 
another producer in the same well or field, especially if such result follows 
from a considered decision by the Commission that a uniform price for all 
the producers of a single well or a single field is not only reasonable but 
is also highly desirable for convenience of administration. This is what 
the Commission did in order No. 310, supra. 

We hold only that the proof adduced below was insufficient to enable 
the Commission to determine whether the proposed rate was just and 
reasonable and further that the Commission may consider any evidence in 
arriving at its conclusion that will aid it to determine whether a proposed 
rate is just and reasonable to the public and is not too low to yield a fair 
return on the producer’s investment and a reasonable increment for explora- 
tion and development. 


See also Gulf Oil Corp. v. F.P.C. (CA 5), 255 F. 2d 556. 


Turning now to the evidence adduced in the present case, we find that the 
increased rates of 9¢ per Mcf under the sour gas contract and 10¢ per Mcf 
under the residue gas contract are somewhat below the prevailing prices in the 
area. The weighted average price during 1955 for residue gas produced in the 
West Panhandle Field and sold to interstate pipelines was 10.4¢ per Mcf. When 
the average is confined to prices for gas under contracts made after September 
26, 1949, the date of the sour gas contract, the amount was 12.2¢ per Mcf and 
when confined to contracts made after January 1, 1953, the average was 13.7¢ per 
Mcf. It is also worthy of note that the major part of the gas making up these 
weighted average prices was dry gas which does not require the substantial 
additional investment which the evidence in this case showed was necessary 
to produce and deliver casinghead gas. Data were also submitted on all major 
contracts for a new gas supply, both interstate and intrastate in both the West 
Panhandle and the Hugoton Embayment of the Anadarko Basin in Texas, Okla- 
homa, and Kansas, except for one contract not yet filed with this Commission. 
The base contract prices, with one exception of 10¢ for a sale to an industrial cus- 
tomer, ranged from 12¢ to 16¢ per Mcf at 14.65 psia compared with the 9¢ and 
10¢ base prices involved in these proceedings. 

This evidence clearly discloses that other companies in the West Panhandle 
Field competing with Shamrock for the acquisition of gas supplies are permitted 
to charge rates in excess of those here sought by Shamrock. 

We have previously pointed out‘ that in determining whether a particular 


* Ibid. 
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independent producer rate increase should be accepted or suspended, it is 
necessary to look to field prices since it is administratively infeasible to conduct 
a cost investigation as to each rate filing. The rate increases here in question 
were suspended when we had only a meager knowledge of field prices in the 
area. We are not now suspending increases to these levels of 9¢ and 10¢ in 
this area, and if this matter were now before us for the first time as to whether 
or not we should suspend these rates, we would not, with the knowledge we now 
possess, suspend them, 

There are other factors than field prices which weigh heavily in our deter- 
mination to terminate these proceedings. Each of the gas sales contracts here 
involved is for a term of 20 years, and provides for only one increase in price 
during its entire term, the 1¢ periodic increase at the end of five years with 
which we are here concerned. The contracts contain no favored-nations’ 
clauses or other escalatory clauses of any kind. 

There is also substantial evidence that Shamrock’s costs have been increas- 
ing and will continue to increase. Gas pressures in the field have dropped 
steadily since these contracts were executed and will continue to drop in the 
future. Since the dates of the execution of these contracts, Shamrock has had 
to increase the installed compressor horsepower on the sour gas gathering sys- 
tem from 3,000 horsepower to 11,050 horsepower, and on the casinghead gas 
gathering system from 4,200 horsepower to 12,380 horsepower. Further sub- 
stantial investment in facilities must be made by Shamrock in the future not 
only to maintain adequate pressures but also in other respects. Also, this Com- 
mission has accepted rate increase filings made by a considerable number of the 
producers supplying gas to Shamrock, thus increasing the cost to Shamrock of 
its purchased gas and placing it in a price squeeze with respect to such gas. 

Taking into consideration all of these factors, the low price of this gas in 
relation to other prices in the area, the small increase requested, the fact that 
it is the only increase provided for in the contract during its 20-year term, the 
evidence of increased costs to Shamrock since the contract was executed and the 
need for still further investments in the future we are of the opinion that the 
rates of Shamrock are just and reasonable to the consuming public, and that 
further proceedings are unnecessary. 

Furthermore, the number of independent producer rate cases before us makes 
it imperative that we dispose of those cases, like the present ones, where we feel 
there is little or nothing to be gained from further proceedings. Our records 
show that as of March 31, 1959, we had suspended a total of 2,317 producer rate 
filings, of which we have made some disposition of only 132 filings. Of this 
latter group, only a small number have been concluded on the merits, and in 
so doing we have not been required to make a determination of many of the 
controversial issues involved in the regulation of independent producers. We 
feel it is in the public interest to dispose of producer rate filings such as these 
while we are attempting to arrive at a formula by which to set rates. A re 
mand to adduce additional evidence in the present proceedings would extend 
the almost four-year delay since suspension of these rates. Until producer rate 
eases are settled, the rates of the pipeline companies and possibly the distribut- 
ing companies are also uncertain and it is not in the public interest to have 
rates unsettled for such a lengthy period of time. Our termination of these pro- 
ceedings and similar proceedings does not mean that we will terminate pro- 
ceedings where the increase is great or where the final price is high relative to 
prices in the field or area. 


In view of the action taken here, it will not be necessary to hold oral argu- 
ment. 
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The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural Gas 
Act to terminate the above-entitled proceedings, to deny the motion for oral 
argument and to deny the alternative request to reopen the proceedings. 


The Commission orders: 


(A) The above-entitled proceeding is hereby terminated and the proposed rates 
contained in Supplement No. 2 to Shamrock’s FPC Gas Rate Schedule No. 2 
as modified by Supplement No. 3 thereto and the proposed rates contained in 
Supplement No. 3 to Shamrock’s FPC Gas Rate Schedule No. 3 as modified by 
Supplement No. 4 thereto shall remain in effect until changed in accordance 
with the provisions of the Natural Gas Act. 

(B) Shamrock’s alternative request to reopen the proceedings and staff coun- 
sel’s motion to dismiss the increased rate proposals are hereby denied. 

(C) Exceptions filed that are inconsistent with this order are hereby denied. 

(D) Shamrock’s motion for oral argument is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


CITIES SERVICE GAS COMPANY, DOCKET NO. G—18497 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 7, 1959) 


Cities Service Gas Company (Applicant), a Delaware corporation with a 
principal office in Oklahoma City, Oklahoma, filed in Docket No. G—18497, on 
May 8, 1959, an application for a certificate of public convenience and necessity 
authorizing it to tap its existing 26-inch pipeline in Lyon County, Kansas, at 
which point it will construct and operate metering and regulating equipment 
and sell natural gas to the City of Americus, Kansas, for resale to the inhabi- 
tants of Americus, subject to the jurisdiction of the Commission, all as more 
fully described in the application on file with the Commission. 

The City proposes to construct 9,290 feet of 2-inch transmission line from 
Applicant’s proposed tap to a distribution system to be built and operated by 
the City. 

The estimated peak day and annual gas volumes required to render the pro- 
posed service are as follows: 


Requirements in Mcf 


Peak day Annual 
21, 291 
25, 908 
27, 063 


The estimated cost of its proposed facilities is $5,435 to be paid out of its 
treasury cash. Applicant will be reimbursed by the City of Americus for its 
expenditure from money received through the sale of bonds. The estimated 
cost of all the City’s facilities including overheads and contingencies is $55,- 
288.70, for which the City of Americus has voted $55,000 municipal gas system 
bonds and has entered into an agreement with a bonding company for sale of 
the bonds to finance the construction of its system. 
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The volumes of gas required for this new service will not have any appre 
ciable effect on Applicant’s over-all gas supply or service rendered to its exist- 
ing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 28, 1959, respecting the matters involved in and the issues presented by 
the application filed herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 





(1) Applicant, a Delaware corporation, having its principal place of business 
in Oklahoma City, Oklahoma, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission and the construc- 
tion and operation thereof by Applicant are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (1), (3), (4) and (e) of Section 
157.20 of the Commission’s General Rules and Regulations, including the Rules 
of Practice and Procedure, should attach to the issuance of the certificate re- 
ferred to in paragraph (3) above and to the exercise of the rights granted 
thereunder, and that the time within which construction of facilities authorized 
by this order should be completed and said facilities should be placed in actual 
operation should be fixed at 12 months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the natural gas 
facilities as hereinbefore described, all as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c)(1), (3), (4) and (e) of Section 157.20 of the Commission’s Rules and 
Regulations, including Rules of Practice and Procedure, shall attach to the 
issuance of the certificate granted in paragraph (A) hereof, and to the exercise 
of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual! operation as provided by paragraph (b) of said 
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Section 157.20 of the Commission’s Rules is hereby fixed at 12 months from 
the date on which this order issues. 


SOUTH GEORGIA NATURAL GAS COMPANY, G-9892; SOUTHERN NAT- 
URAL GAS COMPANY, G—14587; SECURE TRUSTS, G—14903; ESTATE 
OF LYDA BUNKER HUNT, DECEASED, G-14904; H. L. HUNT, G—14905; 
THE TEXAS COMPANY, G—15038; OLIN GAS TRANSMISSION CORPO- 
RATION, G-15110; EARL G. BATEMAN 4.b.a. BATEMAN DRILLING COM- 
PANY, OPERATOR, ET AL., G-15141; HUNT OIL COMPANY, OPERATOR, 

G-15146 ; THE CALIFORNIA COMPANY, G-16680 ; PLACID OIL COMPANY, 

G-17746; GULF OIL CORPORATION, G—17760 


OPINION AND ORDER ADOPTING IN PART AND REVERSING IN PART INITIAL DECISION OF 
PRESIDING EXAMINER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
UNDER SECTION 7(€) OF THE NATURAL GAS ACT. 





(Issued August 7, 1959)* 
Syllabus 


- Commission in certificate case defers consideration of question of rate “tilting” 
until subsequent rate proceeding. P. 214. 
2. Facilities proposed by Southern, including those resulting in excess capacity, 
are required by the public convenience and necessity. P. 215. 
8. Commission denies authorization for additional compressor horsepower which 
would be used to deliver natural gas largely for boiler fuel. P. 215. 
4. Commission denies authorization for service to three municipalities having 









d debt service coverage ratios of less than1.5. P. 216. 
3 5. Commission rejects argument that under Section 154.91(c) (1) of the Regula- 
tions under the Natural Gas Act, where the operator of the property is 
1 not a signatory co-owner to the gas purchase contract, a co-owner has the 
1 right to file in behalf of another co-owner. P. 216. 
l 6. The reference in the Supreme Court’s opinion in the CATCO case to deter- 
r mining whether the price proposed is “out of line” reasonably permits the 
use of comparative field prices for this purpose. P. 218. 

e 7. Commission concludes, based on the requirements laid down by the Supreme 
s Court in its CATCO opinion, that the proposed producer sales are substan- 
l tially supported by the evidence of record, and should be certificated at 
n the prices proposed. P. 221. 

8. Commission issues certificates of public convenience and necessity under 

Section 7 of the Natural Gas Act to applicants. 
Commissioner Connole not participating. 
Ss Camper O’Neal, Lawrence Dumas, Jr., and Harry A. Poth, Jr., for South 
8 Georgia Natural Gas Co. 
o William 8. Tarver and H. D. McHenry for Southern Natural Gas Co. 
Charles K. Oxford for Gas Light Company of Columbia. 

) Norman A. Flaningam and EZ. W. Moise for Atlanta Gas Light Co. 
d Harry A. Poth, Jr., Peyton G. Bowman ITI, and H. H. Hillyer, Jr., for South 
e Atlantic Gas Co. 
e Harry 8. Littman and Dale A. Wright for Alabama Gas Corp. 
I- *Designated Commission Opinion No. 825. Initial decision appears on p. 222. Proceed- 
d ings reopened for the receipt of additional evidence as to the application of the City of 


Lumpkin, Ga., by order issued September 21, 1959. Service to Lumpkin authorized by order 
issued November 9, 1959. 
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Harry A. Poth, Jr., Peyton G. Bowman III, and Arthur M. Williams for 
South Carolina Natural Gas Co. 

BE. Smyths Gambrell and Theodore M. Forbes, Jr., for Georgia Coastal 
Natural Gas Corp. 

Horace Richter for Gas Section, Georgia Municipal Association, Cities of 
Albany, Americus, Bainbridge, Cairo, Cordele, Camilla, Dawson, Moultrie, 
Pelham, Richland and Thomasville, Georgia, and Havana, Quincy and Tallahas- 
see, Florida. 


Alvin L. Rowe and Norman A. Flaningam for Georgia Public Service Com- 
mission. 

Camper O’Neal and Lawrence Dumas, Jr., for the City of Tifton, Ga. 

Horace Richter for the City of Dublin, Ga. 

Daryal A. Myse for the City of Lumpkin, Ga. 

W. R. Forrester for the City of Cordele, Ga. 

J. L. Arnold for Georgia Municipal Association. 

Jacob Goldberg for Georgia Natural Gas Transmission Company Board, Mid- 
Georgia Natural Gas Co., Cities of Millen, Monticello, Eatonton, Warrenton, 
Thomson, and Sparta, Ga. 

William Hiz Key for the City of Monticello, Ga. 

Harry A. Poth, Jr., for Mississippi Valley Gas Co. 

Thomas H. Adams, Jerome J. McGrath, and John A. McGrath for Tifton Gas 
Co., Tri-County Gas and Appliance Co., and Southern Propane Co. 

R. H. L. Halil for National Coal Association. 

Welly K. Hopkins for United Mine Workers of America. 

Jerome J. McGrath and John A. McGrath for National Coal Association, 
United Mine Workers of America, and Fuels Research Council, Inc. 

Morris L. Forer for Waverly Consumers Product Co. 

Richard M. Merriman for South Atlantic Gas Co., South Carolina Natural 
Gas Co., Mississippi Valley Gas Co., and South Georgia Natural Gas Co. 

Georgia 8. Finley, Edward L. Atkinson, and Robert HE. May for Secure 
Trusts, Estate of Lyda Bunker, Hunt, Deceased, H. L. Hunt and Hunt Oil Co. 

Paul F. Schlicher and Harry X. Bay for The Texas Co. 

Edel F. Blanks, Norman A. Flaningam, and Spencer W. Reeder for Olin Gas 
Transmission Corp. 

Morris Wright for Earl G. Bateman d.b.a. Bateman Drilling Co. 

L. M. Lamar, Justin R. Wolfe, and Charles A. Case, Jr., for The California Co. 

Robert W. Henderson for Placid Oil Co. 

Merle H. Minks for Gulf Oil Corp. 

H. D. McHenry and William 8. Tarver for Southern Natural Gas Co. 

Alfred 0. De Crane, Jr., and Frank H. Strickler for The Texas Co. 

E. B. Blackmon, Eugene L. Smith, and John Paul Geneau for the staff of the 
Federal Power Commission. 

Before Commissioners: Jerome K. Kukendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


OPINION 


These proceedings, which are before us on exceptions to the presiding exam- 
iner’s initial decision issued June 11, 1959, involve applications filed by two 
natural gas pipeline companies and ten independent producers for certificates 
of public convenience and necessity under subsections (c) and (e) of Section 
7 of the Natural Gas Act (Act). Southern Natural Gas Company (Southern), 
which presently operates a pipeline system extending from Louisiana to South 
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Carolina serving the mid-south, proposes to construct and operate additional 
pipeline, compressor and appurtenant facilities costing an estimated $52,265,675, 
to increase the daily delivery capacity of its system by 375,000 Mcf per day to 
render sales to existing and new customers in the area it serves. Southern 
also has filed a budget type application for facilities, the total cost of which 
would not exceed $3,000,000. South Georgia Natural Gas Company (South 
Georgia), a pipeline company which purchases all its gas from Southern and 
serves principally customers in southern Georgia, proposes to construct and 
operate additional pipeline laterals and appurtenant facilities costing an esti- 
mated $1,946,965 and would, inter alia, sell gas to nine new municipal customers 
and three new direct industrial customers in Georgia. Initially, South Georgia 
would receive an additional 36,700 Mcf of contract demand gas per day from 
Southern, the volume to increase subsequently. 

The ten producers, as more fully set forth in the examiner’s decision, seek 
permission to sell Southern the necessary volumes of gas, mainly from east 
central Louisiana and southwestern Mississippi fields. Prices to Southern 
would range from 19 cents to 21.5 cents per Mcf of gas, exclusive of tax 
reimbursement. 

The presiding examiner would certificate the parties’ proposals substantially 
as requested. Exceptions were filed to the examiner’s decision only by certain 
competing fuel interests and staff counsel. As hereinafter more fully appears, 
we shall adopt the presiding examiner’s decision in most particulars. Since 
the facts and issues are fully described in the exdminer’s decision, discussion 
here shall be confined to the matters brought before us by the parties’ excep- 
tions respecting which we deem it appropriate to supplement, modify or reverse 
the examiner’s decision. 

The principal questions before us, which are six in number and which we shall 
consider in the order stated, are as follows: (1) whether we should grant 
staff counsel’s request to reopen the proceedings to receive evidence respecting 
a claimed “tilt’ in Southern’s rates for the sales proposed herein; (2) 
whether claimed excess capacity on Southern’s system requires the denial 
of any of the authorizations sought herein; (3) whether Southern should be 
authorized to install and operate additional compressor horsepower at its Wrens 
compressor station in view of the use of this capacity exclusively to deliver 
off-peak, interruptible gas largely for boiler fuel usage; (4) whether three 
municipal projects, to which South Georgia proposes to make sales and which 
have debt coverage ratios of less than 1.5, have been shown to be economically 
feasible; (5) whether two producers should be permitted to withdraw their 
certificate applications and a third be permitted to amend its application to 
cover the former; and (6) whether there is substantial evidence establishing 
that the initial prices proposed by the producers herein are required by the 
public convenience and necessity in accordance with the Supreme Court’s deci- 
sion in Atlantic Refining Company v. Public Service Commission of the State of 
New York (the Catco decision), 360 U.S. 378, 79 Sup. Ct. 1246, June 22, 1959. 

As appears more fully hereinafter, we answer all these questions no, with the 
exception of question (6), which we answer affirmatively. Thus we differ with 
the examiner only with respect to questions (3) and (4), and must reverse his 
decision with respect to those issues. 

Staff's request to reopen proceedings to receive evidence respecting the claimed 
“tilt” in Southern’s rates—The presiding examiner rejected staff counsel's 
request that these proceedings be reopened for the purpose of receiving further 
evidence with respect to a claimed “tilt” in Southern’s proposed new rates for 













214 FEDERAL POWER COMMISSION 


the sales involved herein, these being the rates filed by Southern on April 13, 
1959, and suspended by the Commission until November 1, 1959.* 

According to staff counsel, the proposed new rates are tilted to higher demand 
rates than demand costs and to lower commodity rates than commodity costs. 
Staff counsel takes the position that Southern should be required to justify the 
tilt in its rates before the sales, and the necessary facilities, are permanently 
certificated. Staff counsel points out that the customer companies in these 
proceedings have relied on the rates proposed by Southern for their sales com- 
mitments and that an increase in those rates because of a reversal of the rate 
tilt in the proposed new rates would possibly affect sales, a matter which 
should be considered now rather than after the consummation of the proposed 
project. Also, staff counsel objects to the examiner’s ruling that questions 
respecting the impact and reasons for the rate tilt were irrevelant, pointing out 
that rates, including questions of rate levels and allocation of costs, are im- 
portant factors in a certificate application. 

We conclude that staff’s request for reopening should be denied. Of course, 
questions of rates, including rate level and allocation of costs, are of importance 
in pipeline certificate proceedings, as we have often held. However, Southern 
has now filed new proposed increased rates in accordance with Section 4(d) of 
the Act, which rates have been permitted to take effect subject to refund; anid a 
hearing will be conducted in the future with respect to the propriety of these 
rates. Thus, the issues raised in connection with them, including any questions 
of rate tilt, can most feasibly be considered in the impending rate proceedings. 
As is attested by our frequent issuance of pipeline certificates with conditions 
requiring the future filing of acceptable rates, it is not always possible to deter- 
mine rate issues in advance of the issuance of a certificate. In this case, the 
record respecting market needs and construction requirements calls for the issu- 
ance of certificates with the least possible delay. 

The record does not, of course, show affirmatively that the estimated purchases 
will be made by Southern’s customers if the proposed rates are changed to 
reflect a different allocation of costs. However, at the oral argument counsel 
for two of the largest resale customers of Southern stated that they wanted 
the gas and were willing to pay the lawful rates that the Commission may de- 
termine in a rate proceeding. It can be concluded from these statements that 
there will exist a market for the gas that will be resold, whatever lawful rates 
might result from a different allocation of costs. The question of rate tilt will 
perforce be considered subsequently. 

Claimed excess capacity on Southern’s pipeline system.—The new facilities 
which Southern proposes herein would increase the daily delivery capacity of 
its pipeline system by 375,000 Mcf. The presiding examiner concluded that the 
design of Southern’s facilities to include some 35,000 Mcf in daily capacity in 
excess of its contract daily obligations for the 1960-1961 winter was desirable 
and proper. 

Interveners National Coal Association, United Mine Workers of America, and 
Fuels Research, Inc. (National Coal Association), contend that actually, the 
excess daily delivery capacity on Southern’s system totals some 57,000 Mcf, 
resulting purely from Southern’s inability to show a market for these volumes, 
even two years hence. They argue that the sole function of this capacity, if 


1Southern’s present rates on which it relied to show the economic feasibility of its 
project herein were permitted by the Commission to take effect under an order issued April 
16, 1958. Although that order permitted Southern to charge these rates, we stated therein 
that we had reservations respecting the level of the demand and commodity components 
of the rates, and we provided for a hearing with respect to that and another issue, 
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authorized, would be to provide Southern with extra capacity to deliver indus- 
trial gas for direct or resale interruptible sales until such time in the indefinite 
future as firm markets build up or a new outlet is found. 

We conclude that the facilities proposed by Southern herein, including those 
resulting in the excess capacity complained of, are required by the public con- 
venience and necessity. Southern’s system in its design and operations differs 
from many other pipeline systems; over the years as Southern’s pipeline has 
grown, the excess capacity on its system has varied from a substantial amount 
to very little, due perhaps to the disparate character of its system and opera- 
tions, among other factors. The amount of excess capacity resulting from its 
present proposals appears to be reasonably within the range it has experienced 
in the past. This amount may reasonably be expected to decline as the com- 
pany’s operations continue. The present record affords no basis for the denial 
of Southern’s project or any part thereof on the ground of excess capacity. 

Additional capacity at Southern’s Wrens compressor station.—The presiding 
examiner would certificate an additional 660 horsepower compression at South- 
ern’s existing Wrens compressor station, finding that this capacity is necessary 
to prevent certain of Southern’s more easterly customers from being discrimi- 
nated against by being limited to contract demand deliveries for a materially 
greater portion of the year than the other customers on Southern’s system; to 
assure the availability of gas for certain of Southern’s direct industrial custom- 
ers in Savannah, Georgia, and South Carolina ; to assure a higher load factor for 
Southern’s operations; and to enable Southern to meet the annual minimum take 
obligations specified in its producer contracts. The Wrens compressor station at 
present has 660 horsepower compression. 

The National Coal Association takes the position that this additional com- 
pressor horsepower should be denied. It contends that the sole function of the 
Wrens station is to enable Southern to deliver large volumes of off-peak or 
interruptible gas to industrial and utility customers during the warmer months 
of the year, and that in view of the company’s gas supply situation, this proposal 
should not be approved. It argues that the Wrens station is not utilized at all 
during the colder months when Southern is called upon to supply the maximum 
firm contract obligations to its customers. Pointing out that the increased sales 
made possible by means of these facilities would consist largely of boiler fuel 
sales, it invokes the numerous Commission decisions holding that such sales 
should be permitted only on a positive showing. 

We conclude that the certification of the additional 660 compressor horsepower 
at the Wrens station should be denied. It is clear from the record that the 
Wrens station is not proposed to be utilized at all for firm peak deliveries but 
performs the function solely of enabling Southern to deliver interruptible gas 
largely for boiler fuel. The claimed need for this additional compression and 
the benefits which it is said would flow from it are not substantially evidenced 
in the record, and we cannot find that the positive showing we have required in 
analogous situations has been made. 

Proposed sales by South Georgia to municipalities—South Georgia, which 
would purchase initially an additional 36,700 Mcf of contract demand gas from 
Southern, effective November 1, 1959, proposes to sell 6,317 Mcf per day of this 
gas to nine new municipal customers in Georgia ; the towns of Fitzgerald, Tifton, 
Ocilla, Sylvester, Ashburn, Nashville, Meigs, Lumpkin, and Quitman on the 
1960-61 peak day. The presiding examiner concluded that all these proposed 
sales should be authorized. Although he found that the debt service coverage 
ratio for three of the projects was lower than the 1.5 minimum we have gen- 
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erally considered permissible to establish economic feasibility—Sylvester’s debt 
ratio is 1.47 according to staff, 1.4954 according to South Georgia, Ocilla’s is 0.98, 
and Lumpkin’s is 1.48—he was of the view that other circumstances, such as 
testimony of the financeability of the projects and their prospects of growth, 
were such as to offset the poor debt ratio showings. Staff recommends that on 
the basis of the above stated debt service ratios, which it computed on the basis 
of 30-year amortization schedules and third year levelling, the sales to these 
three municipalities be denied. The 1960-61 peak day requirements for these 
three communities total 996 Mcf of gas. 

Certain interveners, the Southern Propane Company, Tifton Gas Company and 
Tri-County Gas and Appliance Company (LPG interveners), go further, con- 
tending that all these municipal projects should be denied. These interveners 
contend that actually, none of these towns can show as much as a 1.5 debt 
coverage ratio since a 20-year not a 30-year maturity schedule should be employed 
in view of the relatively short deliverability of Southern’s reserves; since the 
ratios relied on by the examiner were based on lower interest rates than the bonds 
could possibly draw ; and since his calculations fail to reflect the increasing cost 
of natural gas. In addition, they argue that the market estimates of the proj- 
ects are overstated, their costs understated, and that the competitive cost of other 
fuels precludes conversions to gas to the extent postulated by the proponents of 
these projects. Also they assert that the experience of comparable communities 
with projects having debt ratios as low as those of these municipalities estab- 
lishes that such projects are having a very difficult time deriving sufficient 
income to redeem their revenue certificates. And they contend that their busi- 
nesses will be injured by these uneconomic projects. 

We conclude that South Georgia’s proposed sales to the three municipalities of 
Sylvester, Ocilla and Lumpkin having debt service coverage ratios of less than 
1.50 should be denied. The others shall be granted, for the reasons stated in 
the examiner’s decision. The public convenience and necessity require that the 
project relied on to support the proposed sale be shown to be economically feas- 
ible. We have regarded a debt service coverage ratio of 1.5 as an appropriate 
index to establish the economic feasibility of projects such as these. Although 
other circumstances may have bearing on this question, such other circumstances 
as exist in this case—the prospects of future customer conversions and attach- 
ments, for example—are such as to increase rather than lessen the importance of 
strict adherence to this requirement. However, the denial of these sales is 
without prejudice to these municipalities making a future showing, if they are 
able to do so, of projects that are economically feasible. 

Requested withdrawal of certain producer applications—Two producers, Se- 
cure Trusts and Estate of Lyda Bunker Hunt, Deceased, request that they be 
permitted to withdraw their certificate applications and that the filing of H. L. 
Hunt be permitted to be amended to cover all three. All these filings relate to 
the Coffee Bay field in which Olin Gas Transmission Corporation is the operator. 
The presiding examiner denied these requests on the grounds that their grant 
would be contrary to the terms of Section 154.91(c)(1) of the Commission’s 
Regulations under the Natural Gas Act, that no reason has been shown for a 
waiver of these regulations, and that if a waiver were permitted for these parties 
it should be permitted for all in a similar situation. 

Counsel for the producers argues that under Section 154.91(c)(1), where 
the operator of the property is not a signatory co-owner to the gas purchase 
contract, a co-owner has the right to file in behalf of another co-owner. Since 
Olin, the operator, is not an “independent producer” under the definition con- 
tained in Section 154.91(a), it is said, Olin cannot be the “operator” of the prop- 
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erties, within the contemplation of the regulations. Accordingly, it is argued, 
H. L. Hunt, a signatory co-owner, should be permitted to file on behalf of the 
other two co-owners, which would be consistent with the purpose of the regu- 
lations of eliminating unnecessary filings. It is requested that if the regulations 
do not permit this, they be waived. 

The Commission’s regulations pertaining to the filings permitted and re- 
quired by independent producers under the Natural Gas Act are under considera- 
tion with a view to their revision and improvement. We think that questions 
of their applicability to facts such as those presented herein and of the 
desirability of permitting any exceptions to them should appropriately be dealt 
with on a comprehensive basis in the light of our general consideration of the 
entire signatory problem and of such revisions as may result therefrom. Ac- 
cordingly, these requests should be denied. 

Substantiality of the evidence to support the producers’ initial prices—The 
presiding examiner found that the initial prices proposed for the producer 
sales—19 to 21.5 cents per Mcf, exclusive of tax reimbursement—were required 
by the public convenience and necessity, and refused to attach price conditions 
to the certificates, as recommended by staff. 

Noting that the examiner did not have the benefit of the Court’s Catco opinion 
since his decision was issued before the Catco opinion was handed down, staff 
counsel takes the position that the case should be remanded to the examiner 
for further evidence on the price aspects of the producers’ applications. Staff 
counsel argues that the examiner’s approval of these prices was based on the 
view that the burden of sustaining them was on someone other than the pro- 
ducers, but that the decision of the Supreme Court on June 22, 1959, in 
Atlantic Refining Co. v. Public Service Commission of the State of New York, 
860 U.S. 378, 79 Sup. Ct. 1246 (the Catco decision), makes it clear that the burden 
rests on the applicants. In addition, staff counsel contends that the Supreme 
Court, in disapproving the 22.4-cent price involved in the Catco case, has in 
effect disapproved all prices found on the Commission’s approval of the Catco 
price, which includes the prices in this case. 

Southern and the producers take the position that the initial prices proposed 
by the latter are required by the public convenience and necessity, and that no 
initial price conditions should be attached. They contend, among other things, 
that the heart of the Catco opinion is found in the Court’s language quoted in 
the footnote’ specifying when the proposed price would signal a situation 
probably not in the public interest; and argue that none of the circumstances 
referred to there are present in this case. 

As we understand the decision, the Supreme Court in its Catco opinion held, 
in essence, that the producers’ proposed initial price must be supported by sub- 
stantial evidence establishing that the price is required by the public convenience 
and necessity and is in the public interest ; that although the Commission should 
consider all the factors and has broad discretion in determining whether an 
initial price is so supported, price is an element of prime importance and the 
Commission must scrutinize the price closely with a view to protecting the con- 
sumer and holding the line against price rises. The Court further held that 
in exercising its discretion, the Commission can attach such price conditions as 


2 The Court said, 79 Sup. Ct. 1246 at p. 1255: 
* * * Where the proposed price is not in keeping with the public interest because it 
is out of line or because its approval might result in a triggering of general price rises 
or an increase in the applicant’s existing rates by reason of “favored nation” clauses 
or otherwise, the Commission in the exercise of its discretion might attach such condi- 
tions as it believes necessary. 
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it believes necessary when the proposed price is out of line; when Commission 
approval of the price might result in a triggering of general price rises by reason 
of favored nation clauses or otherwise; and when its approval might result in 
an increase in applicant’s existing rates by reason of favored nation clauses or 
otherwise. 

Further, in discussing the evidence in the Catco case,® the Court indicates 
what evidence might or should appropriately be adduced to support the pro- 
posed price. As we understand its opinion, the Court did not attempt to pre- 
scribe rigidly the quantum of evidence which must be adduced in every case, 
but indicated what kind of evidence was insufficient; what kind of evidence 
might or should have appropriately been adduced in consideration of the record 
there; and thereby, what kind of evidence might or should be adduced in other 
cases, depending on the factual circumstances present in such cases. Thus the 
Court held that evidence of the contract, with little more, is not sufficient to 
support the issuance of a producer certificate. Evidence which the Court in- 
dicated would have probative value in a given case, even though the necessity 
for such evidence might depend on the facts of the particular case, includes 
evidence of comparisons with the weighted average cost of gas to the purchaser; 
evidence of whether the proposed producer price would lead to an increase in the 
rates of the purchaser; evidence in the record of a public need for the gas, if 
a finding of public need is made; and evidence respecting the other matters 
discussed by the Court at this point in its opinion. 

In addition, it appears from the Court’s opinion that producer certificate pro- 
ceedings need not necessarily assume the character of rate proceedings under 
Section 4 or 5 of the Act, the Court stating at p. 1255 that “Section 7 pro- 
cedures in such situations [involving the attachment of price conditions] thus 
act to hold the line awaiting adjudication of a just and reasonable rate.” 
Finally it seems clear from the opinion that if a record sustaining the proposed 
initial price is not made, the certificate must be denied or conditioned, as the 
facts require, and that therefore it is the applicant which at least runs the risk 
of failing to substantiate the proposed price.‘ 

Turning to a consideration of the facts before us, we conclude that the re- 
quirements laid down by the Supreme Court in its Catco opinion have been met 
in this ease. In our opinion, the evidence in the record before us substantially 
establishes that the proposed initial prices for the producers’ sales are in the 
public interest, and the proposed sales required by the public convenience and 
necessity. To us, it is clear that there is no warrant or justification for the 
attachment of any initial price condition in this case. 

The reference in the Court’s opinion to determining whether the price pro- 
posed is “out of line” reasonably permits the use of comparative field prices 
for this purpose. In this connection, the Commission directed a letter to South- 
ern requiring that certain price information be transmitted with respect to all 
but two of the producers’ applications. As more fully set forth in the ex- 
aminer’s decision, some 80 percent of the gas involved in this case would be 
produced from the Cranfield field in southwestern Mississippi and the Lake St. 
John field in east central Louisiana, the remainder coming from the Coffee Bay, 
Triumph and Felice Bayou fields in southern Louisiana. The Commission’s 
letter called for a comparison of provisions of the producers’ contracts in mat- 
ters of price and in certain other particulars, with provisions of other contracts 
under which Southern is buying gas in the “same general area” as the Coffee 


*79 Sup. Ct. at page 1256. 
*Conversely, if the record is adequate to substantially support the certification of the 
proposed price, it is immaterial who made it. 
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Bay, Triumph, Cranfield and other fields. No comparison was required for 
the Felice Bayou field, the price specified for gas from that field being lower 
than the prices in the other fields. Every producer, except those proposing 
sales from Felice Bayou, supplied the information requested. At the hearing, 
Southern presented its vice President in charge of gas supply, who verified at 
the hearing the supplemental information so required. 

The evidence establishes that the prices proposed to be paid by Southern for 
this gas are not out of line on a comparable basis with the other prices South- 
ern has found it necessary to pay to purchase gas in the same general areas. 
The facts disclose that the price, including tax reimbursement, for the Cranfield 
gas is less than the comparable price at which sales to Southern from 17 fields 
in the same general area have been permanently authorized. Likewise, the 
price, including tax reimbursement, for the Lake St. John gas is less than the 
comparable price at which sales to Southern from 7 fields in the same general 
area have been permanently authorized. Similarly, Southern is purchasing 
gas under permanent certificates from 10 Louisiana fields at prices, including 
tax reimbursement, which are the same or higher than the price in the Coffee 
Bay and Triumph fields. And Southern is purchasing gas under permanent 
certificates from 28 Louisiana fields at prices, including tax reimbursement, 
which are in excess of that proposed for the Felice Bayou sales. 

Further, in the Catco case, the Supreme Court compared the proposed pro- 
ducer price there with prior prices paid by the sare pipeline for other gas and 
found that the proposed price would set a new high for that pipeline. Making 
the same comparison here, the facts disclose that Southern had contracted to 
pay the same price for certain sales of gas in South Louisiana prior to the 
Commission’s original certification of the Catco sale, and that this is not the 
highest price Southern is paying for gas in these same general areas nor does 
it set a new high price for purchases by Southern. 

Nor can it be found that the producer prices are out of line when compared 
with other producer prices executed in the respective areas in recent years. 
In the opinion of Southern’s witness, comparable volumes of gas reasunably 
accessible to Southern’s system were not available in south Louisiana or Mis- 
sissippi, at the time the agreements involved herein were made, at prices less 
than those provided for in the respective contracts; and it appears that at the 
present time gas is not available in this area except at the same or higher 
prices. 

The Commission’s staff introduced Exhibit No. 4 to show comparative prices, 
and that exhibit shows, as the presiding examiner found, that the Coffee Bay, 
Triumph and Felice Bayou prices were well below the limits of recently nego- 
tiated prices in south Louisiana, where these fields are situated. In fact, 
staff’s witness agreed that the preponderance of the sales to which the proposed 
Coffee Bay price should be compared are at prices in the 23 to 23.9-cent range 
and that 100 percent of the prices in Plaquemines Parish, where Felice Bayou 
field is located, are equal to or exceed the price proposed for that field. 

Although staff takes the position relying on this exhibit that the highest 
price for a sale in the State of Mississippi, where Cranfield is located, is 21.5 
cents, including tax reimbursement, and that the highest price in the Lake 
St. John field in Louisiana is 13.7 cents, including tax reimbursement, both of 
which are below the prices proposed herein, in our judgment there exists in 
this case circumstances of the kind considered pertinent by the Court in the 
Catco case which justify these differentials and support the conclusion that the 
prices proposed for gas from these fields are in the public interest. 
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The record establishes that production conditions in the Cranfield and Lake 
St. John fields now and in the future will permit great flexibility in takes from 
these reservoirs, a matter of considerable importance to the purchaser. For a 
number of years the gas in these fields has been cycled and recycled for greater 
recovery of petroleum liquids. Cycling of gas in Cranfield is near completion; 
cycling in the Lake St. John field will continue for a number of years, when 
the gas will be available for delivery to Southern. After completion of cycling, 
the gas will be sold in the “blow down” stage; that is, at that time the gas can 
be drawn at widely varying rates since fluctuations in rates of withdrawal of 
gas then will not result in the loss of liquids or have an adverse effect on the 
reservoirs. Thus these reservoirs can be utilized in a manner similar to storage 
reservoirs to provide great flexibility in meeting fluctuating pipeline demands. 
This characteristic of the gas from these fields is of real value to Southern. 
Likewise of value to Southern are the minimum and maximum take provisions 
in the contracts covering this gas." Southern does not have any other contract 
with delivery provisions as favorable to it as these. 

With respect to the highest Mississippi price of 21.5 cents cited by the staff, 
its exhibit shows and staff’s witness admitted that this is a wellhead sale and 
does not reflect the additional expense to the seller of constructing the gathering 
system and gathering the gas. All the sales proposed by the producers in these 
proceedings are to be made at central points in the field. Also, gas reserves in 
Cyprien Bay, Plaquemines Parish, Louisiana, further distant from Southern’s 
market than Cranfield, have been sold in an intrastate market for an initial 
price of 24.8 cents per Mcf, including tax reimbursement. 

As to the Lake St. John gas, the present authorization of this sale may be 
attended by unusual benefits. Southern does not plan on receiving deliveries 
of this gas until some six years hence, when the recycling operations are com- 
pleted, although there is no question but that The California Company has 
firmly dedicated this gas to Southern. Under The California Company con- 
tract, the sale from both the Cranfield and the Lake St. John fields is a single 
sale and the price provisions of the contract apply to gas from either or both. 
However, if the Commission postpones issuance of a certificate for the Lake 
St. John field until deliveries from that field are about to commence, The 
California Company would have an immediate right to cancel the 1958 con- 
tract with respect to the Lake St. John field. Thus, certification of the Lake 
St. John sale now will determine at this time what will be the maximum price 
The California Company can charge for Lake St. John gas some six or seven 
years hence, a measure of consumer protection against the possibility of in- 
creased prices which is by no means insignificant. 

Considering in conformity with Catco whether approval of these prices 
would result in triggering of general price rises, or an increase in applicant's 
existing rates by reason of favored nation clauses or otherwise, there was testi- 
mony which supports the finding that none of the prices proposed to be paid 
in these proceedings will have any such present effect on the prices required 
to be paid pursuant to any contract under which Southern is purchasing or is 
authorized to purchase natural gas. 

Insofar as the effect of these sales on the purchaser’s rates is concerned— 
and this, we think, is the matter of practical importance in carrying out our 
functions under the Catco decision—the evidence adduced by Southern shows 
ihat the purchase of gas at the prices proposed by the producers will increase 


5The California Company is the principal producer of the gas which would be sold to 
Southern from the Cranfield field, and its contract is the key contract in evaluating this 
aspect of the producer proposals. 








> ann 


FEDERAL POWER COMMISSION 221 


Southern’s weighted average unit purchase gas cost for the year 1961 by 0.05 
cent per Mcf. The impact of this small increase is insufficient to outweigh 
the benefits of these sales and the projects which depend on them. 

Among those benefits is the gas supply which would be added to Southern’s 
system, consisting of an excess of 830 billion feet of recoverable gas. The ad- 
vantageous features of these sales from the point of view of flexibility intakes 
have already been indicated. Other advantages also exist in the 1,200 psia 
delivery pressure required by The California Company contract, in the accessi- 
bility of these reserves to Southern’s markets, and in other particulars. 

There is no question but that Southern and its customers need this gas. The 
public need for it is evidenced by the fact, inter alia, that in this proceeding, 
not a single customer of Southern opposes the certification of the producer 
prices, or the rates of Southern, but that all who were asked the question stated 
that they definitely wanted and needed the gas at the proposed prices and rates. 

There is no question but that there is no affiliation or corporate control be- 
tween Southern and any of the producers, and it is likewise clear that all the 
negotiations for the contracts were completely at arm’s length, with neither party 
being under compulsion to enter into the contract. Although these facts alone 
are not sufficient to support the producers’ proposed prices, they indicate the 
reasonable basis for the desire of Southern’s customers for this gas and their 
lack of opposition to the producers’ prices. 

We are unable to accept staff counsel’s argument that the Court’s setting aside 
our Catco order has in effect disapproved the producer prices herein proposed 
since the latter are founded on the Catco price. There is no evidence nor any 
other basis for assuming any dependency of the producer prices in this case 
upon those paid in the Catco case. In fact, in this case there is evidence that 
Seuthern had contracted to pay 21.5 cents in south Louisiana prior to the origi- 
nal certification of the Catco price, in fields having no relation either in time 
or geographically to the Catco offshore sale. In any even, the Supreme Court 
did not hold that a 21.5 cent rate or any other rate could never be substantiated 
but merely that the price proposed in the Catco case had not been. Compare 
United Gas Improvement Co. v. F.P.C., Nos. 12797, 12805 (CA 3, August 4, 
1959) , 269 F. 2d 865. 

We conclude that the producer sales proposed herein are substantially sup- 
ported by the evidence of record and should be certificated at the prices proposed 
without the attachment of any price condition. 


The Commission further finds: 


All material exceptions, arguments and objections not discussed herein have 
been considered but are without substantial support in the record or a reason- 
able basis in law and should be denied. Except to the extent granted herein, 
the parties’ exceptions should be denied. The presiding examiner’s initial de- 
cision issued herein on June 11, 1959, should, except to the extent reversed or 
modified by this order, be adopted by the Commission as of the date of issuance 
of this order, to constitute with this order its decision in these proceedings. 


The Commission orders: 


(A). The initial decision of the presiding examiner issued herein on June 11, 
1959, except to the extent reversed or modified by this order, is hereby adopted 
by the Commission as of the date of issuance of this order, to constitute with 
this order its decision in these proceedings. 

(B) The exceptions filed by the parties to the aforesaid initial decision are, 
except to the extent granted by this order, hereby denied. 


556-711-6417 
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DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued June 11, 1959) 





WoopaL., Presiding Examiner: These consolidated proceedings involve applica- 
tions by two natural gas pipeline companies and ten independent producers. 
The application by Southern Natural Gas Company (Southern) was filed on 
March 3, 1958, in Docket No. G-14587 and was supplemented on April 15, June 
18, and October 17, 1958. Southern proposes to construct and operate facilities 
to increase the daily delivery capacity of its interstate pipeline system by 
375,000 Mcf. It will connect to its transmission system four additional natural 
gas fields in Louisiana and Mississippi. 

Southern also seeks a budget-type certificate of public convenience and 
necessity authorizing the construction and operation of additional facilities of 


a routine type at unspecified locations. 


No single construction project would 


cost more than $500,000 and total construction under the authorization would 
not exceed $3,000,000. This application is pursuant to the policy declaration of 
the Commission in its Order No, 185 relating to budget-type facilities. 

South Georgia Natural Gas Company (South Georgia) filed its application in 
Docket No. G—9892 on January 23, 1956, but the application was revised by 
amendments filed September 26, 1958, and October 30, 1958. Only the authoriza- 
tions requested in these two amendments, as modified at the hearing, need be 
Briefly stated, South Georgia requests a certificate 
to construct lateral lines to enable it to begin sales for resale to nine Georgia 


considered in this decision. 


communities and direct sales to three industries. 


of its natural gas from Southern. 
The ten independent producers, as listed below, applied for certificates to 


Producer 


Secure Trusts (Secure)........-..--. 


Estate of Lyda Bunker Hunt, 
Deceased (Estate). 


BE, 3s; Bienes Ga). £23. an tenes 


The Texas Company (Texaco)!__-- 


Olin Gas Transmission Corpora- 
tion (Olin). 

Earl G. Bateman, d/b/a Bateman 
Drilling Company, Operator, et 
al, (Bateman). 

Hunt Oil Company, Operator 
(Hunt Oil). 


The California Company (Cali- 
fornia). 


Placid Oil Company (Placid) ....-- 


Gulf Oil Corporation (Gulf) 





sell natural gas to Southern from five’ fields: 





Docket No. 






G-14903_.....- Apr. 
As Suppl....-- Feb. 
G-14904._..... Apr. 
As Suppl..-..-- Feb. 
G-14905.......| Apr. 
As Suppl....-- Feb 
G-15038_......- May 
G-15110_-.....- May 
As Suppl.-.... Feb. 
G-15141_.....- May 
G-15146_....-- May 
As Suppl_-...-- June 
Feb 
G-16680_.....- Oct. 
As Suppl... Feb 
G-17746_.....- Jan 
As Suppl....-- Feb. 
G-17760_.....- | Feb. 
As Suppl...--. | Feb. 






1 Effective on May 1, 1959, the corporate name was changed to Texaco Inc. 


A temporary certificate authorizing Southern to construct and operate such 


Date of filing 


South Georgia purchases all 





Source of gas 


Coffee Bay field, LaFourche Parish, 


Louisiana. 

Coffee Bay field, LaFourche Parish, 
Louisiana. 

Coffee Bay field, LaFourche Parish, 
Louisiana. 

Felice Bayou field, Plaquemines 
Parish, Louisiana. 

Coffee Bay field, LaFourche Parish, 
Louisiana. 

Felice Bayou field, Plaquemines 
Parish, Louisiana. 


Triumph field, Plaquemines Parish, 
Louisiana. 


Lake St. John field, Concordia and 
Tensas Parishes, Louisiana and 
Cranfield field, Adams and Frank- 
lin Counties, Mississippi. 

Cranfield field, Adams and Franklin 
Counties, Mississippi. 

Cranfield field, Adams and Franklin 
Counties, Mississippi. 





portion of its proposed facilities as were needed to meet the 1958-1960 peak 


day requirements of its present customers and to connect to its system the 


4Including the Lake St. John field which Southern intends to connect at a later date. 
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Triumph and Felice Bayou fields was issued by the Commission August 1, 
1958. Hunt Oil, the applicant for the Triumph field sale, and Bateman and 
Texaco, the applicants in Felice Bayou, were issued temporary authorizations 
June 20, 1958, August 15, 1958, and October 10, 1958, respectively, to commence 
sales to Southern. 

By notice of December 4, 1958, the Secretary fixed the date for the hearing 
on the applications of Southern, South Georgia and California beginning 
January 20, 1959, but the application of California was severed from the hear- 
ing on the two pipeline applications by notice issued December 11, 1958. By 
order issued January 13, 1959, the Commission permitted interventions in the 
consolidated pipeline proceeding of the following: 


Gas Light Company of Columbus 

Atlanta Gas Light Company pany 

Alabama Gas Corporation City of Millen, Georgia 

South Atlantic Gas Company City of Monticello, Georgia 

Phenix City Water Works & Gas City of Eatonton, Georgia 
Board City of Warrenton, Georgia 

South Carolina Natural Gas City of Thomson, Georgia 
Company City of Sparta, Georgia 


Mid-Georgia Natural Gas Com- 


Georgia Coastal Natural Gas 
Corporation 

City of Albany, Georgia 

Georgia Public Service Commis- 


Mississippi Valley Gas Company 

Tipton Gas Company 

Tri-County Gas and Appliance 
Company 


sion Southern Propane Company 
City of Douglas, Georgia National Coal Association, United 
City of Tifton, Georgia Mine Workers of America, and 
City of Lumpkin, Georgia Fuels Research Council, Inc. 
Jointly Owned Natural Gas 

Transmission Line Board 


The Commission denied petitions to intervene filed by the Town of Fayette, 
Mississippi, and the Village of Roxie, Mississippi. 

Hearings commenced January 20, 1959, on the applications of the two pipe- 
line companies and were completed by the undersigned on February 18, 1959. 

Briefs in the pipeline proceedings were filed by Southern, South Georgia, 
Atlanta Gas Light Company, Alabama Gas Corporation, South Carolina Natural 
Gas Company, Mid-Georgia Natural Gas Company, Lumpkin, Georgia, Jointly 
Owned Transmission Line Board (comprising the cities of Warner Robins, 
Perry, Hawkinsville and Cochran, Georgia), the Cities of Monticello, Millen, 
Eatonton, Thomson, Sparta and Warrenton, Georgia, National Coal Association, 
United Mine Workers of America and Fuels Research Council, Southern Propane 
Company, Tipton Gas Company and the Tri-County Gas & Appliance Company 
and the Commission staff. 

Reply briefs were filed by Southern, South Georgia, Atlanta Gas Light Com- 
pany, South Carolina Natural Gas Company, Mid-Georgia Natural Gas Company, 
the Jointly Owned Transmission Line Board and the Cities of Monticello, Mil- 
len, Eatonton, Sparta and Warrenton, Georgia. 

The Secretary by notice issued on March 4, 1959, scheduled hearings to 
commence April 15, 1959, on the ten producer applications. Hearing was begun 
on that date and concluded the next day by another Presiding Examiner. 
Southern, which was permitted to intervene by order issued April 10, 1959, 
and the Staff were the only participants in the producer applications hearing. 

At the conclusion of the hearing on the producer applications, Southern 
moved orally that the record be consolidated, for purposes of decision, with the 
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record on the two pipeline company applications. The motion was granted 
by Commission order issued April 28, 1959. Accordingly, the record in the 
producer cases was certified to the undersigned for decision. 

The independent producers, Southern and the Staff filed briefs. Several 
parties waived the opportunity to file a reply brief. Other parties filed a reply 
brief in the producer dockets. 


South Georgia’s Project 


South Georgia asks for a certificate to construct and operate approximately 
103 miles of 2.375-inch to 6.625-inch O.D. lateral transmission lines and 12 
metering stations, at a total estimated cost of $1,946,965 (Exh. 94), to enable 
it to sell gas for resale to the municipalities of Fitzgerald, Tifton, Ocilla, Syl- 
vester, Ashburn, Nashville, Meigs, Lumpkin and Quitman, Georgia,’ and to 
deliver gas to the following direct industrial customers: Milwhite Company, 
Inc. (Milwhite), at its plant near Attapulgas, Georgia, Waverly Petroleum 
Products Company (Waverly) at its plant near Meigs, Georgia, and Owens- 
Illinois Glass Company (Owens-Illinois) at its Clyattsville plant about ten 
miles south of Valdosta, Georgia. 

Southern, which is South Georgia’s sole supplier of natural gas, entered 
into a letter agreement with South Georgia, dated January 16, 1959 (Exh. 88), 
to increase South Georgia’s contract demands, as follows: effective November 
1, 1959, to 36,700 Mef, and effective November 1, 1960, to 40,800 Mcf, the last 
two increases to be subject to the issuance to Southern and South Georgia of 
the requisite certificates of public convenience and necessity in the instant 
dockets. South Georgia estimates that these additional volumes of firm gas will 
enable it to meet the requirements of its existing resale customers and also 
provide the additional 6,317 Mcf (Exh. 92) which it estimates it will require 
for service to the nine proposed new municipal customers. 

South Georgia’s application, as filed, proposed construction of a compressor sta- 
tion with two 660 horsepower compressor units (Bxh. 93), which it considered 
necessary because its contract delivery pressure for gas purchased from Southern 
was limited to 500 psig. However, during the course of the hearings, Southern 
agreed to contract delivery pressure to 650 psig (Exh. 105) and later during 
the hearings agreed on the record to increase such pressure to 750 psig for a 
period of five years, subject to the right of Southern to reduce the pressure to 
650 pounds upon six months notice and further subject to the issuance to 
Southern, in Docket No. G—14587, of a certificate for the facilities therein de- 
scribed and the construction of such facilities. (T. 1210, 1211.) South Georgia 
thinks that with the 750 pounds contract pressure it will not need the two 
compressor stations. Accordingly, it has amended its application by appropriate 
motion made on the record to eliminate the compressor station from its certi- 
ficate request. (T. 1354.) 

South Georgia estimates the totals 1960-1961 peak day requirements of its 
present resale customers at 32,460 Mcf. (Exh. 92) This requirements figure, 
plus the estimated peak day requirements of its nine proposed new municipal 
customers, plus company-used and unaccounted-for gas, brings its total estimated 


2 South Georgia’s application, as filed, covered service to Adel, Georgia, and did not 
cover service to Lumpkin. No evidence relating to the Adel service was presented 
Lumpkin was permitted to intervene for the purpose of obtaining natural gas from South 
Georgia. During the hearing, counsel for South Georgia stated that South Georgia was 
willing to supply Lumpkin and to build the necessary transmission line to that community. 
(T. 16-17.) Thereafter, it presented evidence as though the Lumpkin service had been 
included in the application. At the conclusion of its case, South Georgia moved to con- 
form its application to the evidence, which motion was granted. (T. 1354.) 
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peak day requirements for that winter to 39,177 Mcf after making adjustments 
for the elimination of compressor station fuel in the amount of 219 Mcf per 
day and the scheduled delivery to Adel, Georgia, of 608 Mcf per day. (Exh. 95, 
sheet 11 and Exh. 92) South Georgia states in its brief that although these indi- 
cated requirements are slightly less than its agreed-upon contract demand for 
the 1960-1961 winter, it is willing to contract for the quantities provided for 
in the January 16, 1959, letter agreement with Southern. It points out that 
several of the witnesses for its present municipal customers testified that their 
market estimates are conservative and that their systems will propably require 
volumes of gas in excess of those stated in their estimates. 


Southern’s Project 


Since the Staff and the competing fuel interests, who are the only parties 
who oppose any portion of Southern’s application, rely in their briefs on South- 
ern’s description of its project, the following description is drawn, in large 
part, from Southern’s initial brief. 

In Part I of its application, Southern proposes to construct and operate faci- 
lities to increase the maximum delivery capacity of its pipeline system from 
approximately 990,000 Mcf to approximately 1,365,000 Mcf per day at an esti- 
mated cost of $52,265,675. Also covered by Part I are facilities to take gas 
from contracted reserves in four new fields located in southwest Mississippi 
and southeast Louisiana. . 

Approximately one-half of the facilities for which a permanent certificate is 
sought were authorized by the temporary certificate issued August 1, 1958, and 
substantially all of the facilities so authorized had been constructed and were in 
service at the time of the hearings. 

In Part II of its application, Southern requests a “budget-type” certificate 
for the construction and operation of gas supply facilities to be added by the 
end of 1960. The budget-type facilities contemplated by this part of Southern’s 
application would consist of lateral supply lines, taps, measuring facilities to 
receive gas and such loops and compressing facilities as may be required for the 
transportation of increased volumes of gas through existing or authorized sup- 
ply lines. No increase in capacity of transmission lines is requested in Part II. 

The facilities to increase delivery capacity consist of approximately 458 miles 
of loop line of from 16-inch to 24-inch O.D. and nine river crossings on 
Southern’s south line, 62 miles of loop line of 14-inch O.D. along the Atlanta- 
Macon line, approximately 53 miles of loop line of from 65-inch to 14-inch O.D. 
along various branch lines, and additional compressing facilities of 3,410 horse- 
power in the Gallion, Elmore and Wrens stations, and a new compressor station 
of 124 horsepower on the Newnan, Georgia, lateral. Construction of the south 
line loops will complete the looping of that line from Gwinville, Mississippi, to 
Wrens, Georgia. 

The facilities related to the attachment of specified new gas supplies consist 
of approximately 17 miles of loop line of 20-inch O.D. along Southern’s present 
south Louisiana supply system, new lateral lines extending to the Felice Bayou, 
Triumph, Coffee Bay, and Cranfield fields, one river crossing, and compressing 
facilities of 3,740 horsepower in existing stations on the south Louisiana supply 
system and of 1,350 horsepower in a new compressor station at Brookhaven, 
Mississippi on the proposed Cranfield lateral. 

A detailed description of the facilities which Southern proposes to construct, 
other than the unspecified “budget-type” facilities, is contained in its applica- 
tion as changed by the testimony of L. N. Brown, Southern’s Chief Engineer 
(Exh. 10, pp. 5 and 6) and by Southern’s motion under Section 1.11(b) of 
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the Rules of Practice and Procedure to amend its application to conform to the 
evidence. (T. 754.) Such changes consisted of a modification in the design of 
the ten proposed river crossings, the addition of metering and regulating facili- 
ties for the delivery of gas to Monticello, Georgia, and at the proposed new 
delivery point on Southern’s Savannah line to Mid-Georgia Natural Gas Com- 
pany, an additional metering and regulating station in the Coffee Bay field 
where the original proposal had been to provide only one meter station, and the 
elimination of the tap line and metering and regulating facilities for service to 
Georgia Coastal Natural Gas Corporation (Georgia Coastal) which was 
withdrawn. 

Southern’s project represents a second and final stage of a long-range program 
for a major expansion of its system. In 1956 Southern commenced acquiring 
substantial new gas reserves to support the expansion of delivery capacity 
covered by this application. Since then, Southern has contracted for or devel- 
oped reserves in 47 new gas fields estimated at more than three trillion cubic 
feet of recoverable gas. Since January 1, 1957, it has connected or has received 
permanent certificates and is constructing facilities to connect reserves in 43 
new gas fields, which it estimates total slightly more than two trillion six 
hundred billion cubic feet of recoverable gas. This application thus relates 
primarily to facilities to make the new gas supplies already certificated and 
the reserves covered by the producer applications in these consolidated proceed- 
ings available through pipeline facilities to Southern’s customers. 

The transmission facilities constructed and to be constructed are designed 
primarily to enable Southern to meet the firm peak day gas requirements of its 
present customers through the 1960-1961 winter. There will be, however, a 
small amount of capacity in excess of such firm requirements. Southern pro- 
poses to initiate service to only one new resale customer, the City of Monticello, 
Georgia. In its application, as filed, Southern also proposed to commence nat- 
ural gas service to Georgia Coastal, which, in turn, was to build a pipeline 
extending south from a point on Southern’s south line near Milledgeville, 
Georgia, to serve 21 southeastern Georgia communities. However, Georgia 
Coastal failed to produce evidence in support of its project and Southern 
amended its application to withdraw its request for authorization to serve 
Georgia Coastal. 

The only additional resale service for which Southern asked authorization was 
the sale of gas to Mid-Georgia Natural Gas Company (Mid-Georgia), a present 
customer, at a new delivery point on Southern’s Savannah line where a meter 
station is proposed to be built. Mid-Georgia proposed to supply Springfield, 
Guyton, and Rincon, Georgia, from such delivery point, but states in its brief 
that it has agreed with South Atlantic Gas Company (South Atlantic), the 
distributing company serving Savannah, that the latter should distribute gas 
in the three communities. Accordingly, Southern now proposes to utilize the 
new delivery point for sale of gas to South Atlantic. 

Southern also requested authority to deliver 6,500 Mcf per day of firm gas 
to Southern Nitrogen Company and 1,800 Mcf of gas on a preferential inter- 
ruptible basis to the Hunt Oil Company’s refinery at Tuscaloosa, Alabama. 
These two direct services are to be in lieu of deliveries now being made to the 
same customers of the same volumes of gas on an interruptible basis. 

No new rate zone or classification of service and no new rate is proposed by 
Southern. The expanded service contemplated by its application will be fur- 
nished under its F.P.C. Gas Tariff as presently effective or as it may be changed 
in the future under the provisions of Sections 4 or 5 of the Natural Gas Act. 
The record shows, however, that, prior to the commencement of any of the 
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hearings herein, Southern informed its customers that it intended, on or about 
May 1, 1959, to file increased rates for all of its jurisdictional sales. Such rates 
were filed April 13, 1959. See Order Providing For Hearing and Suspending 
Proposed Revised Tariff Sheets, issued May 15, 1959 in Docket No. G—18512. 
The increased rates which Southern has filed were put in evidence (Item L), 
as were precedent agreements between Southern and all but three of its resale 
customers, specifying such new rates and increased contract demands or maxi- 
mum delivery obligations for the 1958-1959, 1959-1960, and 1960-1961 winters 
(Item K). These precedent agreements were executed by Southern and its cus- 
tomers at a time prior to the reversal by the United States Supreme Court of 
the decision of the United States Court of Appeals for the District of Columbia 
Circuit in Memphis Light, Gas and Water Division, et al. v. Federal Power 
Commission, 250 F. 2d 402, and were thought by Southern to be necessary to 
assure that it would be in a position to file increased rates with the Commission 
should the Circuit Court’s decision be affirmed by the Supreme Court. That 
decision was later reversed. United Gas Pipe Line Company, et al. v. Memphis 
Light, Gas and Water Division, et al., 358 U.S. 108, 3 L. Ed. 2d 153. 


The Producer Applications 


The producer applications are based on contracts with Southern for the sale 
of gas from the Coffee Bay, Triumph, Felice Bayou, Cranfield, and Lake St. 
John fields. Where there are two or more contracts for the same field, the pro- 
visions of both contracts covering such fields are substantially similar. Each 
of the contracts are for a primary term of twenty years from the end of the 
month in which the first delivery of gas occurs and provides for the sale of gas 
in the field after gathering. 

The gas reserves in each of the five fields, as estimated by Southern, and the 
contract prices of the gas to be sold therefrom, are set out in the following 
tabulation: 


(14.73 psia) (15.025 psia) 


Billion cubic feet Base price | Tax reim- | Sum of (3) 
per Mef bursement and (4) 
(cents) = per Mef (cents) 


In place | Recoverable (cents) 


(1) (2) (3) » | o, (5) 


157. 163 125. 730 21. 5 23. 55 
28. 536 22. 829 21. 5 23. 55 
Felice y 23. 533 19. 584 9. 5 20. 75 
Cranfield 491. 873 263. 642 .f 37203 22. 87203 
Lake St. John a 647. 541 | 398. 350 75 23. 675 








1, 348. 646 830. 135 


The contract between Southern and California, dated October 10, 1958, is 
somewhat unusual in that it covers both the Cranfield field and the Lake St. 
John field and provides for a single delivery obligation applicable to either or 
both fields. Under the contract, gas can be delivered from either field or both 
fields if Southern’s system has been connected to the field from which the deliv- 
ery is to be made. 

The Lake St. John field was discovered in 1942 and the Cranfield field in 1943. 
Gas is found in both fields in association with oil. For a number of years the 
associated gas in both fields has been cycled to improve oi] production. Cycling 
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of gas in Cranfield is near completion and gas from that field will be available 
for sale to Southern by the end of 1959. (T. 147) California estimates that 
eycling operations in Lake St. John will be continued for approximately six or 
seven years, at the end of which time gas from that field will become available 
for delivery to Southern. Under its contract, California is obligated to main- 
tain facilities in each field with the capacity of at least 151,000 Mcf per day 
(at 15.025 psia). The specified delivery pressure is 1,200 psia. The swings in 
gas takes available to Southern can range from an average daily minimum in 
any year of 61,900 Mcf and an average daily minimum of 30,950 Mcf in any 
month, to at least 151,000 Mcf (T. 38), or about 250 percent and 500 percent, 
respectively. (T. 219) With the Guif and Placid gas added, this means that 
sellers from Cranfield have an obligation to deliver to Southern up to 195,400 
Mcf per day. (T. 38) On any particular day Southern can vary its takes of 
gas from either Cranfield or Lake St. John from zero to the contract maximum. 
(T. 219-220) 

Southern’s testimony in the producer hearing shows that it expects to deplete 
Cranfield by the end of 1968 and Lake St. John sometime in 1974 and has 
scheduled gas to be taken from both fields during the period 1965-1968, inclusive. 
(T. 35-36) 

Southern has not proposed, in Docket No. G—14587, to build any lateral into 
the Lake St. John field, since deliveries from that field are not expected to 
commence for six or seven years, but it stated unequivocally on the record that 
it intends to file an application for a certificate to connect the Lake St. John 
field when gas from that field becomes ready for delivery. (T. 223) The cost 
of such construction would be about $2,234,000. (T. 37) 

The sale of gas from both fields, under the California contract, is in legal 
contemplation a single sale and the price provisions of the contract (Article 7) 
relate without distinction to the two fields and apply regardless from which 
field the gas is delivered. 

The annual average daily minimum takes and the daily maximum takes from 
five fields, which are permitted by the applicable contract provisions as applied 
to estimated recoverable reserves in the five fields are: 


Minimum 
Mef 






Maximum 
Mef 


nib cpudcinccncdgenadchetiqnnnindinns ence sdcnccactockabeseseascas } 195, 400 (T’. 38) 
acsacucushuasencceercmataasteuubuawe J ceeseccencenccccsoscecen 61,900 | 150,000 (T’. 36) 


Coffee Bay..-.--.-..-- Santee sites dated man aii aa ve cecnahsieanacatlats watbhal 17,000 | 25, 500 (T. 39) 
Fs sh uewteedenatanaiehisensneiopbesenhiuninndtnpdancicndanwintens ccm 3. 100 4, 600 (T. 40) 
PE eb nttcagawedienyetcdedccdyaphapenscheeubanghimnss atduaenenaewnnnsl 2, 300 3, 450 (T. 42) 

















peoensonosccesencecccccccocnepeccecccsccccenseusgeccoseoccesccecce 164, 300 





378, 950 


Contentions 


All of the interveners in the proceeding on Southern’s application which have 
filed briefs except the competing fuel interests support the application and 
urge that the certificate be granted without conditions. The coal interests do 
not oppose the issuance of the certificate to Southern but would deny a certificate 
for facilities which create line capacity in excess of system firm delivery obliga- 
tions for 1960-1961, and for the 660 horsepower compressor engine proposed for 
the Wrens compressor station. 

The argument is made that capacity in excess of firm requirements may be 
used to make industrial sales in competition with coal and that the Wrens 
compressor engine would permit Southern to deliver off-peak gas to industrial 
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customers in the Savannah, Georgia, and Aiken, South Carolina, areas in com- 
petition with coal. 

The propane interveners, although professing that their primary interest is in 
the application of South Georgia, also object to certification of any facilities 
which will produce delivery capacity in excess of Southern’s 1960-1961 firm 
delivery obligations. 

Both the coal and the propane interveners object to South Georgia being 
authorized to extend service to any new resale or direct sale customers. 

The Staff’s position is that a certificate should be issued to Southern for its 
entire project (except for six miles of south line loop), conditioned upon the 
issuance and acceptance of certificates authorizing the proposed sales to South- 
ern from the Cranfield and Coffee Bay fields. If such certificates are not issued 
and accepted, the Staff would have the Commission issue a permanent certificate 
to Southern only for the facilities for which temporary authorization has been 
granted. The Staff contends that Southern’s available gas supply will have 
a deliverability life of only 12 years if the gas in the Cranfield and Coffee Bay 
fields is available to it and that such deliverability life is the minimum neces- 
sary for the issuance of the certificate. 

Southern proposes to complete the looping of its south line all the way from 
Gwinville, Mississippi, to Wrens, Georgia. The Staff would force Southern to 
leave three short gaps in the loops, comprising 0.71 mile between the Gwinville 
and Enterprise compressor stations, 0.937 mile between the Enterprise and 
Gallion compressor stations, and 4.46 miles betweén the Gallion and Elmore 
compressor stations. Its purpose is to reduce the daily delivery capacity of 
Southern’s augmented system by the 22,000 Mcf per day, which Southern 
originally proposed, but now no longer intends, to deliver to Georgia Coastal. 
The total estimated cost of facilities which the Staff would eliminate is esti- 
mated at $548,400 (T. 632). 

The Staff also urges that the hearing on the pipeline certificate applications 
be reopened to permit cross-examination—claimed to have been barred by the 
Presiding Examiner—relating to the so-called tilt of the increased system-wide 
rates which Southern’s witnesses testified it intended to file and which were in 
fact filed on April 13, 1959. In the alternative to this latter recommendation, 
the Staff recommends that Southern’s certificate be conditioned to require 
Southern to submit with its general system rate increase filing (the one already 
made), certain specified information as to competitive relations between gas and 
other fuels which the Staff appears to consider relevant in justification or non- 
justification of “tilted” rates. Since Southern’s rate filing already has been 
made, accepted by the Commission and suspended (Docket No. G-18512) this 
alternative recommendation obviously is moot. 

Lastly, the Staff would reduce the authorization to construct unspecified 
“budget-type” supply facilities, as applied for by Southern in Part II of its 
application, to facilities costing $1,000,000 in total, with no single project to 
exceed $250,000 in cost, and the authorization to extend for a term of one year 
from the date of issuance. 

As to South Georgia, the Staff recommends that its application be granted 
except as to extensions of service to the municipalities of Sylvester, Ocilla, and 
Lumpkin, Georgia, each of which intend to construct and operate a distribution 
system in the community. It states that the debt service coverage ratios for the 
municipal projects in these three communities are too low. 

Although urging that the Commission grant Southern’s application without 
qualification, Atlanta Gas Light Company (Atlanta) objects to South Georgia 
heing authorized to supply the three new direct sales customers proposed. It 
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further urges that, if the existing 3,000 Mcf per day limitation in South 
Georgia’s rate schedule G—1 is removed, South Georgia be required to supply 
up to the full requirements of Atlanta for the Valdosta, Georgia, area, where 
it owns and operates a distribution system. 

In the producer cases, the Staff urges that certificates be granted to all of 
the applicants “fully authorizing the sales of gas as proposed at initial prices 
no higher than the highest predominate price heretofore authorized by the Com- 
mission” in applicable areas as delimited in an exhibit introduced by the Staff 
in those proceedings. The Staff says that if the Commission should find such 
condition to be impracticable, it recommends in the alternative that the certifi- 
eates to be issued to California, Placid and Gulf be conditioned so as to au- 
thorize the proposed sales at initial prices no greater than the highest price 
heretofore unconditionally certificated by the Commission in the “appropriate 
area.” 


Markets 


Southern’s Exhibit 3 shows by customers and delivery points its peak day 
delivery obligations for the winters 1954-1955 through 1957-1958, annual de- 
liveries for 1955, 1956 and 1957, estimated peak day delivery obligations for the 
winters of 1958-1959 through 1960-1961 and estimated annual deliveries for 
1958, 1959, 1960 and 1961. All estimates were as of December 12, 1958 (Exh. 
9, p. 8). 

The aggregate requirements of Southern’s customers served by its pipeline 
system, as shown in the exhibit, may be summarized as follows: 
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Southern’s market witness testified that since completing Exhibit 3 he had 
been advised by South Georgia that its estimates of firm daily requirements, as 
stated in Exhibit 3, were being reduced by 13,509 Mcf for 1958-1959, 9,831 Mcf 
for 1959-1960 and 9,122 Mcf for 1960-1961. Therefore, he stated, the contract 
demand figures for South Georgia shown on his exhibit should be correspond- 
ingly reduced. 

Georgia Coastal proposed to construct a pipeline for the service of 21 south- 
eastern Georgia communities. The estimated peak day requirements were 
shown on Exhibit 3 as 18,802 Mcf for the 1959-1960 winter and 22,124 Mcf for 
the 1960-1961 winter. During the hearing, Georgia Coastal, which has been 
permitted to intervene, contended that it was not required to present any evi- 
dence other than its certificate of public convenience and necessity from the 
Georgia Public Service Commission. When the Presiding Examiner indicated 
that he doubted the sufficiency of such evidence to support a certificate to 
Southern to commence service to Georgia Coastal, counsel for Georgia Coastal 
stated that it was withdrawing from the proceeding and no longer insisted that 
its certificate from the Georgia Commission was sufficient proof. Thereupon, 
Georgia Coastal withdrew from the case. (T. 529). Southern then amended 
its application by appropriate motion to eliminate its request for authority to 










FEDERAL POWER COMMISSION 231 


supply Georgia Coastal. (T. 754). Therefore, the gas requirements shown for 
Georgia Coastal were eliminated. 

As a result of the reduction in South Georgia’s requirements and the elimina- 
tion of service to Georgia Coastal, Southern’s estimates of its requirements for 
1959 through 1961 are adjusted to the following: 
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When question was raised during the hearings by the Staff and the coal 
interveners as to whether Southern should be authorized to construct all of its 
proposed facilities to increase delivery capacity in view of the diminution in 
South Georgia’s requirements and the elimination of service to Georgia Coastal, 
Southern’s market witness testified that for the past ten years Southern has 
consistently, except for a single period during which its gas procurement pro- 
gram lagged because of its reluctance to meet going prices being asked by pro- 
ducers for new gas supplies (Exh. 6, p. 6), maintained capacity in excess of 
contracted requirements, as shown by the following tabulation: 


Firm con- | Percentage of 
tract daily | Design | excess of design 
Winter delivery | capacity capacity over 


obligations | (Mef) firm contract 
(Mef) daily delivery 
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(T. 627-629). 


The above tabulation indicates an average increase in firm daily require 
ments for each year for the past ten years of 73,843 Mcf. (T. 629-631) 

All of the firm daily delivery obligations shown in Exhibit 3 include require- 
ments in the aggregate amount of 21,641 Mcf per day through the 1958~—1959 
winter and 29,941 Mcf per day thereafter of Southern’s direct industrial custo- 
mers. 20,441 Mcf of these firm direct sale requirements are not firm by contract, 
but cannot be curtailed without serious damage to equipment or product of 
industrial gas users. (Exh. 3, pp. 2, 8, 9; Exh. 9, p. 12; T. 679, 683-684, 709) 

Southern’s estimates of its market requirements were supported by a de- 
tailed market survey and by signed agreements (Exhs. 5 and 9, and Item K) 
with all but two of its customers. The municipality of Dalton, Georgia, does 
not desire to increase its contract demand. The municipality of Sylacauga, 
Alabama has requested an increase in contract demand of only 700 Mcf per day 
over its contract demand during the 1957-1958 winter. (Exh. 3, p. 4) 
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Southern’s resale customers estimated their own market requirements and 
furnished such estimates to Southern. Seven municipalities, the aggregate of 
whose 1961 annual requirements amounts to approximately seven-tenths of one 
percent of Southern’s total estimated sales for that year, did not furnish annual 
volumes. Estimates of annual sales to the seven were made by Southern’s 
market witness. (Exh. 9, pp. 11-12) 

All estimates of peak day and annual volumes furnished to Southern were 
checked by Southern’s witness, based on his past experience in estimating re- 
quirements for Southern, which covered the last 18 years (Exh. 9, p. 1), and 
his knowledge of the indicated applicable trend of sales. He examined historical 
sales data, particularly for the past three years, and the trend projected, giving 
consideration to annual degree-day deficiencies and to the requirements of any 
existing industrial customers. Examination of historical peak days was made 
and annual load factors were determined. Where necessary, average summer 
use was examined to determine the basic non-heating and space-heating com- 
ponents. Space-heating components were related to annual degree-day defi- 
ciencies, adjusted to normal and trended to obtain the forecast. Bstimates of 
direct industrial annual sales were based upon historical records of past use, 
trended where a normal growth was indicated, and upon knowledge of specific 
changes in customer requirements. Estimates of company-use and unaccounted- 
for gas were calculated at 3.1 percent and 1.2 percent, respectively, of total 
pipeline system sales. These percentages were based on past experience. 
(Exh. 9, p. 14). 

The testimony of Southern’s market witness was supported by witnesses for 
Southern’s larger distributing company customers, as well as for a number of 
small customers. The large distributors which presented detailed estimates of 
their own requirements were Atlanta Gas Light Company (Exh. 17), Alabama 
Gas Corporation (Exh. 27), South Carolina Natural Gas Company and South 
Carolina Electric & Gas Company (Exhs. 19 through 23), South Atlantic Gas 
Company (Exh. 30), Gas Light Company of Columbus (Exh. 28), and Missis- 
sippi Valley Gas Company (Exh. 29). 

No party has controverted Southern’s market estimates. They are soundly 
based and are found to be reasonable. 

Included in Southern’s estimates of firm delivery obligations for 1960-1961 
are 760 Mcf per day for the City of Monticello, Georgia (Exh. 3, p. 2), the only 
new resale customer which Southern now proposes to serve, and an aggregate 
of 522 Mcf for the Cities of Springfield, Guyton and Rincon (Exh. 3, p. 6), in 
which South Atlantic now proposes to distribute gas and for which service 
Southern requests authority to construct a meter station on its Savannah line. 
Also so included are 1,800 Mcf per day for the Hunt Oil Company’s refinery at 
Tuscaloosa, Alabama, to be delivered under a contract for preferential interrup- 
tible service, and 6,500 Mcf per day of firm gas for the Southern Nitrogen Com- 
pany located at Savannah, Georgia. Both industries now purchase gas from 
Southern on a fully interruptible basis. Southern asks that these services be 
certificated. 

The City of Monticello presented an engineering witness and a financial wit- 
ness and an engineering report (Item O) to prove that the public convenience 
and necessity requires that Southern sell it gas. The report shows peak day 
gas requirements of 563 Mcf, 760 Mcf and 843 Mcf for the first, second, and 
third years of operation, respectively, and annual requirements for the three 
years of 76,314 Mcf, 94,442 Mcf, and 103,328 Mcf. These estimates appear to 
be soundly based and are accepted. 
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Monticello proposes to construct a tap line to Southern’s lines and a distribu- 
tion system at a total estimated cost of $465,000 (Item O, p. 18). The City’s 
financial witness testified that based on the assumption of no increase in sales 
after the third year of operation, the City’s contemplated issue of 30-year revenue 
certificates would have a debt service coverage of better than 1.6, assuming an 
interest rate of 6 percent. (T. 279). 

It is found that Monticello’s project is economically and financially feasible 
and that the public convenience and necessity require Southern’s sale of gas 
to Monticello. 

Mid-Georgia initially proposed to build a tap line to Southern’s Savannah 
lateral and distribution systems in the communities of Springfield, Guyton, and 
Rincon, Georgia, and Southern proposed to construct a meter station in its 
Savannah line to enable it to deliver gas to Mid-Georgia for such service. Mid- 
Georgia showed the aggregate peak day requirements of the three communities 
for the first, second, and third years of operations to be 390 Mcf, 522 Mcf, and 
730 Mcf, respectively. It estimated that its project would cost approximately 
$173,000, would supply gas to nearly 600 residents and commercial customers 
in the third year of operation (Item P, pp. 2-12), and would return 5.6 percent 
on the investment in the third year (Item P, p. 17). 

During the hearings South Atlantic’s witness disclosed that South Atlantic 
had obtained a franchise for distribution of gas in Rincon. (T. 71) Such 
franchise was admitted in evidence as Exhibit 34. Exhibit 35, a resolution of 
the Town Council of Rincon, indicates that the town’s governing body prefers 
to receive service from South Atlantic. Previcusly, Mid-Georgia had obtained 
franchises from all three towns. South Atlantic is willing to contract with 
Southern for gas to supply the three communities. (T. 448) 

In its initial brief (p. 9) Mid-Georgia states that, subsequent to the hearings, 
it agreed with South Atlantic that “the public interest would best be met” by 
South Atlantic’s serving Springfield, Guyton, and Rincon. 

South Atlantic is a well-established gas distributing company presently sup- 
plying gas in the City of Savannah and other parts of Chatham County, 
Georgia. Springfield, Guyton, and Rincon are situated a short distance north 
of the Chatham County line. In view of the relatively minor expenditure in- 
volved in extending service to the new communities, there can be no reasonable 
question of South Atlantic’s ability to render such service, which Mid-Georgia’s 
evidence shows is required by the public convenience and necessity. Therefore, 
it is appropriate that Southern be authorized to establish the proposed new 
delivery point for this service. Under the circumstances, however, it also is 
appropriate that such authorization be conditioned upon South Atlantic’s obtain- 
ing the necessary authority from the Georgia Public Service Commission and 
from governing bodies of the three municipalities to distribute gas therein and 
upon its constructing the requisite distribution systems and connecting trans- 
mission line. 

The sales of preferential interruptible gas to the Hunt Oil Company and 
of firm gas to Southern Nitrogen Company are provided for by contracts between 
the parties. Southern’s contract with Hunt, executed April 2, 1958 (Item K, 
Pt. 8), which is for a primary term of five years, provides for the sale to Hunt 
of the entire fuel requirements of Hunt’s Tuscaloosa refinery up to 1,800 Mcf 
per day and that deliveries will be subject to interruption only when necessary 
to enable Southern to fulfill its delivery obligations to its resale customers. 
No additional facilities are required and no increase in total deliveries over 


those now being made is contemplated. Only the character of the service is 
changed. (Exh. 16, p. 1) 
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The Hunt refinery is equipped primarily to burn gas, with oil being used as 
a standby fuel. Hunt has informed Southern that, when oil is used in place 
of gas during periods of gas interruption, there is a serious impairment in the 
efficiency of the refinery’s operation. The preferential interruptible service will 
be rendered to Hunt at a price of 31.7 cents per Mcf. The record shows that 
this price will yield Southern revenues in excess of its cost of supplying the 
service. (Exh. 16, p. 2) 

Southern has a 15-year contract with Southern Nitrogen Company, dated 
June 23, 1955, providing for the sale of the entire requirements of the buyer’s 
plant for process gas and for fuel, up to 11,000 Mcf per day, on an interruptible 
basis. By the amendment dated November 10, 1958, it was provided for 6,500 
Mcf per day of the 11,000 Mcf per day to be delivered on a firm basis. (Exh. 
4) All of the firm gas will be used as process raw material in the manufacture 
of nitrogenous products. The firm gas will be sold to Southern Nitrogen initi- 
ally at 41.4 cents per Mcf. The record shows that this price will bring Southern 
revenues in excess of the cost of service. (Exh. 16, pp. 3-4) No additional 
facilities are required to make the delivery. 

No party to the proceedings opposed these two direct industrial services which 
Southern proposes to render, and the record shows that they are required by 
the public convenience and necessity. 


Facilities and Construction Costs 


The facilities authorized by temporary certificate costing $28,717,530 have 
been substantially completed prior to the time of the hearing. Some of such 
facilities are already in operation. Such facilities are as follows: 

222.4 miles of 24-inch O.D. loop and 46.3 miles of 20-inch O.D. loop and four 
river crossings along Southern’s south line, the entire 53 miles of branch line 
loops covered by the application, 40 miles of 14-inch O.D. loop along the Atlanta- 
Macon line, a 124 horsepower compressor station on the Newnan branch line, 
and nine miles of supply laterals and two meter stations for the taking of gas 
from the Felice Bayou and Triumph fields. 

The record shows that Southern had sufficient pipe on hand at the time of 
the hearings for the construction of the Coffee Bay lateral, the Olga-to-Toca loop 
and the Sandy Hook loop, all on the south Louisiana supply system, had placed 
orders subject to cancellation prior to February 1, 1959, for all of its other 
pipe requirements, and that it expected to experience no difficulty in obtaining 
valves, fittings, compressor engines and other necessary materials when needed 
(Exh. 10, p. 7). Southern stated in its initial brief that it had then firmed up 
all of its pipe orders and that deliveries were scheduled to commence in May, 
1959. 

Southern presented extensive engineering evidence concerning the design and 
construction costs of its proposed facilities. Its exhibits and testimony prove 
that the facilities it has constructed under temporary authority and those it 
proposes to construct will be adequate and appropriate to meet its maximum 
firm delivery obligations during the 1960-1961 winter (Exhs. 1, 2, and 9). 

The only question raised on the record, or in the briefs of the parties, con- 
cerning the design of Southern’s facilities related to whether the proposed 
construction would result in Southern’s system being over-built. The positions 
of the Staff and the competing fuel interveners in regard to this question differ. 
The Staff accepts as desirable the fact that prior to the elimination of the 
Georgia Coastal project, Southern would have had a maximum daily delivery 
capacity under optimum operating conditions of approximately 35,000 Mcf in 
excess of its contract daily obligations for the 1960-1961 winter, recognizing that 
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Southern’s system will benefit from having excess capacity available to meet 
emergencies, to provide flexibility of operations and to meet hourly peak de- 
mands (Br., pp. 910). The competing fuels contend Southern should be 
allowed to provide no capacity in excess of estimated firm delivery obligations. 

The record shows that Southern’s method of computing its stated maximum 
delivery capacity assumes 100 percent efficiency of operation, makes no allow- 
ance for mechanical failures at compressor stations or for pipeline efficiencies 
of less than 100 percent, and also assumes operation of all compressor engines 
at most main line stations and substantially all engines throughout the system 
at full capacity at all times. (Exh. 2, p. 5) The record also shows that 
Southern has had and will have in the future a problem in meeting hourly 
peak requirements in the eastern portions of its system where line storage is 
not sufficient and some additional capacity must be provided for this purpose. 
Southern’s studies indicate that hourly peaks at points west of Reform Sta- 
tion, on its north line, and west of Gallion Station, on the south line, can be 
fully provided for by gas from line storage, but that extra line capacity must 
be built for peak hourly requirements at points east of those stations. The 
apparent excess in compressor capacity in stations east of Reform and Gallion 
will be used at peak hours to move gas to supply such peak hourly demands. 
(Exh. 2, pp. 5-6). 

In view of the assumptions on which Southern’s stated maximum capacity 
was computed, it is evident that Southern must maintain a reasonable capacity 
in excess of delivery obligations so as to be in a position to meet unforeseen 
emergencies, changes in load pattern, and unexpected demands for gas by its 
customers. Also, it must set aside capacity in excess of daily requirements to 
enable it to meet peak hour requirements. The record shows that Southern 
consistently through the years has attempted to maintain a moderate amount of 
free capacity so as to meet new requirements as they developed. This is 
desirable. 

Based on the foregoing considerations, it is found that the design of South- 
ern’s system to include the 35,000 Mcf in daily capacity was reasonable and 
proper. 

The Staff’s contention that three short gaps should be left in the south line 
loops so as to diminish the delivery capacity of Southern’s system by an amount 
equal to the proposed 1960-1961 peak day deliveries to Georgia Coastal has no 
merit. 

Southern’s south line is now only partially looped. Facilities which South- 
ern has installed and proposes to install under the instant application will 
result in continuous loops along that line all the way from its beginning at 
Gwinville, Mississippi, to Wrens, Georgia, where the south system branches 
into two separate lines, one extending to Aiken, South Carolina, and one to 
Savannah, Georgia. 

Southern’s witness on system design testified that safety considerations alone 
would demand completion of the loops. (T. 633) It is apparent from an ex- 
amination of Southern’s system map that the complete looping of its south line 
will, in fact, provide a substantial safeguard against interruption of service 
to its customers due to line breaks or other accidents. 

Southern’s design engineer and its president also testified that it would be 
uneconomical in the extreme to leave the three very short gaps in the south line 
looping which the Staff recommends. The average annual growth of require- 
ments on Southern’s system during the past ten years has been approximately 
74,000 Mcf per day. (T. 629) If continued, as expected, such growth in cus- 
tomer requirements would, within a matter of months after the loops would 
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have been needed to meet Georgia Coastal’s requirements, require construction 
of the gaps omitted. Southern’s evidence shows that elimination now of the 
three short lengths of loop would save it about $550,000, but would require it 
later to incur costs substantially in excess of such amount. These additional 
costs would result from the necessity of installing expensive cross-connections, 
extra valves, additional scraper traps and appurtenant piping, as well as from 
the necessity of moving heavy construction equipment in and out of the con- 
struction sites a second time when the increasing requirements on Southern’s 
system necessitated the filling in of the gaps. (T. 495; 632-633) The Staff 
admits these facts. 

It is found from the evidence of record that, in the long run, Southern’s 
customers would have to bear substantial unnecessary construction costs and, 
in the interim, would have to face unnecessary dangers of interruption of 
service if the three gaps were left in the south line loops, as urged by the Staff. 

The Staff argues that to permit Southern to install the six miles of looping 
might be discriminatory and preferrential from a rate or service standpoint. 
However, no facts exist to support the fear. Southern’s tariff requires it to 
make surplus gas available to all of its customers without discrimination. 
(Item Q, Sec. 9 of the General Terms and Conditions; T. 502) This precludes 
any discrimination or preference in service. Additionally, the record shows 
that Southern expects the additional capacity which would be provided by 
the six miles of loop to be utilized immediately at least three months of the 
year by both distributing companies taking gas in excess of contract demand and 
by direct interruptible customers purchasing gas on occasions when they other- 
wise would be curtailed. (T. 630) 

The record also fails and the Staff does not cite any facts to show that the 
installation of the six miles of loop could result in any discrimination or pref- 
erence in rates. First, the investment involved and hence the conceivable rate 
effect is de minimis. Second, since capacity made available by the six miles of 
loop presumably would be in excess of firm peak day requirements of Southern’s 
customers, the three month period during which it initially would be utilized 
would occur during the period of peak firm demands. Therefore, to the extent 
that such capacity was made available to non-jurisdictional customers, both 
demand and commodity costs related thereto would be assigned to those cus- 
tomers in any rate-making proceeding. In any event, Southern has a rate case 
now pending (Docket No, G-18512). Any consideration of possible discrimina- 
tion or preference should be decided in that rate proceeding. The facts do not 
exist in this record. 

What has been said concerning the capacity which will result from Southern’s 
proposed facilities sufficiently disposes of the contentions of the competing fuel 
interests as to any excess, except in relation to the 660 horsepower compressor 
which Southern proposes to install in its existing Wrens compressor station. 
The coal interveners point out that the compressor will not be utilized on the 
system peak day. (Exh. 1, sheet 5) They state that the Wrens compressor 
station is not used by Southern for the delivery of gas to meet Southern’s firm 
contract obligations, but solely to enable the company to transport large volumes 
of natural gas during the warmer periods of the year to points east of its 
Ocmulgee compressor station and to enable it and its distributors, particularly 
South Atlantic and South Carolina Natural to make large industrial sales dur- 
ing the summer months. (Br., p. 8) 

However, the uncontroverted testimony of Southern’s witness on system de 
sign shows that if Southern’s system east of its Ocmulgee compressor station 
were so restricted in capacity that it could serve only the firm peak day re 
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quirements of the customers in Southern’s eastern markets, several very un- 
desirable results would follow. (T. 693-698) 

First, South Carolina Natural Gas Company, South Atlantic Gas Company 
and Atlantic Gas Light Company. (for deliveries east of Ocmulgee), Southern's 
three major resale customers in that area, would be discriminatorily limited 
to contract demand for a materially greater time each year than the other cus- 
tomers on Southern’s system. (T. 694) 

Second, there would be very little gas available for sale to Southern’s direct 
industrial customers in Savannah and South Carolina, although the Com- 
mission already has found that the public convenience and necessity require 
such sales. These certificated direct industrial customers would receive much 
less gas than they are now receiving. (T. 694-695) 

Third, if the direct interruptible sales in Savannah and South Carolina were 
not made during system off-peak periods, system load factur would be reduced 
from approximately 79 percent to approximately 73 percent, thereby increasing 
the unit cost of service to all of Southern’s customers because the total cost of 
operation would be divided among a lesser volume of gas. (T. 695-696, 701) 

Fourth, the resulting reduction of approximately 30,555,000 Mcf in annual 
sales would result in annual minimum take obligations specified in Southern’s 
gas purchase contracts exceeding annual system input requirements by approxi- 
mately 21,000,000 Mcf. (T. 697) Southern would have to pay for all gas below 
minimum take obligations which was not actually purchased. (T. 698) 

The coal interveners contend that certification of facilities which will pro- 
duce capacity in excess of Southern’s contract obligations will result in the dis- 
placement of coal by gas. However, this may be, Southern is not requesting 
authorization to make any new sale which will result in any displacement of 
coal. Some of Southern’s resale customers probably will sell gas in normal 
course for purposes for which coal might possibly be used, but these sales in local 
distribution will be largely of valley gas, which will have the effect of increasing 
or maintaining load factor and thereby reducing the average unit purchased gas 
cost to the distributor. Such sales of interruptible gas as Southern may make 
to its direct customers by means of capacity in excess of firm delivery obliga- 
tions already have been authorized by the Commission upon findings that they 
are required by the public convenience and necessity. The record also shows 
that the refusal to certificate the facilities east of Ocmulgee, Georgia, which 
are the special target of the coal interveners, would result in substantial loss by 
Southern of interruptible sales below the present levels of such sales. 

In view of these uncontroverted facts of record, the Presiding Examiner con- 
eludes and finds that Southern’s project is appropriately designed, that all of 
the facilities applied for are reasonably necessary for the services to which 
they are intended to be put, and that the public convenience and necessity re- 
quire the construction and operation of all of the facilities proposed. 

Southern’s estimates of construction costs were based on detailed studies 
made under the supervision of Southern’s chief engineer (Exh. 10, p. 2). These 
reflect, for the most part, actual recent experience and current prices. No issue 
has been raised by any party concerning such estimates and it is found that 
they are adequate and reasonable. 


Gas Supply 


The uncontroverted evidence establishes a committed gas supply for South- 
ern of 9.194 trillion cubic feet of gas in place which volume is 22.99 times 
Southern’s estimated 1960-1961 annual input requirements as adjusted by the 
reduction in South Georgia’s purchases and by the elimination of the proposed 
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sale to Georgia Coastal. This gas supply represents 7.023 trillion cubic feet of 
recoverable gas, which is 17.56 times Southern’s estimated 1960-1961 annual 
input requirements as adjusted as above stated. The first deficiency in de- 
liverability is shown as occurring in 1973, which is approximately fifteen years 
after July 1, 1958, the date as of which the reserve figures were compiled (Item 
D, Exh. 8). 

These gas reserve figures appear to be conservatively estimated. This ap- 
parently is recognized by the Staff, which states in its brief that it raises no 
issue as to Southern’s figures so far as estimates of quantities of gas in and 
deliverabilities of gas from fields are concerned, except as to some 336 billion 
cubic feet of non-flow-tested sands which it considers as not available solely be- 
cause such sands have not been tested by production. The reserve and de- 
liverability studies are based on the conservative assumption that no spot pur- 
chases of gas will be made during the next 20 years and that no gas will be re- 
ceived from United Gas Pipe Line Company (United) after expiration of 
Southern’s two present service agreements with that supplier. Item D shows 
deliveries from United at Kosciusko, Mississippi, at an annual rate of 53.053 
billion cubic feet until expiration of the applicable service agreement in 1973, 
and deliveries at Perryville, Louisiana, at an annual rate of 26.306 billion cubic 
feet until expiration of the service agreement covering that purchase at the 
end of 1965. Continuance of these deliveries from United beyond the expira- 
tion dates of the two service agreements would substantially increase both the 
total gas supply available to Southern and its deliverability life. 

The Staff points out two other favorable aspects of Southern’s gas reserve 
situation. One is that Southern’s system traverses a developing gas production 
area, making possible future additions to supply. The other is that, although 
Southern has scheduled field withdrawals based on the assumption that the 
ability of all connected fields to deliver gas will decline in a manner character- 
istic of depletion type reservoirs, Southern’s gas reserve witness testified that 
the south Louisiana fields, where a major part of Southern’s gas reserves are 
located, historically have exhibited an effective water drive which will main- 
tain ability to produce at rates higher than those indicated by the depletion type 
of decline which he used in preparing his deliverability study. 

The Staff's adverse contentions as to Southern’s gas supply may be summarized 
as follows: 

(1) All reserve and deliverability figures should be adjusted to January 1, 
1959. This would knock off about a half year from life index and result in a 
proportionate reduction in deliverability life. 

(2) The recoverable reserves in the Hub and Lake St. John fields, totaling 
425.821 billion cubic feet, cannot be considered as available to Southern. 

(3) The non-flow-tested reserves, amounting to 336.213 billion cubic feet also 
cannot be considered as available. 

Giving effect to these exclusions from claimed gas supply, the Staff computes 
the life index of Southern’s reserves at 15 years on the basis of estimated 1960- 
1961 system input requirements, and the deliverability life at 12 years, which, it 
states, provides no margin above the deliverability life necessary under recent 
decisions of the Commission for the issuance of a certificate. Therefore, it 
recommends denial of authority to increase capacity over that provided by the 
temporary certificate facilities, unless certificates are issued and accepted for 
the proposed sales to Southern from the Cranfield and Coffee Bay fields. Sales 
are already being made to Southern from the Triumph and Felice Bayou fields 


under temporary authorization and may not be discontinued without abandon- 
ment authority from the Commission. 
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The three deductions made by the Staff from Southern’s claimed reserves will 
be discussed in the order listed. 

Southern’s project already is more than half built and the completed portion 
has been in operation for a considerable time. Therefore, some of the gas supply 
contemplated to be used for the project already has been depleted. The Com- 
mission held, in its Opinion No. 320, issued May 12, 1959, In the Matter of Mid- 
western Gas Transmission Company, et al., Docket No. G—16841, et al. (21 
FPC 653), that “deliverability life must be computed from the commencement 
of the new service proposed.” (21 FPC 653, 656) Application of this ruling 
to Southern’s project, requires the conclusion that the Staff is not justified in 
adjusting Southern’s gas supply figures to January 1, 1959. 

No application for a certificate to sell gas from the Hub field to Southern has 
been filed with the Commission and Southern does not propose in its application 
to connect that field to its system. Southern shows that California’s interest 
in Hub field gas has been committed to it by contract for a number of years, 
although a definitive agreement stating price and other specific terms remains 
to be executed. Only California’s interest in the Hub reserves is included in 
Southern’s reserve estimates. Southern’s precedent agreement with California 
for that company’s gas in Hub was introduced as Section 45 of Item A, Part 5. 
Southern also establishes that based on the contract commitment, it has pro- 
duced evidence of the Hub gas in support of four earlier certificate applications 
for expansions of service on which certificates have been issued by the Commis- 
sion. Southern also testifies that there can be no reasonable question as to the 
feasibility of its building into the Hub field which lies less than three miles from 
the Dexter field where it is already taking gas. 

The Commission has consistently in the past accepted the Hub reserves as 
part of Southern’s system gas supply. In any event, the matter is of little im- 
portance in view of the fact that the questioned Hub reserves amount to only 
27.471 billion cubic feet, a quantity which could have no material relation to the 
sufficiency of Southern’s gas supply. 

The Staff's argument as to the Lake St. John gas, which is a very substantial 
reserve of 398.35 billion cubic feet of recoverable gas, is a different matter. 
Southern has not applied for authoroity to build into this field, as was explained 
in the description of the producers’ applications, since sales are not expected to 
commence from Lake St. John for six or seven years. However, as has been 
pointed out, the sale from Cranfield and Lake St. John under the contract be- 
tween California and Southern is, in legal contemplation, a single sale. This 
apparently was not recognized by the Staff in its brief in the pipeline cases. 
However, in the producer cases, the Staff recommends the issuance of a cer- 
tificate to California for the single sale of gas to Southern from both the Cran- 
field and Lake St. John fields. Since such recommendation is hereinafter 
adopted, the Lake St. John gas, as well as the Cranfield gas, must be considered 
as committed to Southern so firmly as to justify its consideration as part of 
Southern’s gas supply in this case. There can be no question that Southern will 
apply for a certificate to build into Lake St. John at an appropriate time be 
cause it is committed by contract to do so and also has given its assurance on 
the record that it will file such application. 

The Staff furnishes no reason why the 336 billion cubic feet of non-flow-tested 
reserves should not be included in Southern’s gas supply, stating simply that such 
reserves are “considered by the Staff not to be available.” (Br., p. 3) The 
Staff presented no witnesses during the hearing and made no statement, until 
the filing of its brief in the pipeline cases, of its position concerning the ade- 
quacy or availability of any portion of Southern’s claimed gas supply. There 
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fore, the only evidence of record concerning Southern’s gas supply is that pre- 
sented by Southern which evidence is substantial and credible. Being uncon- 
tradicted it must be accepted. 

Southern’s gas supply witness, whose qualifications as an expert were not 
questioned, presented extensive geological data concerning all reserves, includ- 
ing the non-flow-tested sands. The Staff made no effort during the hearing to 
question the validity or significance of such data, although it is clear from the 
record that the Staff was aware that the evidence related in part to non-flow- 
tested sands. It is found on the basis of the only evidence of record, that the 
reserves which Southern estimates are contained in the non-flow-tested sands, 
are available to it. 

No party other than the Staff questioned the adequacy of Southern’s gas sup- 
ply or its reserve estimates. 


Financing 


Southern intends to finance the construction of that portion of the proposed 
facilities not yet permanently authorized in connection with an overall financ- 
ing program to defray the cost of extensive supply facilities already con- 
structed and being constructed and of the facilities authorized by the temporary 
certificate. The total of the permanent financing is $117,000,000. Part of it 
already has been accomplished. Southern issued $30,000,000 of 4%4 percent sink- 
ing fund debentures on July 1, 1958 (Item H, Pt. (1), p. 1), and sold $35,000,000 
of first mortgage bonds at competitive bidding on January 20, 1959, after com- 
mencement of hearings on its application. These bonds brought a price to South- 
ern of 99.11 percent of principal amount and carried an interest rate of 4% 
percent. (T. 392; Exh. 75) The financing program calls for the issue of an- 
other $35,000,000 of first mortgage bonds late in 1959. The remainder of 
Southern’s cash requirements, amounting to approximately $17,000,000, is ex- 
pected to be obtained from the term bank loans, or the sales of convertible de- 
bentures, serial notes, or other debt securities, or, in part, by the sale of market- 
able securities owned. by Southern, which had a quoted market value of 
$14,544,625 at September 30, 1958. (Item H. Pt. (1), p.5) 

H. D. McHenry, Southern’s Vice President, Secretary and General Counsel, 
who testified in support of its financing plan and who has actively participated 
in financing operations of Southern since 1937, is of the opinion that the plan of 
financing is feasible and can be consummated. (Exh. 11, p. 2) The record 
shows that upon completion of all of the contemplated financing, and giving 
effect to retirements and conversions of securities reasonably expected to occur, 
65.05 percent of Southern’s capital structure will consist of long term debt and 
34.95 percent will consist of common stock and surplus. (Item H, Pt. (1), p. 6) 

No party has questioned the feasibility or appropriateness of Southern’s 
plan of financing. 

It is found that Southern has adequate financial resources to construct the 
facilities proposed and that the proposed financing will not render unsound its 
corporate financial structure. 


Revenues, Expenses and Income 


Southern’s exhibit showing revenues, expenses and income (Item J) indicates 
rates of return for Southern’s system-wide gas operations of 4.1 percent in 
1959, 4.1 percent in 1960 and 4.3 percent in 1961. The exhibit also shows rates 
of return attributable to the “proposed facilities” of 3.6 percent in 1959, 4.3 
percent in 1960 and 5 percent in 1961. 

The significance of these indicated rates of return depends to a large extent 
upon the assumptions made in their computations. -One of the most substantial 
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items of cost included in expenses, both system-wide and for the incremental 
facilities, was the cost of purchased gas. Southern’s witness, who computed 
gas cost, assumed, for the purpose of the exhibit, payment for gas at rates re- 
flecting all escalation of whatever nature provided for in gas purchase contracts, 
as well as all increases in rates which had been filed. Since such escalation and 
increases are subject to approval or disapproval by the Commission, the pur- 
chased gas cost included in Southern’s exhibit may be materially overstated. 
Such a correction would improve the rates of return. 

The slight improvement in earnings for 1960 and 1961 indicated by comparison 
of the system-wide rates of return with rates of return attributed to the “pro- 
posed facilities” falls considerably short of portraying the actual improvement 
which can be expected. This is because the incremental study (Schedules 7-12 
of Item J) included under “proposed facilities” some $45,000,000 of non-revenue 
producing supply facilities which had been certificated by the Commission in 
Docket Nos. G-13082, G—13208, G—13379, G-13864, G-14570, and G-15198. This 
is pointed out in explanatory material included in the exhibit. These facilities, 
authorized in other dockets, were included in the incremental study, the record 
shows, because all of such facilities were constructed in anticipation of the pres- 
ent system delivery capacity expansion and, therefore, related to such expansion. 
(Exh. 13, p. 5) 

If the costs of these extensive non-revenue producing supply facilities not 
covered by the instant application had been excluded from the incremental 
economic study, it would have shown a substantially higher rate of return than 
appears. Therefore, Southern’s system-wide rate of return can reasonably be 
expected to be improved by operation of the facilities proposed in Docket No. 
G—14587 to a considerably greater degree than is shown by Item J. 

It should be noted that Southern has filed increased rates designed to yield 
it approximately $10,000,000 a year in additional jurisdictional revenues. Such 
rates were not reflected in Southern’s economic study. 

Based upon all the facts of record, it is concluded and found that Southern’s 
project is economically feasible. 


The Staff's Recommendation That The Proceeding Be Reopened 


The Staff recommends that the pipeline proceedings be reopened to give it 
an opportunity to elicit evidence concerning the “tilt” of the system-wide in- 
creased rates filed by Southern on April 13, 1959, in Docket No. G-181512, claim- 
ing that it was prevented by the Presiding Examiner from asking sufficient 
questions of Southern’s witness, Baum, on cost classification and allocation and 
rates. 

Whether the rates which Southern has filed are “tilted” is wholly irrelevant to 
any issue in this certificate proceeding. 

Southern will not establish any new rate zone or any new classification of 
service or any new rate to become applicable as a result of its present project. 
Therefore, no question of an initial rate which cannot be suspended is involved. 
As a matter of information Southern placed in the record the increased general 
system rates which it stated it intended to file on or about May 1, 1959, and 
which were in fact filed April 13, 1959, under Section 4(d) of the Act. Any 
controversy concerning those rates may be appropriate in the rate proceeding 
initiated by the Commission’s order of suspension, but not in this certificate case. 

The Staff states that the Presiding Examiner “precluded the staff counsel 
from eliciting testimony with respect to the possible impact of the project on 
future rates.” (Br., p.19) The record does not support this contention. Ob- 
jection to a question by Staff counsel concerning the basis for the design of the 
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rates which Mr. Baum stated Southern intended to file on or about May 1 was: 
sustained on the ground that it was irrelevant to any issue in the case (T.711) 
However, Staff counsel was permitted at other points in the record to elicit 
from the witness in considerable detail the exact procedure which he followed 
in designing rates (T. 710-711, 719-727). Thus, Staff counsel was allowed at 
least as much freedom in this regard as if his first question had been permitted. 
At another point Staff counsel was stopped from asking a question which 
challenged the witnesses’ classification of exploration and development expenses 
and certain other production expenses 50 percent to demand and 50 percent to 
commodity, on the ground that a future rate case should not be tried in the 
certificate proceeding (T. 729). No other restrictions were placed by the Pre 
siding Examiner on the Staff’s freedom to question Southern’s witness concern- 
ing rates. 


The recommendation for reopening is found to be improper and unjustified. 


The “Budget-Type” Additions to Gas Suppy Facilities 


The Staff recommended a reduction in the proposed “budget-type” facility 
authorization. Apparently, the Staff is laboring under a misunderstanding. 

The Staff states (Br., p. 11) that since Southern requested, in its application 
filed in 1958, authority for “budget-type” facilities to attach new’ gas supplies. 
by the end of 1960, it is asking for authority covering a period of approximately 
three years. The Staff adds that the Commission has never issued “budget- 
type” certificates for a period greater than one year. Therefore, it recommends 
that Southern be granted a “budget-type” certificate limited to one year and to- 
one-third of the total facilities for which Southern requests authorization. 
This, the Staff states, would be equivalent to Southern’s original proposal, 
reduced to a one-year basis. 

In Part II of its application, Southern requested authority to commence con- 
struction in 1959 of unspecified budget-type facilities to attach new gas supplies, 
with no single project to exceed $500,000 in cost and the total cost not to exceed 

3,000,000. (See original Application in Docket No. G—14587, pp. 18-20.) 
Clearly, the requested authorization covered only the year 1959, although 
Southern did ask for authority to complete any project commenced during that 
year. In the Commission’s Notice of Application and Date of Hearing issued 
on December 4, 1958, Part II of Southern’s application was described as cover- 
ing “Routine budget-type additions to gas supply facilities to be added by the 
end of 1960.” [Emphasis supplied.] This was not a correct description of 
the authority Southern requested. However, during the hearings, after it be 
came apparent that Southern probably would not receive a certificate until half 
of 1959 had passed, Southern moved to amend Part II of its application to 
conform to the description in the Commission’s notice (T. 792). In this motion, 
Southern described the discrepancy between Southern’s application and the 
Commission’s notice and said it desired to amend the application so as “to 
avoid any question of the sufficiency of the notice.” The motion was granted. 

From the foregoing, it is clear that the authority recommended by the Staff 
would not be equivalent to Southern’s original proposal reduced to a one-year 
basis, but would cover only one-third of the requested authorization. 

Southern states in its reply brief that if it would be inconsistent with the 
Commission’s practice to grant authorization in mid-1959 for construction of 
new gas supply facilities to be added by the end of 1960, it is willing to 
accept a certificate limited to a term of one year from the date of the issuance 
of the certificate. Since Southern’s request for “budget-type” authority is in 
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all other respects similar to numerous other applications which the Commission 
has granted, provision will be made hereinafter for issuance of such a certificate 
in the dollar amounts set out in Southern’s application, but of one year 
duration. 


South Georgia’s Project 


The uncontradicted evidence of record establishes the following facts beyond 
question and no party questions them : 

(a) The facilities are adequate for the proposed service. 

(b) The costs of construction have been reasonably estimated and provide 
sufficient costs. 

(c) The construction can be financed. 

(d) The proposed project and service is economically feasible. 

(e) Ability and willingness have been shown. 

There are only two questions to be decided : 

(1) Whether it has been adequately shown that the nine municipal gas 
distribution systems to which South Georgia proposes to supply gas are economi- 
cally feasible and are required by the public convenience and necessity, and 

(2) Whether it has been shown that the three proposed direct industrial sales 
are required by the public convenience and necessity. 








The Municipal Projects 


Each municipality to which South Georgia proposes to initiate natural gas 
service presented engineering evidence as to its project. Each, except Fitzgerald 
which will finance from cash on hand, presented a witness who testified con- 
cerning its ability to finance its project. Municipal officials appeared on behalf 
of seven of the communities. As to the other two, the engineering witness testi- 
fied that he was authorized to represent to the Commission the wishes of the 
municipalities’ governing bodies. 

All of the municipalities propose to construct municipally owned gas dis- 
tribution systems. South Georgia proposes to deliver gas at the city gate of 
each municipal system. 

The peak day and annual requirements of the nine municipalities for the next 
two years may be summarized as follows: 





























































| Requirements in Mcf 
Community 
1959-1960 1960 1960-1961 1961 
peak day annual peak day annual 
= |_| | — 
laa a aiatllia in deeded aia el 442 39, 500 552 49, 100 
Ashburn. 371 27, 800 466 36, 000 
Tifton... 1, 865 272, 128 1, 949 | 282, 728 
Ocilla_-_- a 218 19, 900 294 | 26, 865 
BOUTON 2. i ocsaassus= eins 5: aitjathe iipaiiiyntiagtat 1, 092 118, 405 | 1, 270 141, 126 
SG rn ne eee 523 39, 400 | 652 50, 600 
LE OTIS SRR SCT OR 146 10, 800 | 182 14, 100 
iia git iia cipmaiaiaaeisan niin uae sai taaein 669 76, 063 | 802 | 93, 265 
PS iit ctadaacoiccunknddancdicdeteecssucstbabsakus 125 | 10, 533 | 150 | 12, 562 
Be ees ein eS 451} 614, 529 | 706, 346 











(Exh. 92, sheet 1) 





Each municipality, except Fitzgerald, proposes to issue revenue certificates 
having a thirty-year life. 
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Based on the respective engineering exhibits, the debt service coverages of 
the various projects, assuming a leveling off of sales in the third year, are as 
follows: 


Sylvester 1.4954* (Exh. 86, Sub-exhibit Sheet 1) 

Ashburn 1.60 (Exh. 80, Sub-exhibit) 

Tifton 1.58 (Exh. 68, Sched. 8, 9) 

Ocilla 0.98 (Exh. 78, Exh. C. D. E) 

RN i ccc anceps None, since no long-term debt required 

Nashville 1.68 (Exh. 84, Sub-exhibit Sheet 1) 
1.58 (Exh. 82, Sub-exhibit Sheet 1) 

Quitman 1.85 (Exh. 65, Table 2) 

Lumpkin 1.43 (Exh. 59, Sched. 9) 


*The Staff computes the debt service coverage for Sylvester at 1.47, but South Georgia 
shows at page 11 of its brief that such coverage should be 1.4954 as shown. 


Because the indicated debt service coverages for Sylvester, Ocilla, and Lump- 
kin are indicated to be less than 1.5, the Staff recommends denial of authority 
to South Georgia to sell gas to these three municipalities or to build the facili- 
ties related to such services. The Staff says that this result is required by con- 
trolling Commission precedent. 

The Commission, although considering debt service coverage as an important 
indicator of the financial and economic feasibility of municipal projects, does not 
appear to have considered 1.5 as an absolute minimum coverage to justify 
a project. In Panhandle Eastern Pipe Line Company, Docket No. G—1705, 15 
F.P.C. 1421, the Commission made clear that, although it considered debt service 
coverage to be important, the exact weight to be given such coverage should 
depend upon the particular facts of each case. And in American-Louisiana 
Pipe Line Company, Docket No. G—2306, 16 F.P.C. 897, the Commission granted 
certain Section 7(a) applications, stating (pp. 900-901) : 


In the cases of the applicants which propose to finance by means of gas 
revenue bonds, the debt service coverage ratio sufficiently approaches or ex- 
ceeds the 1.5 figure which we have previously considered sufficient to show 
economic feasibility. [Emphasis added.] 


In its reply brief South Georgia points out that in its own initial certificate 
proceeding in Docket No. G-1915, the Presiding Examiner’s decision, issued 
August 3, 1954, and made effective on September 2, 1954, as a final decision and 
order of the Commission, showed that the debt service coverage for the revenue 
certificates to be issued by Cairo, Dawson and Pelham, Georgia, and Havana, 
Florida, would range from 1.33 to 1.44, yet all of these projects were built and 
are being successfully operated (Exh. 92, p.1). 

In the instant case, reputable financial witnesses testified that the securities 
of Sylvester, Ocilla and Lumpkin, and all of the other communities to which 
South Georgia proposes to extend service can be sold. In the face of this tes- 
timony, it is concluded that the fact that the Sylvester and Lumpkin projects 
fail, by the small margin shown, to attain 1.5 coverage does not require denial 
of service to those municipalities. 

Ocilla presents a special case. Its financial witness testified that its project 
could be financed only if the city pledged the revenues from its municipal water 
system (Exh. 104, p.3). The Acting City Attorney for Ocilla testified that the 
city is willing to pledge its water revenues (T. 839-840). The city now has 
no outstanding indebtedness (Exh. 104, p. 3). Under these circumstances, it 
must be concluded that the Ocilla project also can be financed and is economi- 
cally feasible. 
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In considering all of the debt service coverages, it is important to note that 
the coverages shown were computed on the arbitary assumption of a leveling 
off of sales after the third year of operation. The Commission’s experience in 
such cases has shown that just the contrary is to be expected, that municipal 
projects of this type ordinarily experience growth, and sometimes substantial 
growth, well beyond the third year. 

The propane interveners contend that the market estimates for all of the 
municipal projects are exaggerated and the cost estimates understated. Never- 
theless, the record shows, and it is found, that the preponderance of the evidence 
supports the sales estimates and cost estimates which were presented. 

The propane interveners sell LPG gas in Ocilla, Nashville, Sylvester, Quitman, 
Fitzgerald and Tifton. They presented testimony that the establishment of 
municipal distribution projects in those communities would take business away 
from them, but no showing was made that the public would suffer as a result 
or that any of such interveners would be disabled from continuing to render 
LPG service. This Commission has held many times that the fact that natural 
gas will compete with other fuels is no justification for denying extension of 
natural gas service into new areas. 

It is found that the public convenience and necessity requires the sale of gas 
by South Georgia to the nine new communities, as proposed by South Georgia 
and that such sales and the local distribution of natural gas in those communi- 
ties are economically and financially feasible. 


South Georgia’s New Direct Sales 


South Georgia has entered into contracts to sell and deliver gas on an inter- 
ruptible basis to three new direct industrial customers. The Staff does not 
oppose issuance of a certificate to South Georgia for these three deliveries. 
However, Atlanta and the competing fuel interests urge that they not be 
certificated. 

South Georgia proposes to construct lateral lines to the three new industrial 
plants at a total estimated direct cost of $71,659 (T. 1301). All three sales 
will be fully interruptible. Estimated annual deliveries to the three, the reve- 
nues to be derived from the sales, and the average rates at which the gas will 
be sold are as follows: 


| 
Annual | Average rate 
Customer deliveries Revenue | per Mef 
(Mef) | (cents) 
' 





Owens-Illinois 1,760,000 | $504, 626 33. 786 
Milwhite 25, 000 | 10, 800 43. 200 
Waverly 103, 000 | 43, 867 


Owens-Illinois will use the gas in its plant at Clyattsville, Georgia, in the 
manufacture of Kraft paper. Its gas requirements are estimated at 6,000 
Mcf per day and 360 Mcf per hour. 

The Milwhite plant is located near Attapulgas, Georgia, and processes fuller’s 
earth. Its requirements are estimated at 240 Mcf per day and 10 Mcf per hour. 
The Waverly plant, which is located near Meigs, Georgia, also processes fuller’s 
earth. Its requirements are estimated at 600 Mcf per day and 30 Mcf per hour. 

Atlanta and the competing fuel interests urge that South Georgia should be 
denied a certificate for these three industrial sales on the ground that there is 
no evidence that the sales are required by the public convenience and necessity. 
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Atlanta says, further, that the sale to Owens-Illinois will not be compensatory 
and that sale of gas at the Owens-Illinois contract price “will permit South 
Georgia virtually to monopolize industrial sales in the area served by the pipe- 
line to the detriment and prejudice of South Georgia’s existing resale custom- 
ers.” (Initial Br., p. 23) However, Atlanta does not state that it wishes to 
serve Owens-Illinois or the other two proposed industrial customers of South 
Georgia. 

Since South Georgia sells interruptible gas to its resale customers at 36 
cents per Mcf under an appropriate F.P.C. rate schedule (Item HH), it is clear 
that the prices proposed to be charged Milwhite and Waverly are compensatory. 

The following considerations will show that all of the direct sales are com- 
pensatory and should be authorized. 

The cost of service for 1961 of all of the proposed facilities, as shown on 
Revised Sheet 13 of Exhibit 95, is $1,018,633. For the same year the revenues 
attributable to the proposed facilities are estimated at $1,030,823. (Exh. 95, 
sheet 7) Of these total revenues, $594,626, or more than 57 percent, will be 
provided by the sale to Owens-Illinois, and $649,302, or 63 percent, by the aggre- 
gate sale to the three new direct industrial customers. (Exh. 95, Sheet 6) This 
compares with the $52,429 estimated cost of the Owens-Illinois facilities and 
the $71,629 estimated cost of the facilities for service to all three new direct 
industrial customers, out of a total cost of $1,946,965 for all of the proposed 
new facilities. (Exh. 94) Thus, the facilities to provide service to the three 
industrial customers constitute only about 3.6 percent of the total project 
eost, but will provide about 63 percent of the total revenues. Since service will 
be rendered to the new industrial customers on a fully interruptible basis, it 
is clear that the three proposed industrial sales will contribute materially 
towards South Georgia’s operating costs and so benefit its resale customers and 
the public which they serve. 

On the basis of the facts recited and other facts of record, it is found that 
the three proposed direct industrial sales are required by the public convenience 
and necessity. 

An additional position taken by Atlanta is that the certificate to South Georgia 
should be conditioned to require it to sell volumes of gas to Atlanta in addition 
to those shown by South Georgia’s exhibits, provided the existing 3,000 Mcf 
per day limitation included in South Georgia’s rate schedule G—1 is removed. 
Such gas would be used for distribution in the Valdosta, Georgia, area. Re- 
moval from South Georgia’s G—1 rate schedule of the 3,000 Mcf per day limita- 
tion will require a filing under Section 4(d) of the Natural Gas Act or an 
investigation under Section 5(a). When such change is made will be enough 
time for the Commission to consider Atlanta’s desire for additional gas at 
Valdosta. The record in this case shows that Atlanta does not now desire 
such additional gas. 


The Proposed Substitution of Hunt for Secure and Estate 


On March 17, 1959, Secure and Estate filed separate Notices of Withdrawal of 
their applications in Docket Nos. G—14903 and G—14904, respectively, pursuant to 
Section 1.11(d) of the Rules of Practice and Procedure. At the same time 
Hunt filed an amendment to its certificate in Docket No. G—-14905, pursuant to 
Section 1.11(a) of the Rules, seeking to have its application cover the interests 
of Secure and Estate, as described in Docket Nos. G—14903 and G—14904, in 
addition to its own interest. 

Olin is the operator in the Coffee Bay field, to which all of these filings 
relate, and is a co-signatory with Hunt, Secure and Estate to the contract 
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with Southern. At the beginning of the hearings, counsel for Hunt, Secure 
and Estate described the filings which had been made and asked that a certi- 
ficate be issued only to Hunt for all of the three interests if that was permis- 
sible. (T. 15-18) In his statement, counsel referred to the described filings 
as “motions.” 

It is clear from the record that Secure and Trust desire to withdraw only if 
the amendment of Hunt’s application to cover their interests be permitted. 

Sections 1.12(d) and 1.27(b)(7) of the Rules of Practice and Procedure 
give the Presiding Examiner authority to dispose of these procedural matters. 

Hunt, Secure and Estate contend that Section 154.91 of the Regulations under 
the Natural Gas Act permit the application of Hunt to cover the interests of 
Secure and Estate. They say, however, that, if the procedure requested is not 
permitted by the Regulations, the Regulations should be waived. Secure and 
Estate each state, in support of their waiver requests that the “procedure 
requested is highly desirable to Applicant and to the Commission, for it will 
facilitate and simplify the Commission’s handling of the filings,” and “the 
procedure would not be injurious to any party.” Each also states that if the 
Commission permits the proposed substitution of parties, Secure and Estate 
intend to take similar action with respect to their other filings with the Com- 
mission as neither is an operator of any properties from which gas is sold in 
interstate commerce. The applicable section of the Regulations, Section 154.91 
(c) (1), provides as follows in pertinent part: 


(c) Filings by signatory coowners. (1) Where gas is delivered by a well, 
unit, or plant operator under the terms of a contract of sale of an owner or 
owners to which the operator is not a signatory party, each signatory owner 
is responsible for making the filings required by Sections 154.92, 154.94, and 
157.23 to cover the sale, but any such filings may be made and accepted to 
cover other coowners who are joint signatories to the sales contract. * * * 

The authority granted by the above provision for filing by a signatory co- 
owner to cover the interest of another signatory co-owner is limited to those 
situations where the operator is not a signatory party. The operator here, Olin, 
is a signatory party. Therefore, Section 154.91(c) (1) does not apply, and there 
is no other provision authorizing the procedure proposed. The fact that Olin 
is a pipeline company and not an independent producer appears to be without 
significance in construing the meaning of the applicable regulation. 

Therefore, it is concluded that the requested substitution of parties is not 
authorized by the Regulations. 

No reason is advanced by any of the parties which would justify waiver of 
the Regulations. All of the stated reasons would be more appropriately ad- 
dressed to the proposition that the Regulation in question should be changed. 
Nothing has been said to show that the situation of Hunt, Secure and Estate 
is a special one deserving to be exempted from the general rule. If the Regula- 
tion is not to be observed, the change should be applicable to all. Therefore, 
the request for a waiver should be denied. 


Producer Applications 


Each of the ten producer applicants introduced its contract with Southern 
in evidence and presented testimony showing that the contract was negotiated 
between non-affiliated parties and at arm’s-length and that the applicant was 
able and willing to perform the service proposed. Southern’s evidence presented 
in the hearings on its application, a substantial portion of which was introduced 
by reference in the producer hearings, amply demonstrated its need for the gas 
to be purchased from the producers. 
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In its brief, the Staff concedes that Southern needs the gas covered by these 
applications (p. 4) and that the producers “have adequately discharged their 


respective burdens of proof with respect to every essential element of their 
cases except that of price.” (p.9) 






Price 


The initial prices provided in the producers’ contracts are set out herein under 
the description of the producer applications. The Staff contends that the Com- 
mission should condition the certificates to be issued so as to provide for prices 
at lower but unspecified, levels. 

Under the standards established by controlling Commission decision, no 
justification has been shown for a price condition. In Hope Natural Gas Com- 
pany, et al., 19 F.P.C. 405, the Commission, in passing on the burden of proof 
imposed on an independent producer in a certificate case, said (p. 407) : 


We are of the view that if the applicant proves there is a market for the 
gas at the proposed price and that the project is economically feasible at 
the proposed price (both market and economic feasibility being factors which 
we consider in determining public convenience and necessity) that it has 
sustained its burden of going forward with the evidence, and in the absence 
of evidence showing that the proposed price or rate adversely affect the 
public convenience and necessity, the applicant has made out a prima facie 
case, and a certificate should issue to it. 

The rule of the Hope order has been consistently followed by the Commission 
in all recent producer certificate cases. See Seaboard Oil Company, et al., 
Docket Nos. G—11970, et al., Opinion No. 309, 19 F.P.C. 416; Transcontinental 
Gas Pipe Line Corporation, et al., Docket Nos. G—13143, et al., Opinion No. 315, 
20 F.P.C. 264; Superior Oil Company, et al., Docket Nos. G—12121, et al., 19 
F.P.C. 637, and Middle States Petroleum Corporation, order issued April 13, 
1959, in Docket No. G—14836 (21 F.P.C. 492), affirming the Presiding Examiner’s 
decision issued November 21, 1958. The evidence here is the same type of evi- 
dence which was introduced in the cited proceedings, and these cases fall within 
the doctrine of the Commission’s Hope order and other cited opinions and 
orders. 

In the recent Opinion No. 321, In the Matters of Trunkline Gas Company, et 
al., Docket No. G-15394 (21 F.P.C. 704), the Commission set forth the results 
of its reconsideration of the entire subject of price conditions. Under such 
provisions no condition is appropriate in these matters. 

The prices agreed upon in the producer contracts do not provide any basis for 
a price condition. 

On January 23, 1959, the Commission wrote to Southern directing that certain 
information be submitted in supplementation of all but two of the producers’ 
applications. This called for a comparison of provisions of the producers’ con- 
tracts, principally as to price, with provisions of other contracts under which 
Southern is buying gas in the “same general area” as the Coffee Bay, Triumph 
and Cranfield fields. No comparison was required for the Felice Bayou field, 
presumably because the price specified in the contracts for that field was lower 
than those for the other fields. Every producer, except those proposing sales 
from Felice Bayou, supplemented its application as directed. Information con- 
tained in the supplements was furnished by Southern, who presented its Vice 
President in charge of gas supply, John M. Starke, to verify at the hearing the 
supplemental information required by the Commission’s letter. 

Mr. Starke defined “the same general area” as the area from which Southern 
purchases gas which is introduced into its main system at Gwinville, Mississippi. 
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He said that if the comparisons were to have any significance they must relate 
to an area throughout which there was some common characteristic in respect 
of Southern’s system. He found this common characteristic to be the geographi- 
cal relationship of the fields to Southern’s main transmission system. Gwinville, 
Mississippi, which has always been considered by Southern to be the western 
terminus of its south line system, lies nearest to all of the producing fields 
involved in these applications. By this method of reasoning, Mr. Starke delin- 
eated the area which should be used for price comparisons (T. 44-45). 

The witness sponsored Exhibit 1, which sets out the comparative data called 
for by the Commission’s letter. The significant data contained in the exhibit, 
as it relates to recent contract prices, can be summarized as follows: 

(1) Southern is now purchasing gas, under permanent certificates, from 
28 Louisiana fields at prices, including tax reimbursement, in excess of that 
proposed for the Felice Bayou sales. 

(2) Southern is purchasing gas under permanent certificates from ten Louisi- 
ana fields at prices, including tax reimbursement, which are the same or more 
than the price in the Coffee Bay and Triumph fields. 

(3) The base price of 21.5 cents for the Cranfield and Lake St. John, Coffee 
Bay and Triumph gas is the same base price as that at which sales to Southern 
from 16 fields in the same general area as the new fields have already been 
certificated. 

(4) The price, including tax reimbursement, for the Cranfield gas is less 
than the comparable price at which sales to Southern from 17 fields in the same 
general area as the new fields have been permanently authorized. 

(5) The price, including tax reimbursement, for the Lake St. John gas is the 
same price as that at which sales to Southern from seven fields, Bayou Postil- 
lion, Bayou Long, Bayou Villars, Marrero, South Lake Long, Tigers Ridge and 
West Delta Block 30, in the same general area as the new fields have been per- 
manently certificated. 

Mr. Starke testified that none of the prices proposed to be paid in the instant 
eases will trigger the escalation provision of any contract under which Southern 
is purchasing or is authorized to purchase gas (T. 54), and such finding is 
made. 

The Staff introduced an exhibit to show comparative prices. (Exh.4) That 
exhibit showed that the Coffee Bay, Triumph and Felice Bayou prices were 
well within the limits of the going prices in south Louisiana where such fields 
aresituated. (Schedule 2-B ; T. 266-267, 270-271) 

Exhibit 4 divided the area, which Southern treats as a single gas purchase 
area, into three sub-areas, i.e., Louisiana parishes south of the thirty-first paral- 
lel, Louisiana parishes north of the thirty-first parallel, and Mississippi. This 
arbitrarily placed the Lake St. John field within the north Louisiana area and 
the Cranfield field within the Mississippi area. Based on the data in Exhibit 4 
the Staff argues that the price, including tax reimbursement, for the Cranfield 
sale is 1.3 cents higher than the highest price of 21.5 cents, including tax reim- 
bursement, being charged for gas in Mississippi. It argues that the highest 
price presently being paid for gas from the Lake St. John field is 13.7 cents, 
including tax reimbursement. Its exhibit (Schedule 1-B) shows six sales 
being made in north Louisiana in the 20 cent to 20.9 cent range. 

The Staff’s witness who sponsored the exhibit, however, admitted that his 
exhibit did not include information as to a considerable number of matters 
which were relevant and important in determining the comparative reasonable- 
ness of prices contained in gas contracts. Among these are the quantity of gas 
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reserves covered (T. 254-255), the amount of dedicated acreage (255-256), the 
type of terrain over which facilities for delivery of the gas must be built (T. 
260), the seller’s obligation to compress the gas (T. 261), the economic or legal 
status of the seller with relation to his lease owners (T. 261-262), permissible 
swings in gas takes by the purchaser (T. 269-270), proximity of the gas to the 
purchaser’s market (T. 271-272), the expense to which the purchaser would be 
put for the construction of gathering facilities if delivery was taken at the well- 
head (T. 279), and differences in production costs. (T.297) 

The Staff witness further admitted that on the basis of the information he 
possessed he could not recommend any price as a proper price to be charged. (T. 
298-299 ) 

There is no logical basis for the division of the gas purchase area delineated 
by Southern into three sub-areas. Mr. Starke testified that the Staff’s subdivision 
of the areas was inconsistent with actual gas purchases for Southern’s system. 
(T. 221) The Staff’s witness admitted that the divisions had nothing to do 
with the buying area of any pipeline or the market area of any producer. 

It is found and concluded that the record does not justify the imposition of 
any price condition and that certificates of public convenience and necessity 
should be issued to all of the producer applicants in accordance with the terms 
of the applications. The order will so provide. 

It is also found and concluded that the purchase by Southern of the entire 
quantity of gas here involved will have the de minimis effect of increasing 
Southern’s weighted average purchased gas cost by only approximately 0.05 
cent per Mcf for the year 1961. (Item I) 


Additional Findings and Conclusions 


Upon consideration of the entire record and the briefs filed herein. it is further 
found and concluded: 

(1) Southern is a natural-gas company within the meaning of the Natural 
Gas Act, as heretofore found by the Commission in its order, among others, 
issued October 6, 1942, In the Matter of Southern Natural Gas Company, Docket 
No. G-296 (3 F.P.C. 822). 

(2) South Georgia is a natural-gas company within the meaning of the Nat- 
ural Gas Act, as heretofore found by the Commission in its order issued Septem- 
ber 2, 1954, in Docket No. G—-1915. 

(3) Secure Trusts, Estate of Lyda Bunker Hunt, Deceased, H. L. Hunt, 
Texaco Inc., Olin Gas Transmission Corporation, Earl G. Bateman d/b/a Bate 
man Drilling Company, Operator, e¢ al., Hunt Oil Company, Operator, The 
California Company, Placid Oil Company and Gulf Oil Corporation, applicants 
in Docket Nos. G—14903, G-14904, G-14905, G-15038, G-15110, G-15141, G—15146, 
G-—16680, G-—17746, and G—17760, respectively, are now, or will become upon 
commencement of the sales of natural gas proposed in these proceedings, inde- 
pendent producers of natural gas as defined in the Commission’s Regulations, 
are now or will then be engaged in the sale of natural gas in interstate com- 
merce for resale for ultimate public consumption, and each of them is, or will be, 
a natural-gas company within the meaning of the Natural Gas Act. 

(4) The facilities proposed by Southern and South Georgia will be used for 
the transportation and sale of nautral gas in interstate commerce, and will 
constitute integral parts of their respective interstate transmission systems, 
and, therefore, the construction and operation of such facilities are subject to 


the requirements of subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 
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(5) The sales of natural gas proposed by the independent producer applicants 
will be sales in interstate commerce for resale for ultimate public consumption 
and will be subject to the jurisdiction of the Commission. 

(6) The construction and operation of the facilities as proposed by Southern 
and South Georgia in their applications, as amended and supplemented, and 
the sales in interstate commerce for resale proposed by such applicants and by 
the independent producer applicants are required by the public convenience and 
necessity. 

(7) Each of the applicants is a qualified applicant and is able and willing 
properly to do the acts and to perform the services authorized herein and to 
conform to the provisions of the Natural Gas Act and the Rules and Regulations 
of the Commission thereunder. 

(8) The authorization of Southern to construct and operate the unspecified 
“budget-type” facilities proposed in Part II of its application should be limited 
in duration to one year from the date upon which this decision becomes final, 
or upon which the final order of the Commission herein is issued. 

(9) The authorization referred to in (8) above should be conditioned to re- 
quire Southern to submit within 60 days after the expiration of the one-year 
period, a statement, under oath, showing: (a) names of fields connected, (b) 
estimates of gas supply attached, (c) the cost of construction, (d) a description 
of the project or projects that have been constructed, and (e) location of 
facilities constructed. , 

(10) The issuance of a certificate to Southern to construct the proposed 
metering and regulating station on its Savannah line for service to Springfield, 
Guyton, and Rincon, Georgia, should be conditioned upon South Atlantic Gas 
Company’s obtaining such authorization as is necessary from the Georgia 
Public Service Commission and from the governing bodies of the three munici- 
palities to distribute gas therein and upon its constructing distribution systems 
and a transmission lateral to Southern’s Savannah line. 

(11) The public convenience and necessity require the attachment to the 
certificates hereinafter issued of the conditions hereinafter ordered. 

Wherefore, it is ordered, subject to review by the Commission, that: 

(A) A certificate of public convenience and necessity be, and hereby is, issued 
to Southern to construct and operate the facilities hereinbefore described, all as 
more fully described in its application, as amended and supplemented, and the 
exhibits and record herein, for the transportation and sale of natural gas for 
resale as therein set forth, upon the conditions hereinafter ordered. 

(B) A certificate of public convenience and necessity be and hereby is, issued 
to South Georgia to construct and operate the facilities hereinbefore described, 
all as more fully described in its application, as amended and supplemented, and 
the exhibits and record herein, for the transportation and sale of natural gas 
for resale as therein set forth, upon the conditions hereinafter ordered. 

(C) Certificates of public convenience and necessity are hereby issued to 
Secure Trusts, Estate of Lyda Bunker Hunt, Deceased, H. L. Hunt, Texaco Inc., 
Olin Gas Transmission Corporation, Earl G. Bateman d/b/a Bateman Drilling 
Company, Operator, e¢ al., Hunt Oil Company, Operator, The California Com- 
pany, Placid Oil Company and Gulf Oil Corporation for the sales of natural gas 
in interstate commerce for resale as hereinbefore described and as more fully 
described in the applications, as amended and supplemented, and the exhibits 
and records herein, upon the conditions hereinafter ordered. 

(D) That portion of the authorization granted to Southern in Paragraph (A) 
above, described in Part II of its application and relating to unspecified 
“budget-type” facilities, is hereby limited to facilities added during the period 
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of one year from the date upon which this order becomes final, or the date of 
issuance of final order of the Commission herein. Further, Southern is hereby 
required to submit, prior to 60 days after the expiration of such one-year period, 
a statement, under oath, showing: (a) the names of fields connected; (b) esti- 
mates of gas supply attached; (c) the cost of facilities constructed; (d) a 
description of the project or projects constructed; and (e) location of the 
facilities constructed. 

(E) The authorization granted to Southern in Paragraph A above, to the 
extent that it relates to construction and operation of metering and regulating 
facilities on Southern’s Savannah line for service to Springfield, Guyton, and 
Rincon, Georgia, is conditioned upon South Atlantic Gas Company’s obtaining 
such authority as is necessary from the Georgia Public Service Commission and 
from the governing bodies of the three municipalities to distribute gas therein 
and upon its constructing the distribution systems therein and a transmission 
line or lines connecting such systems to Southern’s Savannah line. 

(F) The certificates issued herein are not transferrable and each shall be 
effective only so long as the applicant continues the acts and operations hereby 
authorized in accordance with the provisions of the Act and the applicable rules, 
regulations and orders of the Commission thereunder. 

(G) Each of the certificates issued herein shall be deemed accepted and in 
full force and effect unless refused in writing, and under oath, by the applicant 
within 30 days of the effective date of the final order herein. 

(H) The facilities authorized herein shall be constructed and placed in opera- 
tion within one year of the effective date of the final order herein. 

(I) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Act or Part 154 of the Commission’s Reg- 
ulations thereunder, and is without prejudice to any findings or orders which 
have been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted relating to the applicants. Further, the actiou 
taken in these proceedings shall not foreclose nor prejudice any further proceed- 
ings relating to the operation of any price or related provision in the gas 
purchase contracts herein involved. 

(J) The general terms and conditions set forth in paragraphs (c) (1), (¢) (3), 
and (c)(4) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the exercise of the rights granted by the certificates 
issued to Southern and to South Georgia. 

Emery J. WoopALL, 
Presiding Examiner. 


THE CALIFORNIA COMPANY, DOCKET NO. G-16108; THE SUPERIOR 
OIL COMPANY, DOCKET NO. G—16388; UNITED GAS PIPE LINE COM- 
PANY, DOCKET NO. G-16556 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFY- 
ING AND ADOPTING INITIAL DECISION OF THE PRESIDING EXAMINER 


(Issued August 10, 1959) * 
Syllabus 


i. Commission approves proposed initial producer prices, finding that they are 
not out of line with other prices in the area, on a comparable basis, and 
that the requirements laid down by the Supreme Court in its CATCO 
opinion have been met in this case. P. 254. 


*Initial decision appears on p. 256. Rehearing denied by order issued October 7, 1959, 
FPC 653. Vacated and remanded, United Gas Improvement Co. v. FPC, 283 F. 2d 8 
({CA9—1960) ; Cert. den. 365 U.S. 379; 381 (1961). 


22 
17 
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2. Greater tax reimbursement here is justified by the size of the reserves, their 
accessibility to United’s pipeline, and the need of United to offer some 
additional price incentive in order to secure the volumes of gas involved 
here. P. 254. 

8. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act toapplicants. P. 255. 

Commissioner Connole not participating. 


Justin R. Wolf, Charles A. Case, Jr., Lucius M. Lamar, and Woolen H. Walshe 
for The California Co. 

F. P. Jones, Jr., H. W. Varner, and O. G. Collins, Jr., for The Superior Oil Co. 

W. O. Crain, C. Huffman Lewis, and Vernon W. Woods for United Gas Pipe 
Line Co. 

Kent H. Brown, Barbara M. Suchow, and Charles J. Coz for the Public Serv- 
ice Commission of the State of New York. 

John E. Holtzinger, Jr., and J. David Mann, Jr., for The United Gas Improve- 
ment Co. 

William Thompson, Jr., and E. B. Blackmon for the staff of the Federal 
Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


On April 16, 1959, the presiding examiner issued an initial decision in the 
above-entitled proceedings by which he would grant a certificate of public con- 
venience and necessity under Section 7(e) of the Natural Gas Act to The 
California Company and The Superior Oil Company (Superior), authorizing 
these companies to render sales of natural gas to United Gas Pipe Line Com- 
pany (United). The California Company would produce its gas from the 
Bayou Penchant Field, Terrebonne Parish, Louisiana. Superior would produce 
its gas from the Bayou Penchant, Palmetto Bayou, and Four Isle Dome Fields, 
Terrebonne Parish, Louisiana. The initial price for these proposed sales is 
21.5 cents, without tax reimbursement. The examiner would also authorize 
United to construct and operate facilities estimated to cost $1,120,312, to receive 
deliveries of the gas into its system. 

Exceptions to the examiner’s decision were filed only by United Gas Improve- 
ment Company (UGI), a distributing company which sells gas in Philadelphia 
and vicinity, and by Superior. 

This case is companion to Matters of Sun Oil Company, Docket Nos, G—15122, 
et al., order issued this date. Here as there, UGI requests that final action on 
the applications in this case be withheld until decision is reached by the Supreme 
Court in Atlantic Refining Co. v. Public Service Commission of the State of 
New York (the Catco case), and by the Court of Appeals for the Third Circuit 
in United Gas Improvement Co. v. F.P.0., taking the position that here as there 
the facts do not support the initial price proposed by the producers, and that the 
producer sales proposed herein should be treated in the same manner that the 
sales in the Court cases cited are permitted or required to be treated. 

Decisions have now been handed down in the Catco case, 360 U.S. 378, 79 Sup. 
Ct. 1246 (June 22, 1959), and the United Gas Improvement Company case, Nos. 
12797 and 12805 (CA 3, August 4, 1959), 269 F. 2d 865). 

We conclude, as more fully appears below, that with certain modifications, 
the presiding examiner’s initial decision should be adopted and UGI’s excep 
tions thereto denied. 

Our understanding of the requirements of the Supreme Court’s Catco opinion 
we stated in our Opinion No. 325 and accompanying order issued August 7, 
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1959, in Matters of South Georgia Natural Gas Company, Docket Nos. G—9892, 
et al. See also our opinions in the Tewas Gas Transmission Corporation case, 
G-—17335, et al., and the Transwestern Pipeline Company case, G—14871, et al. 
Summarizing briefly, under the Catco case the producer’s proposed initial price 
must be supported by substantial evidence establishing that the price is required 
by the public convenience and necessity and is in the public interest; and 
although the Commission should consider all the factors, price is an element 
of prime importance, which the Commission should scrutinize closely with a 
view to protecting the consumer. The Court further indicated what evidence 
might or should appropriately be adduced to support the proposed price, and 
what circumstances justified the attachment of an initial price condition. Such 
evidence includes evidence of whether the proposed price is “out of line”; 
whether it would result in triggering of general price rises or an increase in the 
applicant’s existing rates by reason of “favored nation” clauses or otherwise; 
evidence of comparisons with the existing cost of gas to the purchaser ; evidence 
of whether the proposed producer price would lead to an increase in the rates 
of the purchaser ; evidence of a public need for the gas; and evidence respecting 
the other matters discussed by the Court in its opinion. 

In addition, it appears from the Court’s opinion that producer certificate 
proceedings need not necessarily assume the character of rate proceedings under 
Section 4 or 5 of the Act, the Court stating at 360 U.S. 378, p. 392, that “Section 
7 procedures in such situations [involving the attachment of price conditions] 
thus act to hold the line awaiting adjudication of a just and reasonable rate.” 
Finally, it seems clear from the opinion that if a record sustaining the proposed 
initial price is not made, the certificate must be denied or conditioned, as the 
facts require, and that therefore it is the applicant which at least runs the risk 
of failing to substantiate the proposed price. 

In applying the Catco opinion, the Third Circuit Court of Appeals in the 
United Gas Improvement Company case cited above, upheld our opinion certifi- 
cating producer sales without price conditions, concluding that on the facts there 
before it, the Commission did not err in the balancing of the weight it accorded 
the various factors of public convenience and necessity. 

Many of the circumstances and considerations applicable in the Sun Oil Com- 
pany case, Docket Nos. G—15122, et al. also apply here, and the controlling con- 
siderations need be summarized only briefly. Our conclusion is that the require 
ments laid down by the Supreme Court in the Catco opinion have been met in 
this case. In our view, the evidence substantially establishes that the proposed 
initial price for the sales of The California Company and Superior to United 
is in the public interest, and the proposed sales are required by the public 
convenience and necessity. To us, it is clear that there is no warrant or justi- 
fication for the attachment of any initial price condition in this case. 

Considering whether the price is out of line under Catco, the facts support 
the conclusion that Sun’s price is not out of line on a comparative basis. Much 
south Louisiana gas is today being sold at 21.5 cents per Mcf plus tax reim- 
bursement. Numerous other pipeline companies compete in this general area, 
and a number of 21.5-cent contracts have been executed. Although the price 
proposed by The California Company and Superior in this case involves greater 
tax reimbursement than some other 21.5-cent sales, in our opinion this greater 
tax reimbursement is justified by the factors present, including the size of these 
reserves, their accessibility to United’s pipeline, and the need of United to offer 
some additional price incentive in order to secure the volumes of gas in question. 

The facts disclose that there were several prospective purchasers for this gas 
in addition to United, and that several offers were made to both The California 
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Company and Superior for this gas. At least one such offer was at the same 
price United offered, but The California Company accepted United’s offer, pri- 
marily because it preferred the “take” provisions of United’s contract. Superior 
preferred the United offer because there would be less delay in making deliveries. 

As to the possibility of increased rates resulting from triggering referred to 
in the Catco case, none of United’s contracts contain any “favored nation” clauses 
and none of them can be triggered by the price for these sales. 

With respect to the impact on United’s cost of gas, the company estimates 
that it will withdraw approximately 30 billion cubic feet annually from these 
fields, and that the combined effect of the contracted prices on United’s overall 
cost of gas will be an average increase of two and seven-tenths mills per Mcf. 
Considering the benefits to United of the acquisition of these reserves, in our 
judgment this effect does not require denying the sale or attaching a condition. 

Among those benefits is the gas supply which would be added to United’s 
system. United estimates that it will acquire through these two contracts 636 
billion cubic feet of reserves, a very substantial volume. Moreover, this gas 
could be added to United’s system with very little line construction. Furthermore, 
United needs this gas to help meet the present and future demands of its 
customers and the markets it serves. The facts disclose that United delivers 
to its customers in excess of 1 trillion cubic feet of gas each year, that the 
demands on United’s system increase each year, and that United must continue 
its policy of buying gas reserves in order to continue to supply the service 
it has undertaken to provide. The fact cannot be avoided that the price offered 
must be sufficient to induce the producer to sign the contract. The facts sup- 
port the conclusion that United bought this gas on the best terms possible, and 
that it could not have gotten these desirable reserves at any lower price. 

The gas sales contracts involved in this case were consummated only after 
arm’s-length negotiation and there is no affiliation or corporate control between 
Sun and United, although this fact of itself is not sufficient to sustain the pro- 
posed price. 

Turning to Superior’s exceptions, Superior objects to paragraph (E) of the 
examiner’s decision which invokes various subsections of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act as to Superior, contending 
that this Section applies to pipelines not producers. The examiner’s decision 
should be modified to eliminate any requirement for compliance by Superior 
with subsection (c) of Section 157.20. 

We conclude that the producer sales proposed herein are substantially sup- 
ported by the evidence of record and should be certificated at the prices pro- 
posed, without the attachment of any price condition. 


The Commission further finds: 


All material exceptions, arguments and objections not discussed herein have 
been considered but are without substantial support in the record or a reason- 
able basis in law and should be denied. Except to the extent granted herein, 
the parties’ exceptions should be denied. The presiding examiner’s initial deci- 
sion issued herein on April 16, 1959, should, except to the extent modified by 
this order, be adopted by the Commission as of the date of issuance of this 
order, to constitute with this order its decision in these proceedings. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on April 16, 
1959, is modified as hereinabove set forth, and as so modified, is adopted by 
the Commission as of the date of issuance of this order, to constitute with this 
order its decision in these proceedings. 
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(B) The exceptions filed by the parties to the aforesaid initial decision are, 
except to the extent granted by this order, hereby denied. 


DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued April 16, 1959) 





PurpvuE, Presiding Examiner: In these consolidated proceedings, each of the 
three applicants, The California Co., The Superior Oil Co., and United Gas Pipe 
Line Co., seeks a certificate of public convenience and necessity under Section 
7(c) of the Natural Gas Act. The authorizations sought are for the following 
acts and operations: (1) by California—the sale to United of natural gas pro- 
duced by California from a lease owned by it in the Bayou Penchant Field, 
Terrebonne Parish, Louisiana; (2) by Superior—the sale to United of natural 
gas produced by Superior from certain leaseholds and interests in leaseholds 
in the Bayou Penchant, Palmetto Bayou and Four Isle Dome Fields, Terrebonne 
Parish, Louisiana; (3) by United—the construction and operation of the fol- 
lowing described facilities to enable it to receive into its system natural gas 
from the Four Isle Dome Field area (said applicant having heretofore been 
granted a certificate for facilities to receive gas from the other aforementioned 
fields) : 

“A purchase meter station, approximately 10 miles of 16’’ pipeline and appur- 
tenant facilities, beginning at a point in the Four Isle Dome Area and extending 
in a northerly direction to connect it to said applicant’s existing facilities in 
Section 77, Township 19 South Range 17 East, all in Terrebonne Parish, Louisi- 
ana, together with other facilities required from time to time to connect, or 
to take additional deliveries from, wells in said area.” 

The United Gas Improvement Co. (operator of the municipally owned gas 
works of the City of Philadelphia) and the New York Public Service Commis- 
sion intervened in the proceedings. 

The proceedings came on for hearing before the Examiner on March 17, 1959, 
and were concluded the same day. Evidence both oral and documentary was 
introduced by the three applicants, and the witnesses were cross-examined 
by the two intervenors and the Staff. After the conclusion of the hearing, the 
applicants and the intervenors filed briefs. The Staff filed no brief. 

Applicants California and Superior are each an independent producer of 
natural gas. 

Applicant United owns and operates a natural-gas pipeline system. It is en- 
gaged, on an extensive scale, “in the business of purchasing natural gas pro- 
duced in natural-gas fields located in the States of Louisiana, Texas and Mis- 
sissippi, and of transporting such gas out of the State in which it is produced, 
and of selling such gas in interstate commerce for resale for ultimate public con- 
sumption.” Re Superior Oil Co., 19 F.P.C. 637, 641. Said applicant sells natural 
gas to several other pipeline companies; to its parent, United Gas Corp., which 
operates distribution systems in Louisiana, Mississippi, and Texas; to a number 
of other distribution companies operating in Southern States; and to main-line 
industrial customers. 

One of the pipeline companies to which United sells is Texas Eastern Trans- 
mission Corp. Said applicant transports to the facilities of, and sells to, Texas 
Eastern, large volumes of natural gas annually. Texas Eastern, in turn, is one 
of three pipelines serving New York State; and also is the supplier of two 
thirds of the natural-gas requirements of intervenor United Gas Improvement Co. 









































— —™ 4a © -* se SOF; 








FEDERAL POWER COMMISSION 257 











The evidence shows that it is essential that United maintain “a backlog” of 
gas reserves; and that the gas supply which is the subject of the contracts here 
in question will add to such “backlog.” 

The gas purchase contracts between California and Superior, respectively, as 
seller, and United as purchaser, are for the sale, during a term of 20 years, of 
an estimated total of 636 billion cubic feet of reserves. Each contract provides 
for an initial “base” price of 21.5¢ per Mcf plus 2.3¢ per Mcf tax reiniburse- 
ment, or a total initial price of 23.8¢ per Mcf. This total price is 0.25¢ per 
Mcf higher than any at which a sale has been certificated by the Commission 
in South Louisiana. There are other sales which have been certificated at 
the same “base” price; but no other involves a contract which calls for 
this “base” price plus a tax reimbursement of as much as 2.3¢, which is the total 
tax at the present time. The witness for United who negotiated the two con- 
tracts testified that the inclusion in his offer of the full tax reimbursement of 
2.3¢ was a “strong point” in United’s winning out over four other pipeline com- 
panies which competed with United for these purchases. In one proceeding, an 
Examiner, on March 3, 1959, issued an initial decision which grants a certificate 
for a sale to United in the same producing area at the same total price as here 
involved ; but the Commission has not yet acted upon such decision. Re Sun Oil 
Co., Docket No. G—15122. 

The record discloses that United’s gas purchase contracts with other inde- 
pendent producers in the area contain no favored-nations clauses to be triggered 
by the instant purchases. United’s witness (‘a policy-making official” of the 
company) testified, however, that United has a contract with Humble Oil & 
Refining Co. for the purchase of gas from two of the same fields as those here 
involved ; that “we have * * * taken the position * * * that when we offer a 
better price in a field where we are withdrawing gas from two producers, * * * 
those two producers are entitled to the same price”; that “I am not obligated un- 
der my contract, but in all fairness to Humble, I will probably go back to Humble 
and say, ‘Humble, I made a better deal with Superior and with California Com- 
pany, and if you want that deal we will offer it to you.’” The New York Public 
Service Commission in its brief aptly describes this position as a “non-contrac- 
tual-favored-nations-policy,” and a “remarkable policy.’ The Examiner ob- 
serves, parenthetically, that when United next has a rate case, it may experience 
difficulty in getting any such gratuitous increase in the cost of its purchased gas 
allowed in its cost of service. 

The evidence shows that there is no affiliation between United and either 
California or Superior, and that the contracts were negotiated at arm’s-length. 
The evidence further shows that there is a market for the gas at the proposed 
price ; that the two producers have the ability to furnish the gas contracted for; 
that (by implication) the facilities of United will be adequate to take the gas; 
and that United will pay the cost of the additional construction, estimated at 
$1,120,312, out of current working funds; hence, that the undertakings, both from 
the standpoint of the sellers and the purchaser, are economically and financially 
feasible. 

No evidence was presented upon the question of the justness or reasonableness 
of the 23.8¢ rate. 

Intervenors United Gas Improvement Co. and the New York Public Service 
Commission contend that the evidence is insufficient to warrant the granting of 
the certificates ; but that if certificates should be issued, the same should be con- 
ditioned upon a reduction in the price of the gas. United Gas Improvement Co. 
argues for a condition which would decrease the price to 17¢ or 18¢. There isa 
dearth of evidence in the record upon which to arrive at the amount of any re- 
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duction in price. There are no statistical field-price data in the record; and for 
that matter, such evidence has been pretty much discredited by the Commission 
in certificate proceedings. Under the decisions of this Commission, which the 
Examiner is duty-bound to follow, the showing calls for the granting of the cer- 
tificates ; and without the certificates’ being conditioned as to price. Re Anthony 
J. Tamborello. Opinion No. 287, 14 FPC 123; Re Hope Natural Gas Co., 19 F.P.C. 
405; Re Seaboard Oil Co., 19 F.P.C. 416; Re Transcontinental Gas Pipe Line 
Corp., 20 F.P.C. 264. 

The New York Public Service Commission notes that in cases now pending 
in the courts the question is presented whether certain proof in addition to 
the foregoing is essential before a certificate to an independent producer can 
issue. Said intervenor suggests, as an alternative to the denial of the certificates 
here sought, or to the imposition of a price condition, that temporary certificates 
issue pending the outcome of those cases. This is a consideration to be ad- 
dressed to the Commission, not to the Examiner. The Bxaminer is not going 
to anticipate or assume that the Commission may be reversed by the courts. 

United Gas Improvement Co. suggests a number of alternatives to prescribing 
a price condition. One of such suggested procedures (a suspension of the initial 
rate) was rejected by the Commission in the Transcontinental proceeding, supra, 
at page 273. 

Other alternatives suggested by said intervenor are as follows: 

The Commission could also grant a certificate on condition that an accept- 
able rate be filed. See e.g., Michigan-Wisconsin Pipe Line Co., 6 F.P.C. 1, 
20, * * * Too, it could withhold a certificate pending the receipt of addi- 
tional evidence. Kansas Pipe Line & Gas Co., 2 F.P.C. 29, 58. It could 
likewise permit the proposed rate to go into effect as an interim rate for a 
limited period and require the applicant to agree to refund any excess 
over a reasonable rate in supplementary hearings. Alabama-Tennessee 
Natural Gas Co., 9 F.P.C. 849. 

These suggestions are passed on to the Commission without comment. 

In an Examiner’s initial decision issued April 1, 1959, Re Trunkline Gas Co., 
Docket No. G—15394, 21 FPC 704, 759, the suggestion is made that where an appli- 
eant producer seeks a certificate for a sale of natural gas, the Commission may 
condition the authorization by limiting the price to that specified in some one of 
the producer’s effective rate schedules on file with the Commission (in the ab- 
sence of the applicant’s sustaining the burden of establishing that a greater 
price is required). Should the Commission wish to adopt, or explore the pos- 
sibilities of, that proposal, the Commission can, of course, remand the proceed- 
ings to the Examiner for the receipt of applicable rate schedules of California 
and Superior, and other evidence relevant to such proposal. 

Lastly, it should be observed that United’s witness testified that in order 
to meet “the ever-increasing demands placed on [the company] by the con- 
sumer, it has been necessary for United throughout the years to follow the 
consistent policy of continually adding gas reserves to its system”; that “it has 
been our experience during the last five years that there is not a single piece of 
gas sold in South Louisiana that there is not five or six pipeline companies 
interested in it”; that “because of the competition of other pipelines,” if a pipe- 
line company “wants to stay in business and keep on buying gas, he cannot 
expect to buy gas at a cheaper rate than what somebody else is buying gas.” 
See also treatment by Commissioner Connole of the question of the “continuing 
increase” in the price of South Louisiana gas in his dissenting opinion in the 
Superior Oil proceeding, supra, 19 F.P.C. at pages 639-640. Should the: Com- 
mission feel that the situation is now such that some action should be taken to 
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deter this increase by requiring a producer applicant to establish, as a pre- 
requisite to the issuance of a certificate, that the price at which the applicant 
seeks to sell the gas is not outside the realm of reasonableness (Cf. Examiner’s 
initial decision in the Superior Oil proceeding, supra, at pages 649-650; Signal 
Oil and Gas Co. v. Federal Power Commission (C.A. 3), 238 F. 2d 771, cert. 
den. 353 U.S. 923; Public Service Commission of New York v. Federal Power 
Commission (C.A. 3), 257 F. 2d 717, 721; Re United Gas Pipe Line Co., 10 F.P.C. 
35, 45, 46; and cases cited in Examiner’s initial decision Re Bl Paso Natural 
Gas Co., Docket No. G—12580, issued Feb. 26, 1959, note 39), the Commission 
can remand the instant proceedings for the receipt of evidence upon such 
question. 


FINDINGS AND CONCLUSIONS 





Upon consideration of the evidence adduced and the briefs of counsel, it is 
further found and concluded that: 

(1) The California Company, The Superior Oil Company and United Gas 
Pipe Line Company are each a “natural-gas company” within the meaning of 
the Natural Gas Act. 

(2) The sales of natural gas, hereinbefore described, by California and 
Superior to United (more fully described in the applications) will be made in 
interstate commerce, subject to the jurisdiction of the Commission, and such 
sales, together with the construction and operation of any facilities subject to 
the jurisdiction of the Commission necessary therefor, are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The facilities hereinbefore described involved in Docket No. G-—16556 
(more fully described in the application in such proceeding), which United 
proposes to construct and operate, are to be used for the transportation and 
sale of natural gas in interstate commerce for resale, subject to the jurisdic- 
tion of the Commission, as an integral part of United’s existing natural gas 
pipeline system, and the construction and operation of such facilities are sub- 
ject to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(4) The facilities referred to in Finding and Conclusion (3) are adequate 
to render the service which United proposes and which said applicant is here- 
inafter authorized to provide. 

(5) California, Superior and United are each able and willing properly to do 
the acts and to perform the service proposed by them, respectively, in the pro- 
ceedings, Docket Nos. G—16108, G—16388, and G-—16556; and to conform to the 
provisions of the Natural Gas Act, and the requirements, rules and regulations 
of the Commission thereunder. 

(6) The sales of natural gas by California and Superior for which said appli- 
cants seek authorization, and the construction and operation for which United 
seeks authorization, are required by the public convenience and necessity; and 
certificates therefor should be issued as hereinafter ordered and conditioned. 


ORDER 


Wherefore, It is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Prac- 
tice and Procedure, that: 

(A) Certificates of public convenience and necessity be and the same are 
hereby issued, in Docket Nos. G—16108 and G—16388, upon the terms and condi- 
tions of this order, to The California Company and The Superior Oil Company, 
authorizing the sales by them to United Gas Pipe Line Company involved in 
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said proceedings, hereinbefore described and more particularly described in 
their applications, together with the construction and operation of any facilities 
subject to the jurisdiction of the Commission necessary therefor. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued, in Docket No. G—16556, upon the terms and conditions of this 
erder, to United Gas Pipe Line Company, authorizing said applicant to con- 
struct and operate the facilities involved in said proceeding, hereinbefore de- 
seribed and more particularly described in its application, for the transporta- 
tion and sale of natural gas as therein set forth. 

(C) The certificates issued in paragraphs (A) and (B) hereof shall be ac- 
cepted in writing and under oath, by a responsible official of the respective 


applicants, within 30 days from the issuance of this order. J 
(D) The grant of the certificates to the applicants herein shall not be con- 

strued as a determination of the justness or reasonableness of the initial or 

subsequent prices contained in the gas purchase contracts, or as a waiver of d 


the requirements of Section 4 of the Natural Gas Act, or of Section 154 of the 
Commission’s Regulations thereunder requiring the filing of rate schedules for 
services herein authorized; and it is without prejudice to any findings or orders 
which have been or may hereafter be made by the Commission in any proceed- 
ing now pending or which may hereafter be instituted by or against the appli- 
eants herein. Further, the action in this proceeding, shall not foreclose or 
prejudice any future proceeding or objection relating to the operation of any 
price or related provision in the gas purchase contracts herein involved. 

(E) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (e) (3), (e) (4), and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificates, 
and to the exercise of the rights granted hereunder. 


Howe. Purpbvue, Presiding Examiner. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-4769 





OPINION AND ORDER DETERMINING RATES AND PROVIDING FOR REFUND 
(Issued August 10, 1959) * 


Syllabus 





. Commission tests pipeline rates for the future on the basis of actual operat- 
ing experience in a representative period, adjusting that experience for 
known changes. P. 263. 

“Remaining life’ method of computing depreciation rejected in favor of 
straight line method. P. 264. 

3. El Paso permitted to include in cost of service taxes on basis of straight 
line depreciation, while paying tax on basis of liberalized depreciation 
under Section 167 of the Internal Revenue Code. P. 267. 

4. Amount of intangible well drilling costs and percentage of income depletion 
allowed for tax purposes eliminated from computation of tax allowance 
for rate-making purposes. P. 267. 

5. Amount representing plant held for future use included in rate base, since 
such plant is related to the company’s overall exploration program and 

its current effort to maintain supplies. P. 269. 


ro 















*Designated Commission Opinion No. 326. Initial decision appears on p. 290. Rehear- 
ing denied and stay granted by Commission Opinion No. 326—A, issued October 8, 1959. 
22 FPC 659. Remanded, El Paso Natural Gas Co. v. F.P.C., 281 F. 2d 567 (CA5, 1960), 
cert. den. 366 U.S. 912. 
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. Amount for loans and advances for gas purchase contracts included in rate 
base, since it represents an investment of funds for a necessary utility 
purpose in view of the problem of obtaining new reserves of gas. P. 269. 

. Additional allowance for working capital of minimum bank balances not 
permitted. P. 270. 

. Working capital reduced by average amount of cash available from Federa) 
income tax accruals, computed on basis of actual taxes. P. 270. 

. Special tax incentives relating to intangibles and percentage of income de- 
pletion represent contributions by the customers, and should be taken into 
consideration in determining an allowable return and rate of return for 
production facilities. P. 272. 

. System-wide allocation method adopted, since El Paso is an integrated 
system and load factor is a more controlling cost factor than distance, 
for thiscompany. P. 277. 

. Variation of the Seaboard allocation method rejected. P. 279. 

. Use of different peak periods for different customers for allocating demand 
costs rejected, since to fairly allocate costs among various groups of 
eustomers taking at various load factors and under various conditions, 
it is essential to choose a system peak period and apply it to all customers. 
P. 280. 

Commissioner Hussey dissenting in part. 

Commissioner Connole not participating. 

Allen R. Grambling for El Paso Natural Gas Co. 

A. 8S. Grenier, Willis L. Lea, Jr.. Hubert A. Schneider, and R. Howell Hill for 

Southern Union Gas Co. 

Harry P. Letton, Jr., and T. J. Reynolds for Southern California Gas Co. 

Frederick G. Dutton and Milford Springer for Southern Counties Gas Com- 

pany of California. 
C. Hayden Ames for San Diego Gas and Electric Co. 
F. T. Searls and Malcolm H. Furbush for Pacific Gas and Electric Co. 
Ezekiel G. Stoddard and Philip B. Brown for Nevada Natural Gas Pipe Line 
Co. 

T. M. Chubb, Phil A. Erickson, and R. W. Russell for City of Los Angeles, 
Calif. 

William V. O’Connor for Attorney General of California. 

Alfred P. Whittaker for State of New Mexico and New Mexico Public Service 
Commission. 

Boris H. Lakusta for California Public Utilities Commission and the People 

of the State of California. 


Leo Forquer and W. Russell Gorman for the staff of the Federal Power 
Commission. 


Before Commissioners: Jerome Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


OPINION 


This proceeding arose from the filing on October 14, 1954, by El Paso Natural 
Gas Company pursuant to Section 4 of the Natural Gas Act of new rate sched- 
ules to its FPC Gas Tariff, Original Volume No. 1, providing for an increase 
in rates that was estimated to amount to $18,113,000 annually on the basis of 
the year 1954. After suspension of the rates, hearing, the filing of briefs, the 
issuance of the presiding examiner’s decision on March 20, 1958, exceptions 
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thereto,’ and oral argument held July 8, 1958, the proceeding is now before us 
for decision. 

The proposed rates as filed were in the form of revised tariff sheets and 
related to wholesale sales for resale to general service, residental service, non- 
residental service, excess service, special service, and pipeline service customers 
and were effective variously in the States of California, Arizona, New Mexico, 
and Texas. The proposed rates were suspended by the Commission’s order 
issued November 15, 1954, and were allowed to go into effect on April 15, 1955, 
subject to refund with further proposed rates tendered for filing March 14, 25, 
and 28, 1955. On December 19 and 29, 1955, and on January 5 and 19, 1956, 
El Paso tendered for filing certain additional revised tariff sheets which were 
likewise suspended and permitted to take effect as of January 20, 1956, and 
February 10, 1956, all subject to the terms of the Commission’s order allowing 
the prior rate filings to take effect. The rates here involved remained in effect 
until December 31, 1957, when rate schedules filed by El Paso in Docket No. 
G-—12948 were permitted to take effect. The hearings were held commencing 
July 11, 1956, and concluding December 12, 1956. Ten parties intervened.’ After 
the exchange of main briefs and reply briefs, the presiding examiner issued his 
decision on March 20, 1958. 

Finding that the Commission had jurisdiction over the sales here involved and 
concluding that the use of field prices was not appropriate, particularly since 
El Paso had not employed this basis, the presiding examiner considered the 
proposed rates on the basis of cost of service alone. His decision covers a 
number of controverted issues, the most important of which relate to the treat- 
ment of certain tax incentives arising from intangible well drilling costs, 
percentage of income depletion and liberalized depreciation, and to the alloca- 
tion of system costs. On the various items relating to cost of service, in general, 
he found for the company and against the interveners. In fact he found a total 
eost of service of $171,959,444 based on the test year 1955 compared with El 
Paso’s estimate of $170,028,079 and the staff’s estimate of $166,873,836. 

With respect to the classification and allocation of costs, the presiding ex- 
aminer found generally in favor of the staff, which employed a systemwide 
method of allocation. He arrived at rates for the period April 15, 1955, through 
December 31, 1957, which were in some cases lower and in some cases higher 
than the rates proposed by El Paso. With respect to the general service rate in 
California he modified the $2.00 per Mcf demand and 18 cent per Mcf com- 
modity rate to $1.36 per Mcf demand and 21.3 cents commodity. In accordance 
with his findings he disallowed the rates for the sale to Southern Union at 
Clovis, New Mexico, and the Arizona rates for non-residential and irrigation 
use, and ordered refunds. He noted that an adjustment was needed with re- 
spect to the demand component of the California rate but that no refund was 
required. 

Apart from the questions raised by the Memphis case which are no longer 
issues because of the decision of the United States Supreme Court,* the excep- 


2 Exceptions were filed by the Attorney General of California, the People of California 
and the Public Utilities Commission of California, the City of Los Angeles, San Diego Gas 
& Electric Company, Nevada Natural Gas Pipe Line Co., Southern Union Gas Company, 
Southern California Gas Company and Southern Counties Gas Company of California (The 
Southern California Companies), Pacific Gas and Electric Company (P.G. & E.), the New 
Mexico Public Service Commission, and staff counsel. 

* The interveners were P.G. & B., Southern California Gas Company, Southern Counties, 
City of Los Angeles, Southern Union, Nevada Natural, San Diego Gas & Electric, New 
Mexico Commission, California Commission, and State of California. 
® United Gas Pipe Line Co. v. Memphis Light, Gas and Water Division, 358 U.S. 103, 942. 
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tions filed to the presiding examiner’s decision are concerned with the deter- 
mination of (1) cost of service, (2) allocation of costs and (3) rate design. 


COST OF SERVICE 


As set forth below, we arrived at a total cost of service in the amount of 
$160,693,628 based on the test year 1955, which compares with the presiding 
examiner’s determination of $171,959,444. We will turn to the specific items 
in controversy. 

Adjustments after the end of the test year—The presiding examiner con- 
sidered a number of adjustments to El Paso’s operating expenses as shown 
on its books. In general he accepted El Paso’s adjustments which included the 
effect of changes occurring after the end of the test year, 1955, an approach 
contested by staff counsel in his exceptions. The various operating expense as 
proposed by El Paso, and the staff and as found by the presiding examiner are 
as follows: 


El Paso | Staff | Pres, Ex. 


Purchased gas 61, 919, 013 62, 065, 621 | 61, 919, 013 
Other gas supply expenses. ia 103, 950 56, 033 | 103, 950 
Company used gas ; (5, 586, 481) (5, 586, 481)| (5, 586, 481) 
Gas to and from storage... ae nade 7 (138, 693) (138, 693) | (138, 693) 
Exchange gas ‘ 6, 051 6, 050 | 6, 051 
Total gas purchased for resale 56, 303, 840 , 402, | , 840 
Gas well operation and maintenance 177. 114 7 177, 114 
Gas well royalties 4, 493, 640 4, 493, 640 
Other production and gathering expense-.-.................... 11, 270, 965 , 936, 11, 270, 965 
Products extraction expense 7, 316, 560 | 7 \ 7, 316, 560 
Exploration and development 4, 861, 912 | , 846, 4, 861, 912 


Total production and gathering 84, 424, 031 | . 069, 84, 424, 031 
Storage 60, 464 74 | 60, 464 
Transmission and distribution 12, 815, 715 . 518, | 12,815,715 
Sales promotion and customers accounting-.-................-- 218, 846 . 218, 846 
Administrative and general 8, 255, 053 , 465, 8, 218, 490 


Total operating expenses. 105, 774, 109 105, 737, 546 








The differences in the above table between the amounts proposed by the staff 
and the amounts proposed by El Paso are largely due to different treatments 
of wage and salary changes. The staff adjusted the book amounts to take into 
account executive and wage increases occurring in 1955; El Paso also did this 
and made further adjustments so as to utilize for the test year a 6 percent 
wage increase effective May 1, 1956. In the case of “Administrative and Gen- 
eral” El Paso made adjustments not only to reflect the May 1, 1956, wage 
increase but also to reflect increased costs effective January 1, 1956, with respect 
to its employee welfare retirement plan and effective May 1, 1956, with respect 
to its hospitalization plan, while the staff did not make these adjustments. Con- 
versely in the case of the first item, “Purchased Gas”, El Paso adjusted its 
amount downward to reflect a reduction in the Texas Production Tax effective 
September 1, 1956, while the staff did not take this change into account. 

We are of the opinion that the presiding examiner is correct on this issue 
and the staff’s exceptions cannot be sustained. We agree with the presiding 
examiner that it is our policy to test rates for the future on the basis of actual 
operating experience of a representative period of time and to adjust that expe 
rience for known changes. Mississippi River Fuel Corp., 11 F.P.C. 288, 291, 306; 
El Paso Natural Gas Co., 13 F.P.C. 421, 424, 433, Op. No. 278, No. G-2018, Nov. 
26, 1954. 
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With respect to the item “Other Gas Supply Expense” the presiding examiner 
accepted El Paso’s figure which included the amount of $47,919, representing an 
investment for gas supply made with the Gresham-Hunter Corporation in 1952, 
now determined unrecoverable. While this particular item is non-recurring, it 
represents the kind of expenditure which should be recognized in cost of service, 
so that we shall accept El Paso’s and the presiding examiner’s total amount of 
$103,950, for Other Gas Supply Expenses. 

With respect to “Administrative and General” the presiding examiner added 
to the book amount the sum of $820,775 for 1955 salary and 1955-1956 wage 
increases, costs of the new retirement plan and costs of the new hospitalization 
and supplementary benefit plans. In accordance with the above discussion, we 
are of the opinion that he did so properly. Also in our opinion he was correct 
in eliminating, in accordance with the recommendations of the staff the sum of 
$124,044 relating to expenses of general officers, special legal services, miscel- 
laneous general expense and rents as non-recurring, non-utility, or relating to 
Canadian properties or otherwise unsupportable. After eliminating a further 
amount of $538, representing uncollectable accounts he arrived at a total of 
$8,218,490 for Administrative and General. On the basis of the above consider- 
ations we accordingly find that El Paso’s total operating expense is $105,737,546, 
itemized as set forth above under “Pres. Ex.” 

Depreciation.—As set forth by the presiding examiner, El Paso’s book figure 
for depreciation expense for the test year 1955 is $21,526,997. However, the 
staff and El Paso agreed that by means of simplified and somewhat lower rates, 
this figure should be reduced by $947,671 to $20,579,326, both for the purposes 
of this case and also on its books effective January 1, 1956.4 The presiding 
examiner adopted the book figure finding that the record did not support the 
reduction in the allowance agreed to by El Paso and the staff, or the further 
reduced allowance of $19,379,493 submitted by the California Commission. 
Exceptions were filed on this item by the Southern California Companies, the 
Attorney General of California, the People of California and the Public Utilities 
Commission of California, the New Mexico Commission, P.G. & E., the San 
Diego Gas & Electric Co., the City of Los Angeles and the staff of the Commis- 
sion objecting variously to the presiding examiner raising the amount presented 
by the company and to his failure to adopt the results of the depreciation study 
made by the California Commission. 

The California Commission employed the “remaining life’ method based upon 
a study consisting of a somewhat limited inspection of some of El Paso’s physical 
properties and a review of some of the material which our Commission’s staff had 
obtained from company records. We agree with the presiding examiner that 
we do not require the remaining life method, which would be entirely impracti- 
cal as it would require more frequent reexamination of underlying data and 
assumptions and adjustment of depreciation rates with respect to the properties 
of every company subject to our jurisdiction. Moreover, it does not appear to 
afford as realistic an allocation of plant costs between accounting periods as the 
straight line method. On the basis of the California Commission’s study we 
are unwilling to substitute its recommended depreciation rates for those pre 
sented by the staff and the company. 

According to the testimony of its witness, El Paso had prepared a deprecia- 
tion study with a view to checking the adequacy or inadequacy of the annual 
depreciation rates, but agreed to adopt the depreciation rates proposed by the 
staff for the purposes of this proceeding. It was said that the agreement was 







*The proposed reduction would apparently contravene the provisions of El Paso’s mort- 
gage indenture requirements unless ordered by the Commission. 
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based upon the assumption that the Commission would order the company to 
adopt the staff rates on its books effective January 1, 1956. In its own presen- 
tation the staff set forth rates of depreciation applicable to various classes of 
property, that is 4.5 percent for storage, 3.5 percent for transmission and other 
rates for other types of property and equipment to arrive at its recommended 
annual charge of $20,579,326. These rates do not appear unreasonable, and we 
see no reason to disturb the result arrived at by the company and the staff. 

Tazes other than Federal income tares.—The presiding examiner had adjusted 
the book amount of $5,628,464 to $5,728,280, as claimed by El Paso, to reflect 
among other things additions to taxable property during the year 1955 and the 
1956 wage increase. The 1955 additions to taxable property would not be re- 
flected in taxes until 1956. The staff utilized the book amount reduced by the 
net amount of $16,253 to $5,612,211 in order to reflect, among other things, adjust- 
ments relating to state taxes so as to restrict them to the test year, and to reflect 
wage increases during 1955, but not during 1956. No exceptions were filed with 
respect to this point, and in view of our previous discussion with respect to 
changes occurring after the end of the test year 1955, we will accept the amount 
of $5,728,280 used by the presiding examiner. 

Federal income tares.—The presiding examiner allowed $20,548,192 for Federal 
income taxes. This amount represents his computation of taxes without taking 
into account the tax incentives in the form of increased deductions permitted by 
the Internal Revenue Code with respect to liberalized depreciation, percentage of 
income depletion and intangible well drilling costs.. EI Paso claimed a tax allow- 
ance of $19,519,869 after reducing its allowance for depreciation by the amount of 
$947,671 referred to above; its estimate for actual tax to be paid for 1955 amounts 
to $6,447,403. In our opinion the presiding examiner correctly followed the in- 
tentions of Congress in permitting El Paso to retain the above tax advantages. 
However, the benefits arising out of percentage of income depletion and intangible 
well drilling costs must be considered as relating properly to the well mouth 
properties rather than the other properties, and must be given consideration in 
determining an allowable rate of return on the well mouth properties. Liberal- 
ized depreciation, which does not produce a tax saving, and does not in effect, 
increase the return, isin a different category. 

El Paso uses a liberalized method of depreciation, the declining balance 
method, on its income tax returns in accordance with Section 167 of the Internal 
Revenue Code as well as accelerated amortization with respect to certain property 
in accordance with Section 168 of the Code. Section 167 grants the taxpayer the 
option to use the declining balance method or other methods in preference to the 
straight-line method in computing taxes. El Paso, however, computes its taxes 
for rate making purposes on the basis of normal amortization and normal 
(straight-line) depreciation for tax purposes so as to receive the difference be- 
tween taxes computed without the advantages of Sections 167 and 168 and taxes 
computed after taking advantage of these sections. Numerically, as the presid- 
ing examiner shows, use of these sections results, in additional deductions in 
the amount of $2,487,917. This results in a tax deferral of 52 percent of this 
figure or $1,293,717. 
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We have already determined that the company should retain the advantages 
of accelerated amortization arising from Section 168 in a rate proceeding.® We 
have provided that the tax deferrals arising from the use of accelerated amortiza- 
tion be credited to a special account, 19 F.P.C. 832. The question before us now 
is whether we should allow El Paso to compute its tax allowance for rate making 
purposes using the straight-line method of depreciation while actually computing 
and paying a lesser tax by using a liberalized method of depreciation. In other 
words, should we allow El Paso to treat liberalized depreciation in the same way 
we have permitted natural gas companies to treat accelerated amortization? 
We are in accord with the presiding examiner that El Paso should retain the 
advantages of Section 167, as well as Section 168 of the Internal Revenue Code. 

The purpose of Section 167 is expressed in the legislative history of the 1954 
Revenue Act which first permitted liberalized methods to be used in computing 
a “reasonable allowance” for depreciation. Both the House’ and Senate 
Reports * stated that the more liberal depreciation allowances for “all segments 
of the American economy” should “assist modernization and expansion of indus- 
trial capacity, with resulting economic growth, increased production, and a 
higher standard of living.” ‘Testimony before the House Committee by repre 
sentatives of electric, gas and telephone utilities had emphasized how utilities 
found the previously used straight-line method of depreciation unfair to them 
particularly in view of the declining value of the dollar.’ The reasoning of the 
Committees of Congress is, we believe, conclusive upon us. 

Furthermore we have already, in effect, decided the question here involved, 
although not in an actual rate proceeding. In the Amere case” we affirmed 
the presiding examiner’s decision that Section 167 of the Internal Revenue Code 
was comparable to Section 168 dealing with accelerated amortization and that 
the charging of greater depreciation during the early life of property and the 
charging of less during the later life operates to create a deferral of income 
taxes. To earry out the clear Congressional intent, we stated that an account 
should be established to which the deferred taxes could be credited. We were 
not and are not now of the opinion that the account for accumulated deferred 
taxes would belong to the rate payers. As the United States Court of Appeals 
noted in the City of Detroit case” with respect to the account for accumulated 
deferred taxes created in connection with accelerated amortization, the intent 
of Congress was not to benefit consumers, but to encourage construction. The 
Court said the solution of this Commission, which called on the consumers to 
pay “normalized” taxes while crediting the difference between actual taxes and 
normalized taxes to an account for accumulated deferred taxes, does not result 
in higher rates to the consumer; it simply does not reduce them. We con- 
cluded in the Amere case that we could not strike down an Act of Congress and 
we must apply Section 167 to the natural gas companies. As stated in our 
order we would call the situation to the attention of Congress by transmitting 
copies of the presiding examiner’s decision and our order to the Chairman of 
the Finance Committee of the Senate and the Chairman of the Ways and Means 
Committee of the House, and we did so by our letter dated July 2, 1956. 


® Panhandle Eastern Pipe Line Co., 13 F.P.C. 53, Docket No. G—1116, April 15, 1954, 
p. 81; reversed_on other grounds, but affirmed as to accelerated amortization, City of 
Detroit v. F.P.C., 230 F. 2d 810, 821-822 (CADC), certiorari denied, 352 U.S. 829. 

7H. Rep. 1337, 83d Cong., p. 24. 

8S. Rep. 1622, 83d Cong., p. 26. 

® Hearings on General Revenue Revision, Committee on Ways and Means, House of Rep- 
resentatives, 83d Cong., 1st session, pp. 705-709, 725-730, 734-737, and others. 

2% Amere Gas Utilities Co., et al., 15 F.P.C. 781. 

 Gity of Detroit v. F.P.C., 230 F. 2d 810 (CADC), certiorari denied, 352 U S. 829. 
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Since that time Congress has not amended the Internal Revenue Code or the 
Natural Gas Act in this respect, thus affirming our interpretation of its inten- 
tions. Compare United States v. American Trucking Associations, 310 U.S. 584, 
549; Signal Oil and Gas Co. v. F.P.C., 238 F. 2d. 77 (CA 8), certiorari denied, 
353 U.S. 923. In this connection we may note that a bill, S. 2113, 85th Congress, 
first session, provided, among other things, that in the determination of the 
rates of public utilities subject to the Federal Power Act, the Commission must 
not include tax deferrals arising as a result of Sections 167 and 168 of the 
Internal Revenue Code but this bill was never enacted into law. 

In order to carry out the intention of Congress as contemplated in the Amere 
case, we issued our Order No. 203, amending the Uniform System of Accounts, 
19 F.P.C. 826. In that order we set up a new Account 266, Accumulated De- 
ferred Taxes on Income, which would be credited, and a revised Account 507-A, 
Provision for Deferred Taxes on Income, which would be debited, with amounts 
by which income taxes for the year are lower because of the use of liberalized 
depreciation. We also provided conversely that when taxes became higher in 
later years than they otherwise would have been because of utilizing liberalized 
depreciation, Account 266 would be correspondingly debited and a revised 
Account 507-B, Taxes on Income Deferred in Prior Years—Credit, correspond- 
ingly credited. In this way the natural gas company would have the use of 
funds created by the lower taxes, but would have accumulated deferred taxes 
that could be used when depreciation deductions became less and taxes increased 
with respect to the items in the plant account subject to liberalized depreciation. 

In the present case we will therefore permit Bl Paso to include in its cost 
of service taxes on the basis of straight line depreciation, while paying a tax on 
the basis of liberalized depreciation. El Paso will have Account 266 to debit 
when its taxes with respect to its 1955 income producing property Increase in 
later years. There is thus a deferral of taxes which will not injure (or aid) 
the consumer, who will reimburse Bl Paso for taxes both in the early years of 
the life of a given facility and in the later years just as though El Paso had 
never utilized liberalized depreciation. There is therefore no need to make any 
adjustment in El Paso’s return as such. However, in another proceeding it 
might be shown that the deferred taxes accumulated because of liberalized 
depreciation and accelerated amortization would have an actual and favorable 
effect on the company’s cost of money, and this effect might lead us to con- 
sider whether to reflect this tendency in determining a fair rate of return. 
The question, of course, does not arise here because, as noted and considered 
further below, the parties have accepted 6 percent as the appropriate rate 
of return. 

Concluding on the matter of liberalized depreciation we shall include in 
cost of service the amount of $1,293,717, referred to above, which represents a 
tax deferral and which, under our System of Accounts, must be credited to 
the appropriate account for deferred taxes. 

In computing its tax allowance for rate making purposes El Paso eliminated 
from its computation the amount of intangible well drilling costs and percentage 
of income depletion incurred and claimed for tax purposes on gas in the test 
year. The record indicates that by far the greater part of the deductions as 
eliminated by El Paso relates to the intangibles. In any case we shall consider 
the basis of both statutory privileges. 

The percentage of income depletion privilege arises from Section 613 of the 
Internal Revenue Code as an alternative to the “reasonable allowance” standard 
of Section 611, which usually means cost depletion. Section 613 provides 
that the allowance foi depletion for oil and gas wells shall be 27%4 percent 
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of the gross income from the property, but not more than 50 percent of the 
taxable income from the property computed without the allowance for depletion, 
Furthermore, the allowance is required to be the greater of that computed under 
the cost method or the percentage method. 

The percentage of income depletion deduction has had a long history which 
indicates that it is designed to encourage the exploration for and the develop- 
ment of oil and gas properties. The Revenue Act of 1916 (39 Stat. 756, 759) 
which first recognized the depletion of oil and gas, required the use of cost or 
value as of March 1, 1913, as a basis for depletion. With the Revenue Act of 
1918 a change was made so as to allow depletion based upon the fair market 
value of the property at the date of the discovery known as “discovery deple- 
tion” (40 Stat. 1057, 1068). The legislative history of this Act emphasizes the 
hazards of the industry and the need for incentives to prevent the end of 
prospecting and wildcatting, 56 Cong. Rec. 10339, 10539-10542. The “discovery 
depletion” provision was reenacted in the 1924 Act (43 Stat. 253, 260) with the 
recognition of the large risks in the oil and gas business, 65 Cong. Rec. 2429. 
In the Revenue Act of 1926 (44 Stat. 9, 16) “percentage depletion” at 27% 
percent was introduced to avoid some of the administrative difficulties of ‘“dis- 
covery depletion” (S. Rep. 52, 69th Cong., 1st session, pp. 17-18; 67 Cong. Rec. 
3018-3019). It was noted by the House Ways and Means Committee in report- 
ing the 1926 bill, that the purpose of discovery depletion was to encourage the 
wildcatter or pioneer (H. Rep. No. 1, 69th Cong. 1st session, p. 6). In connec- 
tion with the 1934 Revenue Act (48 Stat. 680, 710) the peculiar risks and 
hazardous character of the industry were recognized (78th Cong. Rec. 6181- 
6183). 

The Courts also show that the statutory depletion provision has the object 
of providing a tax-free return of capital—that is not merely the original cost 
but the value of the property—and acts to encourage production. Anderson v. 
Helvering, 310 U.S. 404, 408; West v. Commissioner, 150 F. 2d 723, 727 (CA 5), 
certiorari denied 326 U.S. 795; Usibelli v. Commissioner, 229 F. 2d 539, 542 
(CA 9). 

Plainly the intention of Congress was to grant the advantage of percentage 
of income depletion to the producers, and unlike liberalized depreciation, there 
is no postponement of taxes; it is an outright tax saving. It is true that the 
legislative history does not show that Congress has considered the effect of the 
percentage of income depletion provision (or that dealing with intangible well 
drilling costs) on regulation, but Congress could not have meant that the ben- 
efits be automatically taken from the producers and passed along to the con- 
sumers in the case of those companies in the gas industry which happened to be 
subject to regulation, while letting unregulated companies in the gas, oil and 
other extractive industries retain these tax advantages. 

Coming to the basis of the deduction of intangible well drilling costs, we note 
that an option to deduct such costs is given producers by Section 263(c) of the 
Internal Revenue Code as enacted in 1954 as follows: 

(c) Intangible drilling and development costs in the case of oil and gas 
wells.—Notwithstanding subsection (a), regulations shall be prescribed by 
the Secretary or his delegate under this subtitle corresponding to the regu- 
lations which granted the option to deduct as expense intangible drilling 
and development costs in the case of oil and gas wells and which were 
recognized and approved by the Congress in House Concurrent Resolution 
50, Seventy-ninth Congress. 

The proposed regulation under the 1954 Code, Section 1.612-4, 593 C.C.H. 
3542C, provides that the owner of an operating mineral interest may at his 
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option deduct intangible drilling and development costs, which include amounts 
spent for labor, fuel, repairs, hauling and supplies in drilling wells, clearing 
ground, and construction. 

The option to deduct the intangibles as an expense was originally provided by 
Treasury Regulation as far back as 1917. In July of 1945 the House and Senate 
adopted a concurrent resolution (59 Stat. 844) recognizing and approving the 
current Treasury Regulation relating to the option. The House Committee 
Report accompanying this Resolution (H. Rep. No. 761, 79th Cong., Ist session) 
stated that the purpose of the resolution was to remove doubt as to the validity 
of the Regulations giving the taxpayer the option in the case of oil and gas 
wells. The report set forth that the Petroleum Administration for War had 
made recommendations as to the necessity for drilling additional wells for oil 
and gas and noted that uncertainty as to the validity of the regulations was 
materially interfering with the exploration for and the production of oil. The 
Internal Revenue Code of 1954 in Section 263(c) quoted above recognized the 
Concurrent Resolution and enacted into statute a direction to the Secretary 
of the Treasury to issue regulations providing for the optional deduction. Thus 
as in the case of percentage of income depletion, it appears that Congress in- 
tended to grant an advantage to the producers in order to encourage exploration 
for and the production of oil and gas. 

Expensing the intangible well drilling costs in the year incurred for income 
tax purposes leaves the intangibles unavailable for deduction in later years as 
part of the basis for cost depletion, or depreciation, depending on the nature of 
the items. (See Proposed Treasury Regulation 1.612-4(b) referred to above.) 
To the extent the taxpayer employs percentage of income depletion with respect 
to the output of some particular well as it must do where it results in a larger 
deduction than by the use of cost depletion, it is able to obtain a deduction 
for depletion undiminished by the fact that it has in past years deducted its 
intangible well drilling costs as an expense, and thus obtains a tax saving. 

When we compute El Paso’s actual taxes for the test year as we do below, 
the intangibles produce an adjustment of $12,525,718 increasing the deductions 
over those used by El Paso and the presiding examiner in computing El Paso’s 
tax for rate purposes. With respect to percentage of income depletion, the 
adjustment for 1955 happens to be a negative figure of $197,334, since the book 
figures used by El Paso as deductions in computing its tax for rate purposes 
were greater than it could use on its tax return. The net adjustment, or in- 
crease in deductions, because of intangibles and percentage of income depletion 
thus amounts to $12,328,384. (See Appendix A.) 

Rate base—The presiding examiner arrived at an amount of $614,310,372 
for total plant and $535,641,508 for net plant investment, and added working 
capital of $13,963,778. In doing so he included an amount of $15,001,327 repre- 
senting plant held for future use, as did the company, the staff and the Cali- 
fornia Public Utility Commission. However, exception to this item was filed by 
the New Mexico Commission. We adopt the presiding examiner’s view that 
such plant is related to the company’s overall exploration program and its cur- 
rent efforts to maintain supplies. This result is consistent with City of Cleve- 
land v. Hope Natural Gas Company, 3 F.P.C. 150, 174, and other Commission 
precedent cited by him. It is therefore necessary to deny the exception taken 
by the New Mexico Commission. 

The presiding examiner also included an amount of $8,470,255 representing 
loans and advances for gas purchase contracts. These were loans for the pur- 
pose of developing properties, advance payments for gas, and loans for the 
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construction of facilities. The presiding examiner concluded that these loans 
and advances were reasonable and prudent and represented prepayments for gas 
supplies. He eliminated but charged as an expense, the sum of $47,919 as an 
investment for gas supply made with Gresham-Hunter Corporation in 1952, and 
now determined to be unrecoverable. While the staff filed exceptions to the 
inclusion of the loans and advances in the rate base, we agree with the pre- 
siding examiner’s reasoning on these items. As the presiding examiner indi- 
eates the loans and advances represent an investment of funds for a necessary 
utility purpose in view of the ever serious problem of obtaining new reserves 
of gas. We shall therefore include the amount of $8,470,255 for the loans and 
advances but exclude the amount of $47,919 now found to be unrecoverable 
(although this amount will be included as an expense). In our prior El Paso 
opinion” we eliminated similar loans and advances as well as El Paso’s in- 
vestment in its production property; it seemed appropriate to do so in view 
of our employing field prices in that case to establish a value for El Paso’s own 
produced gas. 

Coming to working capital, the presiding examiner allowed the amount of 
$13,963,778. This was computed on the basis of a 45-day lag of revenues for 
payment of expenses plus minimum bank balances less 33.33 percent of his 
allowance for Federal income tax (computed without the additional deductions 
provided by the intangible drilling and percentage of income depletion 
privileges), plus materials and supplies, gas stored underground and prepay- 
ments. 

The staff and the Attorney General of California excepted to the presiding 
examiner’s offsetting working capital requirements by the minimum amount 
of income tax accruals available to the company, that is 33.33 percent rather 
than the average amount of such accurals, that is 65 percent of them. Each 
also excepted to the inclusion of minimum bank balances in addition to the 
other allowances made in computing working capital. In our opinion these 
exceptions must be sustained. 

The purpose of the working capital allowance is to give the utility a return on 
investment necessarily tied up in the utility business but not appearing in the 
plant accounts. For this purpose we have ordinarily allowed one-eighth of 
annual operating expenses (exclusive of purchased gas costs), representing a 
45-day lag of revenues over expenses. In this case the allowance for this item 
would be $4,572,508." We have also made allowances for materials and sup- 
plies and gas stored, amounting here to $12,393,462 and for prepayments, 
amounting here to $1,493,539, making an initial allowance for working capital 
of $18,459,509. The presiding examiner would grant an additional allowance 
for minimum bank balances in the amount of $2,352,000. There is nothing in 
the record to require us to make this additional allowance, particularly where 
El Paso had available accruals from taxes other than income amounting to over 
$2 million both at the beginning of the year and the end of the year. As the 
Court agreed in Panhandle Eastern Pipeline Co. v. F.P.C., 236 F. 2d 606, 611 
(CA 8) there is no reason why the allowance of one-eighth of the company’s 
operating expenses is not adequate to cover cash requirements. 

Because income is received some time before Federal income tax payments 
must be made, taxes accrue before they are paid and varying amounts of cash 
will be on hand to meet such payments. Such cash is available for use as work- 
ing capital and therefore properly can be used to reduce the working capital 


213 F.P.C. 421, Op. No. 278, No. G—2018, Nov. 26, 1954, p. 432. 
143 QOne-eighth of the following: operating expenses of $105,737,546 less purchased gas 
cost of $56,199,890 less deductions as found by the examiner of $12,957,588. 
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requirement. The only dispute is as to the amount of the reduction. The 
record shows that the average amount of cash available as a result of Federal 
income tax accruals amounts to 65 percent of the income tax, while the mini- 
mum amount available amounts to 33% percent of the tax. We have used 
average amounts for gas plant materials and supplies and prepayments. Like- 
wise we should use average amounts for the offsetting Federal income tax 
accruals. In using averages we are in accord with Commission precedent and 
have been upheld in the courts.” 

We do not believe that the Trunkline case“ cited by the presiding examiner, 
even if controlling on us, is in point, for that case involved a cost-of-service rate 
formula, while here rates will be determined by the traditional rate base method 
and will apply irrespective of whether earnings are excessive or deficient in any 
given period. Thus the Court said, “averages may be available for wider use 
in traditional rate base situations. For the highs and lows, the losses and gains, 
can or may average out. The losses of one month will be offset by the gains 
of the next. But on a cost-of-service formula, this is not possible. This difference 
must be evaluated.” In the rate making process it is not necessary to insure 
that El Paso be permitted to earn a return on cash on hand for all contingencies ; 
our problem is to allow a sufficient amount for working capital to give it a fair 
return on investors’ capital tied up by its business although not represented 
in the plant accounts, and this can be done fairly to company and consumer 
by the use of averages. 

There is one further matter to be considered in connection with the tax accrual 
offset against the working capital allowance. The presiding examiner applied 
his percentage (3314) to his entire income tax allowance, including the amounts 
to be retained from the exercise of the various tax privileges. In accordance 
with our views discussed above these amounts should inure to the benefit of 
El Paso; they do not belong to the consumers and should not be offset against 
the working capital requirement. We shall therefore use the actual federal 
income tax after taking into account accelerated amortization, liberalized de- 
preciation percentage of income depletion and intangibles in computing the 
offset to working capital. 

In accordance with the views expressed above we shall compute the allow- 
ance for working capital and rate base as follows: 


Working Capital 


1% of operating expenses less deductions $4, 572, 508 
Materials and supplies, gas stored 12, 393, 462 
Prepayments 


18, 459, 509 
Deduct 65% of Federal income tax ($6,980,373 4, 537, 242 


Working capital allowance 


4 Northern Natural Gas Co., 11 F.P.C 875, 878, affirmed as State Corp. Comm’n of Kansas 
v. F.P.0., 206 F. 2d 690, 714-715, cert. den. 846 U.S. 922: Alabama-Tennessee Natural 
Gas Co., 11 F.P.C. 75, 80-82, affirmed as Alabama-Tennessee Natural Gas Co. v. F.P.C., 
203 F. 2d 494, 498-499 (CA 3); Mississippi River Fuel Corp., 11 F.P.C. 288, 294-297: 
Michigan Wisconsin Pipe Line Company, 13 F.P.C. 326, Op. No. 275, G—1678, July 30, 
1954, p. 366; El Paso Natural Gas Co,, 13 F.P.C. 421, Op. No. 278, No. G-2018, Nov. 26, 
1954. 

15 Trunkline Gas Co. v. F.P.C., 247 F. 24 159 (CA 5). 
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Rate of return and cost of service.—The subject of rate of return is intimately 
related to the tax incentives arising from percentage of income depletion and 
intangible well drilling. As discussed above we are of the opinion that the 
Congress intended that the gas producer retain these tax incentives even though 
subject to regulation. On the other hand we have been invested with the duty 
under the Natural Gas Act of requiring that companies subject to our juris- 
diction charge no more than just and reasonable rates. The fair rate of return, 
which must enable the company to operate successfully, to maintain its financial 
integrity, to attract capital, and to compensate its investors for the risks as- 
sumed,” is ordinarily a very important factor to be considered in arriving at 
just and reasonable rates. 

In our previous Opinion No. 278 upon the basis of ample evidence we allowed 
an overall rate of return of 6 percent. In the present proceedings, no evidence 
on rate of return was presented, but the participants employed 6 percent for 
their various showings and have not raised a question as to the propriety of 
this amount; the presiding examiner employed this amount and no exceptions 
were filed to his doing so. From our knowledge of the company’s present opera- 
tions as set forth in the record we see no reason to depart from our previous 
finding and conclude that for the purposes of this proceeding 6 percent represents 
a fair, reasonable and adequate return for El Paso. This will of course be 
applied to El Paso’s properties beyond the well mouth, but well mouth properties, 
in our opinion, must be treated differently, for as we have set forth above, it 
is the intention of Congress to give producers of gas the benefits of the special 
tax incentives relating to intangibles and percentage of income depletion. Such 
benefits represent contributions by the customers, may be properly considered 
as return, and therefore should be taken into consideration in determining an 


allowable return and rate of return. The computation of the benefits is as 
follows: 






















% F.P.0 v. Hope Natural Gas Co., 320 U.S. 591, 605. 
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Additional deduction for intangible drilling__..._._..._.__--________- $12, 525, 718 
Excess book depletion over tax allowable depletion____.___.______-~- (197, 334) 


Net GaGnctiem (ued Ropes A) <nc cack ce cence 12, 328, 384 
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The last amount shown, $6,410,760, is in effect an additional return to El Paso 
resulting from the two tax incentives, intangible drilling and percentage of 
income depletion. When it is applied to that portion of El Paso’s rate base 
represented by the well mouth properties in the amount of $74,436,273," we 
find that it results in a rate return of 8.61 percent. Using a 6 percent rate of 
return on its other property, El Paso would earn an overall rate of return of 
6.35 percent on its entire rate base of $549,563,775. 

As indicated above, the record supports a finding that 6 percent is a fair over- 
all rate of return for El Paso. We have also made it clear that Congress intended 
that a producer such as El Paso, should retain the benefits of the tax incen- 
tives. In retaining these benefits, as can be seen, El Paso actually would earn 
a rate of return on its overall rate base which is slightly more than 6 percent, 
so that we have no difficulty finding that its return will be adequate and its 
financial integrity maintained. On the other hand it is not too great because 
the excess over 6 percent represents an incentive intended by the law. There- 
fore we shall allow what amounts to an overall return of 6.35, reflecting 8.61 
percent on the well mouth properties. In the absence of any justification in the 
record we will not allow more than the latter amount on the well mouth prop- 
erties as a fair return, incentive or otherwise. It may be that in other pro- 
ceedings, upon a full record dealing with rate of return, we would allow a 
return on the well mouth properties that would exceed the tax incentives, but 
there appears no basis to do so here. 

The final step before arriving at a cost of service is to compute the proper 
allowance for Federal income taxes, which, of course, will utilize the benefits 
from the various tax incentives discussed above. In the computation which 
follows it will be noted that the point of departure in column (2) is the net 
plant investment, exclusive of the producing properties. To this is added the 
working capital applicable to activities other than well mouth, before the tax 
credit, to form a base for the application of the 6 percent rate of return appli- 
cable to non-well mouth properties. To the preliminary return of $28,779,885, so 
computed, there is added the return through tax incentives computed above in 
the amount of $6,410,760, to reach a preliminary return after taxes of $35,190,645. 
By further computations and the application of a formula set forth in Appendix 
B the amount of $43,192,500 is reached as representing income before Federal 
income taxes. From the latter amount there is deducted $27,270,212, shown in 
Appendix A, representing all tax deductions, exclusive of the additional deduc- 
tions arising from liberalized depreciation and accelerated amortization, to 
arrive at taxable income of $15,922,288. Applying the current tax rates the 
total tax allowance in cost of service is found to be $8,274,090. To determine the 
taxes currently payable there is deducted $1,293,717 representing deferred 
taxes, already discussed, leaving $6,980,373. The last amount only is used in 
computing the credit against working capital. Finally, column (4) after deduc- 
tion of 65% of current taxes from working capital, shows the final return on 
non-well mouth properties in the amount of $28,507,650, the return through tax 


17 Composed of net plant investment of $71,927,043 and an allocation of working capital 
in the amount of $2,509,230. 
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Eu Paso Natura, Gas CoMPANY 


DOCKET 


NO. G—4769 


Federal Income Tax Computation 





Description 


| 
a) 


Net plant investment, exclusive of production 
Working capital allowance, exclusive of production 


Return at 6% per annum on non-well mouth properties 
Return on production facilities provided by tax incentives --- 


Total return 
Deduct: 49.972 percent of tax deductions in amount of 


$27,270,212 (see formula for derivation of percentage and 
separate schedule for deductions) 


Add: Effect of not using deferred tax in calculating adjust- 

ment to working capital $50,455, less surtax exemption of 
5 

Amount used to determine return and taxes 

Income before Federal taxes, derived in dividing $21,608,345 
by 0.50028 (see formula for derivation of factor) 

Less: Tax deduction 

Taxable income 


es an on weed baneununies 
Less: Surtax exemption 


Total tax allowance in cost of service 


Deduct: Deferred taxes (52% of excess of liberalized deprecia- 
tion over straight line of $2,487,917) 


Current taxes payable 


Credit to working capital, 65% of $6,980,373 


Tax calcula- 
tion 


(2) 


$463, 714, 465 
15, 950, 279 


Reduction 
of working 
capital for 
Federal 
income | 
taxes | 

| 

| 


($4, 537, 242) | 


| Return and 


tax 


(4) 


$463, 714, 465 
11, 413, 037 





479, 664, 744 


(4, 587, 242) | 


475, 127, 502 











28, 779, 885 
6, 410, 760 


35, 190, 645 


13, 627, 470 


21, 563, 175 


45, 170 


21, 608, 345 


1 43, 192, 500 


27, 270, 212 


15, 922, 288 


8, 279, 590 
5, 500 


8, 274, 090 


1, 293, 717 


6, 980, 373 


4, 537, 242 








28, 507, 650 
6, 410, 760 


| 34, 918, 410 


8, 274, 090 


1 43, 192, 500 





1 Proof of calculation. 


incentives of $6,410,760 and tue tax allowance (including deferred taxes) of 
$8,274,090, all adding up to $43,192,500 representing income before Federal taxes 


shown in column (2) and providing proof of the computation. 


tion is set forth above. 


The computa- 


On the basis of the foregoing discussion and computations and Appendices A 
and B to this opinion Bl Paso’s cost of service for the test year 1955 can be 


summarized as follows: 


Total operating expense 


$105, 737, 546 


Depreciation and amortization 

Depletion 

Federal income tax payable 

Provision for deferred taxes as a result of Sections 167 and 
168 of I.R.C 

Other taxes 

Return at 6% on properties other than well mouth 

Return on well mouth properties through tax incentives re- 
lating to intangibles and percentage of income depletion__ 

Revenues from extracted products 

Other gas revenues 


20, 590, 774 
1, 942, 773 
6, 980, 373 


1, 293, 717 
5, 728, 280 
28, 507, 650 


6, 410, 760 
(12, 067, 079) 
(4, 431, 166) 


160, 693, 628 
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ALLOCATIONS 


As stated by the presiding examiner El Paso sells natural gas from its system 
to utilities for resale, both subject to our jurisdiction and otherwise, and 
directly for fuel and industrial use. It sells gas in the Permian Basin produc- 
tion area for similar uses, exchanges natural gas with carbon black companies, 
and transports, dehydrates and compresses substantial volumes that it delivers 
to Northern Natural Gas Company at Dumas, Texas. Because of the existence 
of jurisdictional and non-jurisdictional business and because jurisdictional 
sales are made at varying load factors and distances from sources of supply, 
consideration of the allocation of the cost of service is necessary to arrive at 
just and reasonable rates. As the Supreme Court has said, The problem is 
to allocate to each class of the business its fair share of the costs, Colorado 
Interstate Gas Co. v. F'.P.C., 324 U.S. 581. 

The controversy in this proceeding, with respect to allocations centers on the 
general method to be used on the classification of costs between the demand and 
commodity factors of cost, and on the appropriate days to be chosen as repre- 
senting the peak demand, which could be used as a basis for allocating the de- 
mand costs to the various sales made by the system. 

Method of allocation—The presiding examiner describes several methods of 
allocation presented in this proceeding. El Paso used two methods, the zone 
cost of service method and the demand-commodity mile method. Under each 
method El Paso separates the production costs for the San Juan and Permian 
sources and allocates them separately except that the San Juan production 
costs are not allocated to sales to Southern Union at Carlsbad and Clovis, New 
Mexico, on the ground that the San Juan production has little effect on the 
availability of Permian and Panhandle field gas at these points. El Paso ob- 
tains its zone cost service on the basis of five zones: Zone 1 comprising the sale 
to Southern Union at Clovis, New Mexico; Zone 2, El Paso and vicinity (Texas) ; 
Zone 3, New Mexico; Zone 4, Arizona; and Zone 5, California, including ap- 
proximately 70 miles of main-line facilities west of Gila Compressor Station, 
Arizona. Under the zone method the production costs of the Permian Field 
classified as to demand and commodity are allocated to the various zones, while 
the production costs of the San Juan field are allocated only to Zone 2 and the 
remaining zones. Transmission costs are likewise classified to demand and 
commodity and are allocated to the various zones on a cumulative basis so 
that each succeeding zone bears a share of the costs of the preceding zone. 

As the presiding examiner states, the demand-commodity mile method distrib- 
utes cost by prorating transmission costs to the zones on the basis of the miles 
that gas is hauled to zone delivery points while other costs (supply, gathering 
and storage) are allocated in the ratio of volumes sold in the zone to adjusted 
total volumes. The demand-commodity mile method gives greater effect to the 
distance factor than the zone method.” 


18 El Paso computes the total cost per Mcf under the zone method and the mileage method 
and compares such costs with revenues from its proposed rates as follows: 
Revenues 
Zone Mileage from 
method method rates 
(¢/Mef) (¢/Mef) (¢/Mef) 
Sone 1 (Chevia, Wi. Meh hccnincienctiininasnatan 18. 24 10. 15 18. 75 
2 (El Paso area) ‘ 31. 03 25. 53 
3 (New Mexico) ; 28. 98 27. 36 
4 (Arizona) 4 33. 39 28. 05 
5 (California) . 25. 38 24. 65 
Total jurisdictional sales b 26. 09 24. 92 
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The staff presented two different allocation studies—one a system-wide allo- 
cation, and the other a demand-commodity mile method. In the system-wide 
method the staff distributed the total cost of service to the functional divisions 
of production, storage, transmission and distribution and credited certain field 
sales made in the Permian Basin area to production. The costs were then 
classified between the demand and commodity functions in accordance with 
the Seaboard case.” As so classified the costs were allocated to the various 
classes of sales, jurisdictional and non-jurisdictional, according to system usage 
during peak and annual periods. 

In the staff's demand-commodity mile allocation the costs were likewise dis- 
tributed to functional divisions, and certain field sales were credited to the 
cost of production. As the staff points out in its brief, after classification of 
the costs to the demand and commodity components, production costs were 
allocated to each zone and class of service in accordance with the ratio of the 
sales in each zone to the total sales, exclusive of the sales credited to the cost 
of service. The demand and commodity costs of transmission were obtained 
in accordance with the ratio of demand and commodity miles in each zone to 
the demand and commodity miles of the whole system. Demand and commodity 
miles were obtained by multiplying the peak day and annual volumes by the 
distance of transportation to each point of sale. The staff was of the opinion 
that each of the methods it presented resulted in a fair allocation of costs 
to the various groups of customers, but because it believed El Paso constituted 
an integrated system, the staff recommended the system-wide method as the 
more appropriate. 

The Southern California Companies presented a method of allocation which 
they called the main line mileage method, utilizing El Paso’s 1955 claimed cost 
of service. They presented a cost of service study and also a rate support 
study. In the cost of service study, they allocated costs either 100% to de 
mand or 100% to commodity. In the rate study, they reallocated Federal income 
taxes and return from 100% demand to 50% demand and 50% commodity, 
resulting in 77.1% of total costs being allocated to the California customers. 
As noted by the Presiding Examiner, the main line mileage method costs were 
considered to flow to the zones in exactly the same manner as the gas, so that 
the study gives full weight to transmission distance. 

In employing the main line mileage method, production, transmission and un- 
derground storage costs by detailed accounts were allocated between demand 
and commodity. Transmission costs within each cost zone were segregated first 
between costs for stub lines and other directly assignable costs, cost associated 
with secondary lines contributing in part to through service, and costs for main 
line transmission. Then main line transmission costs were divided between line 
systems and sections, each with a single gas source. In the final step of the 
allocation, production, field transmission, and underground storage costs were 
apportioned to zones at or downstream from these functions on a peak and 
annual volume basis without regard to distance, as these costs were not controlled 
by that factor. Stub lines and other costs incurred exclusively for a single zone 
were directly assigned. The remaining transmission costs were then assigned to 
the various service zones in accordance with main line mileage and in accordance 
with the peak and annual volumes of gas sold. The main line transmission costs 
were additive from zone to zone or section to section. As the Examiner points 
out, this method is in substance a modification of both El Paso’s zone method 
and staff's demand-commodity mile method of allocation. It removes from 
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system costs those costs directly attributable to all non-through lines, allocates 
the cost of gas according to source and flow, and uses d®mand commodity miles 
for the distance factor. 

In addition to their main line mileage study, the Southern California Com- 
panies presented a study to show the costs of transmittimg gas through hypothet- 
ical pipelines of various sizes built at 1955 costs to serve the Southern 
California Companies exclusively. They came to the conclusion that the higher 
the load factor and the greater the maximum day volume transported, the lower 
the unit cost of transportation. P.G. & E. has suggested an “excess demand” 
method of allocation. Under this method the system capacity is considered in 
two parts. One part, amounting to about 84 percent of the total, is that used to 
meet the average requirements of the system’s customers; the other part, 
amounting to about 16 percent represents the excess capacity which is installed 
to meet fluctuations in demand. Allocation of the 16 percent excess capacity is 
effected by subtracting the average annual uses of capacity from the peak day 
uses of all capacity and using the difference as the basis of allocation. It nat- 
urally results, as P.G. & E. frankly points out, that the low-load factor (non- 
California customers) will require a proportionately greater amount of excess 
capacity than the high load factor (California) customers. 

We agree with the conclusion of the Presiding Examiner that the systemwide 
method of allocation is appropriate in this proceeding. This is not to say that no 
effect should be given to the factor of distance, but as the Staff recommends, the 
factor of distance can be given effect in rate design.. 

The basis of our determination is that El Paso constitutes an integrated nat- 
ural gas system, which obtains supplies in the San Juan and Permian Basins 
and delivers gas to customers in Texas, New Mexico, Arizona, and California. 
Its northern division which runs from the San Juan Basin to the California 
border, is connected to the southern division by the Gallup-Plains line. In 
western Arizona, the northern and southern divisions are again connected by a 
30-inch line running from Franconia to a point on the southern division line 
in Yuma County, Arizona. 

The record indicates that if certain necessary changes are made, gas from the 
northern division could supply southern division customers and vice-versa, al- 
though that is not the present method of operation. Irrespective, however, of 
flows on these cross-over lines, to the extent that either the northern or the 
southern division supplies a load, it relieves a burden on the other division. Thus 
the various parts of El Paso’s system support each other by displacement. 

Furthermore, as the Presiding Examiner points out, it is not distance which 
is the more controlling factor in cost but load factor. The distance of haul, as 
reflected in the demand-commodity-miles method, is offset substantially by the 
volume of sales to California customers, concentrated at the end of the line 
and by the high annual load factor associated with those sales. 

If the main line mileage method were used, the customers located on the older 
southern part of the system would be affected by the higher costs related thereto, 
while the California customers would obtain the advantage of the newer high 
pressure pipelines on the northern division. It would lead to inequity and 
discrimination if the costs were imposed on the various customers and groups 
of customers according to the source of gas and according to the route the gas 
follows in being transported to them. Our determination here is, of course, con- 
sistent with our previous determination in our Opinion No. 278, El Paso Natural 
Gas Company, 13 F.P.C. 421, No. G-2018, Nov. 26, 1954, pp. 447-448. 

In their exceptions, the Southern California Companies and San Diego Gas 
and Electric Company agree that the Presiding Examiner properly accepted the 
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Staff's systemwide method of allocation, but they except to the Presiding Ex- 
aminer’s failure to use the excess capacity method advocated by P.G. & E. and 
his failure to give consideration to evidence of costs on the basis of hypothetical 
pipelines to serve the Southern California Companies. The excess capacity 
method is inconsistent with the Seaboard doctrine, as will be discussed below. 
With respect to the costs of the hypothetical pipeline, no more need be said than 
that such costs are not the costs of El Paso’s system serving diverse loads and 
drawing upon different sources of gas. 

Southern Union and the New Mexico Public Service Commission except to the 
Presiding Examiner’s allocation of costs on the basis of the Staff’s systemwide 
method rather than by the demand-commodity-mile method, contending that the 
systemwide method gives insufficient effect to the element of distance, introduces 
considerations which are not objective in character and correspondingly difficult 
to evaluate, and overemphasizes historical rate differentials. Both these parties 
note that the Commission employed the demand-commodity-mile method in 
Opinion No. 281 in the Northern Natural case, 14 F.P.C. 11, No. G-2217, May 20, 
1955. Both parties also object to the presiding examiner’s rolling in the higher 
producing costs of the San Juan Field with the Permian Field producing costs. 
In this latter connection, they point out that no San Juan gas would ever get to 
Clovis, Carlsbad, Alamogordo, New Mexico, or El Paso, Texas. 

Contrary to the contentions of these parties and as noted above, El Paso’s sys- 
tem is an integrated one. Not only does gas pass from the Southern Division to 
the Northern Division, but either division, in effect, bears loads that would have 
to be carried by the other one. Therefore, there is little logic in computing the 
exact distance that gas travels from the various producing sources to the various 
customers. Furthermore, to attempt to determine just what gas goes to each of 
the several customers would lead to a result discriminatory in application and in- 
herent with discrimination. An appropriate method of regulating this system 
therefore is to treat it as a unit, and in the first instance to allocate costs irre- 
spective of the source of the gas and irrespective of the distance traveled and then 
if necessary, as we shall show below, provide differences in rates as applied to the 
various zones. 

There is no reason to apply the rationale of the Northern Natural case here. 
Our opinion in that case indicates that the facts were different. There we said 
(page 22): 

While it is true that 37.5% of the total estimated jurisdictional sales for 1954 
were made at or near the terminus of Northern’s system, the distribution of 
the remainder of these sales along the system is such as to foreclose a finding 
that sales at the farthest points of the system are so predominant as to be of 
controlling consideration rather than the distance factor. 
Here, of course, the presiding examiner specifically pointed out the controlling 
nature of the volumes of gas going to the California customers and the high load 
factor of those customers. 

Classification of costs to demand and commodity.—We agree with the presiding 
examiner that the principles announced in Opinion No. 225, the Seaboard case, 
11 F.P.C. 43, and subsequently followed in Opinion No. 278 the Hl Paso rate case, 
13 F.P.C. 421, and generally in accordance with the staff’s recommendations, 
should be followed here. The presiding examiner classified all production and 
gathering expense ascommodity. He classified fixed transmission costs, including 
depreciation and amortization, taxes and return, 50% to demand and 50% to com- 
modity. Costs of storage and distribution were assigned generally on the same 
basis. He rejected El Paso’s proposed classification involving assignment of pro- 
duction costs in part to demand, and other variants from the Seaboard formula 
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proposed by various other parties, including the Southern California Companies, 
P.G. & E., and the New Mexico Commission. 

The Southern California Companies and P.G. & E. except to the use of the 
Seaboard formula for the classification of costs in this proceeding and to the as- 
signment of all production costs, including fixed costs, to the commodity com- 
ponent. They argue that the facts of El Paso’s and Atlantic Seaboard’s opera- 
tions differ significantly, in that the California market comprises 80.5% of El 
Paso’s sales at almost 100% load factor, whereas Atlantic Seaboard’s principal 
customers all had low load factors and substantial interruptible sales apart from 
physical differences between the systems. P.G. & E. argues at some length that, 
because the California customers take at 100% load factor and the other cus- 
tomers take at a much lower load factor, the California customers are paying 
more than their share of the capacity costs. 

In our opinion, the Seaboard formula, although not to be followed rigidly in 
all cases, is a rule of general application, whose virtue is to require that the 
volume of gas sold will pay part of the capacity costs. It may be true, as P.G. & 
E. points out, that a high load factor customer will pay more of the capacity costs 
than a low load factor customer of the same demand; but the high load factor 
customer is obtaining greater service from the pipeline and properly can be re- 
quired to bear a larger proportion of the capacity costs. 

With respect to the classification of all production costs fixed and variable to 
commodity, we may note here, as we did in the prior El Paso case, Opinion No. 
278, that it is the uniform practice in the industry to sell and purchase gas in the 
field on a straight commodity basis because such sales do not have the charac- 
teristics which typify the varying loads and load factors of pipeline operations. 
There appears to be no justification for a difference in treatment of the cost 
related to purchased or produced gas, so that we find that the treatment of pro- 
duction costs as commodity costs and their assignment to customers in pro- 
portion to annual sales to such customers is proper. 

The New Mexico Commission excepts to the presiding examiner’s allocation 
of production and gathering costs in the San Juan Basin to all of El Paso’s 
customers. As we have already stated, it is our opinion that any other treat- 
ment would be discriminatory; and therefore, we uphold the presiding exam- 
iner’s determination on this point. 

The New Mexico Commission likewise excepts to the presiding examiner’s 
classification of costs between demand and commodity, arguing that income 
taxes and return are items which vary directly with the volumes of gas sold, 
so that they should be allocated 100% to commodity. However, the revenue 
received, irrespective of the form of the rate, represents payment for a readiness 
to serve (the demand component of cost) as well as for volume of gas (the 
commodity component of cost). 

Selection of peak period for allocating demand costs.—In allocating demand 
costs, the presiding examiner approved El Paso’s using the average of deliveries 
on February 1, 2, and 3, 1956, for the Texas, New Mexico, and Arizona customers, 
and the month’s highest contract billing in the test period December 1955, for 
the California customers, rather than the coincident maximum use of El Paso’s 
facilities measured by the actual peak deliveries on its system on February 8, 
9, and 10, 1956, employed by the Staff. The use of the February 1, 2, and 3 peak 
is justified, in the Presiding Examiner’s view, by the fact that sales to utility 
customers in Texas, New Mexico, and Arizona were substantially greater in this 
period, as well as by the fact that the higher priority utility sales were greater 
relative to industrial sales in the February 1, 2, and 3 period than in the Feb- 
ruary 8, 9, and 10 period. The presiding examiner said that he selected the 
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December, 1955, period for the Southern California customers because he thought 
deliveries to these companies were at a nearly 100% load factor, and the evi- 
dence would not support the use of the February peak-days, which produced a 
load factor for them of less than 100%. 

Staff counsel excepted to the presiding examiner’s selection of peak days in 
allocating demand costs, contending that the period to be utilized should include 
the actual system peak deliveries to all customers during the 1955-1956 heating 
season, on February 8, 9, and 10, 1956, and averaging 2,167,188 Mcf; as con- 
trasted to the presiding examiner’s peak period, which represented average 
deliveries of only 2,002,751 Mcf on the entire system. Staff counsel argues that 
failure to utilize actual deliveries and allocate on the basis of maximum system 
demands permits some customers to escape without payment of demand costs 
properly allocable to them. Staff counsel contends further that the Commission 
rejected a similar dilution of maximum use for purposes of allocation in the 
Northern Natural case, 11 F.P.C. 123, 186-137, and that employment of selective 
peak periods violates fundamental allocation procedures and would unduly favor 
the California Companies. Southern Union Gas Company and the New Mexico 
Commission made similar contentions. We cannot adopt the presiding exam- 
iner’s view on this point. To select a peak-day for one group of customers and 
another peak day for another group of customers is arbitrarily artificial and 
perhaps discriminatory. To fairly allocate costs among various groups of 
customers taking at various load factors and under various conditions, it is 
essential to choose a maximum coincidental peak and apply it to all the 
customers. 

Based upon the determinations made by the presiding examiner, as modified by 
the discussion above, El Paso’s costs relating to production and gathering, to 
transmission, to other related expenses, and to underground storage are properly 
classified to the demand and commodity components as set forth in Appendix C. 

Before leaving the matter of allocations, there is one further point that must 
be discussed, although no exceptions were taken to it. As stated by the pre 
siding examiner, El Paso proposes the crediting of non-jurisdictional carbon 
black and miscellaneous field deliveries and sales in the amount of $5,809,218. 
Its evidence is that such sales could not be made by the company at a price 
materially higher without pricing itself out of the market or impairing its abil- 
ity to obtain additional supplies of gas at a price level of existing prices. The 
staff also uses a credit but reduces the amount to $3,742,123; eliminating from 
the amount credited revenues from sales for resale outside the indicated limits 
of the Permian production area to Pioneer Natural Gas Company from the 
Dumas line, and to Southern Union at Farwell, Texas, as well as the direct sale 
to Southwestern Public Service Company in Lamb County, Texas. The staff 
treated these sales the same way it did the jurisdictional sales to Southern 
Union at Colvis, New Mexico, rolling in production costs but not allocating any 
transmission costs to them. We agree with the presiding examiner that the 
three sales eliminated by the staff from the field credits were properly excluded. 
As he points out, they were all clearly outside the Permian Basin Field. 

Following the presiding examiner but modifying the amounts in accordance 
with the discussion in this opinion, the cost of service is allocated to the various 
types of sales as set forth in Appendix D to this opinion. 


DESIGN OF RATES 


In designing rates for the jurisdictional sales on the basis of the foregoing 
cost allocation, the presiding examiner followed the staff’s approach of retaining 
substantially the historical differentials between zone rates and between resi- 
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dential and nonresidential rates, which appear in our Opinion No. 278, 13 FPC 
421. What he did was to apply Opinion No. 278 rates against the costs for each 
of El Paso’s zones and classes, making up the deficiency below his allocated cost 
by a uniform 5.2 cents per Mcf increase in each of the Opinion No. 278 rates 
applicable. As he stated, he reflected distance as a factor to the same extent 
that it had been reflected in El Paso’s past experienced zone differentials, the 
adequacy of which has been established for these purposes both by the Commis- 
sion’s decision in Opinion No. 278 and by the absence of evidence in these pro- 
ceedings to show that the basis of that decision has been changed to any sub- 
stantial degree by subsequent alterations in the company’s system, operations or 
markets. 

Following this method, the presiding examiner developed residential, nonresi- 
dential, and irrigation rates for Texas, New Mexico, and Arizona in the straight 
line form. He also developed a straight line rate for Nevada Natural and for 
Southern Union at Clovis, New Mexico. For California he developed a G serv- 
ice (general) rate of two parts, a G—X service (excess) rate, and a G—X-1l 
service (temporary) rate in the straight line form. It has been noted that in 
accordance with the rates determined by him, refunds would be required with 
respect to the sales to Southern Union at Clovis and for the Arizona noaresi- 
dential classification. 

The Southern Companies except to the presiding examiner’s rate design ceter- 
minations. The Southern Companies say the presiding examiner indiscrim- 
inately lumped together El Paso’s high volume 100% load factor California 
customers with El Paso’s small volume, low load factor other utility customers 
and arrived at an over-all unit cost equally applicable to each of these various 
types of customers. This they say is fallacious in giving no recognition to the 
California customers’ high load factor, but on the contrary, unfairly burdens 
them with an operating load factor characteristic of El Paso’s other resale 
customers. It appears clear to us that Southern California Companies are 
incorrect in this assumption. The rates were designed on the basis of historical 
differentials. These differentials give effect to the factor of distance but give 
the factor of distance with respect to the California customers less than its full 
effect. 

Such treatment is illustrated by the cost of service allocations filed by the 
staff. The costs of serving the California customers on the basis of a system- 
wide allocation are shown by the staff study to approximate $126,797,201. How- 
ever, when the demand and commodity method of allocation is used, the costs of 
serving the California customers would approximate $129,091,288. The rates 
designed on the basis of the historical differentials will not only take distance 
into account but will also take into account the high load factor of the Cali- 
fornia customers. 

In designing rates from allocated costs, the staff provided for two different 
sets of rates for the California Companies—one set for the period from April 
15, 1955, when El Paso’s increased rates in this docket became effective, to 
December 31, 1955, and another set for the period subsequent to Decem- 
ber 31, 1955. The latter set of rates takes into consideration substantial 
changes in volumes of gas taken by the California customers beginning about 
January 1, 1956. In fact, the staff pointed out that the average daily demands 
of the California customers during the peak period February 8, 9, and 10, 1956, 
exceeded their combined contract demands by approximately 108,000 Mcf. 

The presiding examiner did not accept the view of the staff in determining two 
sets of rates. He said that El Paso’s chief pipeline and compressor design engi- 
neer testified without substantial contradiction or impeachment that the in- 
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creased deliveries were made by the use of spare engines, which ordinarily 
would be kept spare and that their cost of maintenance, as well as that of the 
pipeline, means the line could not be permanently operated on any such basis. 

On this point we are in agreement with the staff, that there should be separate 
rate schedules for the California customers for the period April 15 through 
December 31, 1955, and for the period beginning January 1, 1956. As noted 
above, in making our cost allocation, we have used the February 8, 9, and 10, 
1956, peak days. If we disregarded the increased demands on the part of the 
California customers after the beginning of 1956, we would be imposing an 
unfair burden on the non-California customers. As the staff points out, con- 
sideration should be given to the higher deliveries made by El Paso without 
additional current investment. Unless this were done, El Paso would receive 
revenues higher than it was entitled to because of the higher demand unit 
costs, which would necessarily be assigned if the staff took the lower contract 
demand figure during 1955 and not the actual takes in 1956 to determine the 
unit demand costs. Furthermore, making allowance for higher deliveries in 
1956 would be consistent with our taking into account in determining cost of 
service wage increases and other changes in operating expenses occuring after 
the end of the test year. 

Based upon our above cost allocation and the above discussion of rate design 
we determine just and reasonable rates for the period from April 15 through 
December 31, 1955, and for the period January 1, 1956, through December 31, 
1957 (when later rate filings became effective). The rates determined by us 
may be compared with those proposed by El Paso as set forth below. 


Determined rate Proposed rate (El Paso) 
Rate classification 


Demand | Commodity | Demand | Commodity 
charge per charge per 
Mef (cents) Mef Mef (cents) 





Residential: 
Texas 
New Mexico 
Arizona 
Nonresidential: 
Texas . 
PEE PN. icinncdgucdcpranddudiuehvaghacte es 


SES BRS 
s 


Irrigation: 
Texas 
New Mexico 
Arizona 
Nevada Natural 
Southern Union (Clovis, ete.).......-.--.---------- 
California: 
To Dec. 31, 1955: 
G service (general) 
G-X service (excess) - 
G-X-1 service (temporary) 
After Dec. 31, 1955: 
G service (general) 
ww 4. 3 | Sepa hhee Saye 
G-X-1 service (temporary) 


SSRS 


_ 
on 











B38 BSS 


1 This rate also applies to Rate Schedules B-P-2, B-P-3, and C-1, each schedule being applicable to power 
plant service in the State of Arizona. 
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REFUNDS 


As a result of the rates prescribed above we find that El Paso’s increased 
rates in each of its proposed rate schedules have not been found to be just, 
reasonable or otherwise lawful. We shall accordingly order a refund of the 
amounts collected as revenues in excess of what would have been collected 
under the rates prescribed in this opinion. Furthermore, since we included 
in our cost of service and reflected in our prescribed rates operating expenses 
which did not become effective until after the end of the test year, we shall 
require an additional refund of the amounts by which revenues collected under 
the prescribed rates would exceed El Paso’s costs with respect to these 
items. 


ACCOUNTING ADJUSTMENTS 


In Opinion No. 278 in the course of arriving at a rate base, we eliminated 
items of interest during construction from plant totalling $901,927. Since that 
time, the staff with the agreement of the company has reduced this total to 
$832,123 for accounting purposes as of December 31, 1955. The adjustment has 
been reflected in evidence submitted by El Paso in this proceeding, and, of 
course, has been embodied in our finding of a rate base herein. Both El Paso 
and the staff in their cost of service studies presented in this proceeding have 
eliminated from the plant accounts an amount of $88,079 representing gas well 
maintenance improperly capitalized. At this time we think it appropriate 
that the company should make both adjustments for accounting purposes, as 
well as rate purposes, and we shall therefore provide so in our ordering clauses 
below. 


The Commission finds: 


(1) The increased rates and charges referred to in paragraph (A) below 
have not been shown to be just, reasonable, or otherwise lawful under the 
provisions of the Natural Gas Act. 

(2) The just and reasonable rates and charges applicable to El Paso’s sales 
of natural gas in interstate commerce for resale during the period April 15, 
1955, through December 31, 1957, are those set forth on page 282, subject to the 
refund provided in paragraph (E) below. 

(3) It is necessary and appropriate in the administration of the Natural 
Gas Act that El Paso make the refunds and the adjustments, with respect to 
accounting and depreciation provided below. 


The Commission orders: 


(A) The increased rates and charges contained in El Paso’s Gas Tariff, 
Original Volume No. 1, Fifth Revised Sheets Nos. 4 and 6 and Fourth Re- 
vised Sheets No. 8 (Residential rates for Arizona, New Mexico, and Texas, 
respectively) ; Sixth Revised Sheet No. 11 and Second Revised Sheet No. 11A 
(Non-residential rates for Texas and New Mexico, respectively) ; Eighth Re- 
vised Sheet No. 10 (Non-residential rate for Arizona), Ninth Revised Sheets 
Nos. 13, 14A and 15 (Rate schedules B-P-2, B-PB-3, and C-1 for ultimate 
power plant use in Arizona), and Fourth Revised Sheet No. 17 (Irrigation 
rate for Arizona) ; Second Revised Sheet No. 18 and Fifth Revised Sheet No. 
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19 (Irrigation rates for Texas and New Mexico, respectively) ; First Revised 
Sheets Nos. 27-B and 27-E (General service and excess gas service rate sched- 
ules for California); and Third Revised Sheet No. 34 (Rate to Nevada Nat- 
ural), Third Revised Sheet No. 36 (Special service, Texas and New Mexico, 
ie., Clovis), and in any other subsequent revisions of the same sheets afore- 
said effective during the period April 15, 1955, to December 31, 1957, are each 
hereby disallowed. 

(B) With respect to the rates disallowed in preceding paragraph (A) of 
this order the rates set forth on page 282 above shall be used by El Paso in 
complying with the following applicable refund provisions of this order, for 
the period April 15, 1955, to December 31, 1957, inclusive. 

(C) Within 45 days from the date of issuance of this order, El Paso shall 
refund to its customers with interest at the rate of 6% per annum from the 
date of payment to El Paso to the date of refund, the excess of the total 
amounts charged and collected for sales made April 15, 1955-December 31, 1957, 
inclusive over amounts which would have been charged for sales to such 
customers under the rates herein prescribed. 

(D) Within 60 days from the date of issuance of this order, El Paso shall 
report to the Commission in writing and under oath the details of its calcula- 
tions resulting in the refunds ordered pursuant to paragraph (C), above, 
together with copies of releases from its customers with respect to the refunds 
ordered in paragraph (C). 

(E) El Paso shall make a further refund of the amounts by which the 
revenues that would be collected under the rates prescribed herein exceed its 
costs with respect to the items of operating expense described in this opinion 
which did not become effective until after the end of the test year 1955. Within 
45 days of the issuance of this order El Paso shall submit a plan to the Com- 
mission subject to its approval, for making the refund required by this para- 
graph and shall make such refund within thirty days of obtaining Commis- 
sion approval of its plan. 

(F) Within 15 days of making the refund required by paragraph (EB), El 
Paso should report to the Commission in writing and under oath the details 
of its relevant calculations, together with copies of releases from its customers. 

(G) Within 60 days of the date of issuance of this order El Paso shall file 
with the Commission (1) appropriate journal entries crediting Gas Plant in 
Service as of December 31, 1955, with the total amount of $832,123 and charging 
Account 250.1 Reserve for Depreciation of Gas Plant, with the total amount of 
$194,010 and Account 271, Earned Surplus, with $638,118, and (2) appropriate 
journal entries subject to our approval disposing of the amount of $88,079 
representing gas well maintenance. 

(H) Within 60 days of the date of issuance of this order El Paso shall file 
journal entries recording depreciation expense for the year 1955 and subsequent 
years at the rates referred to above and recommended by the staff. 

(I) The presiding examiner’s decision where not inconsistent with this opinion 
and order is hereby adopted as the decision of the Commission. 

(J) Exceptions to the presiding examiner’s decision to the extent not ex 
pressly granted are hereby denied. 

Commissioner Hussey dissenting in part, filed a separate statement. 
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APPENDIX A 
Ext Paso Naturat Gas CoMPANY 
DOCKET NO. G—4769 


Detail of Deductions Used in Calculating Federal Income Tazwes 


Interest expense $13, 474, 650 
Debt expense—net 122, 212 
Interest charged to construction. 473, 816 
Taxes charged to construction 806, 847 
Reduction in amount booked for depreciation 
Less: Excess of book depreciation, before above ad- 
justment over tax allowable depreciation 124, 379 
‘cesthhiilaccaiiie 823, 292 
Abandoned well and lease costs expensed on books 
prior to test year, allowed for tax purposes in test 
350, 937 


Geological and geophysical costs capitalized on books 

at Dec. 31, 1955, expensed for tax purposes 242, 298 
Carried interest portion of net production revenue 

recorded as company production 152, 549 
Intangible drilling and development costs 
Less: Excess of book depletion over tax allowable 

depletion 197,334 12, 328, 384 


Subtotal 28, 274, 985 
Deduct: 
Abandoned well costs written off in test year, 
but claimed as tax deduction in prior year____ 
Interest and taxes on nonproductive wells capital- 
ized on books, but expensed for tax purposes___ 
Abandoned well costs expensed on books, but 
capitalized as lease costs for tax purposes 1, 004, 773 


Total tax deductions utilized for calculation 
of Federal income tax for cost of service 
Liberalized depreciation : 
Excess of liberalized depreciation for tax pur- 
poses over straight line method ($247,054 ap- 
plicable to well mouth) 


Total tax deductions 
4 $14,269,201 applicable to well mouth facilities. 


556-711-6421 
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APPENDIX B 


Ext Paso Naturat Gas Company 
DOCKET NO. G—4769 
Tax Formula Where Percentage of Taxes is Credited to Working Capital to 


Determine Return 
SYMBOLS 
T =Federal income taxes 
I, =Taxable income 
I, =Gross income or income before Federal taxes 
D =Dedication from return for tax calculation 
R =Return 
RB =Rate base or plant plus working capital 
P =Pilant 
Wen= Working capital before offset for Federal income tax 
7ct = Working capital after offset for Federal income tax 
= 0.22(7,— 25,000) + 0.301, 
= 0.521 ,—5,500 
=R+T 
=I,—D 
= 0.52(7,— D) — 5,500 
=0.06RB 
=0.06RB+0.52(7,—D)—5,500 
=0.06RB+0.52I,—0.52D— 5,500 
=0.06RB—0.52D—5,500 
= P+ Wet 
= Wen—0.65(T— 1,293,717) 
= 0.06[P+ Wen—0.65(T— 1,293,717) ]—0.52D—5,500 
= 0.06P+ 0.06 Wen—0.039(T— 1,293,717) —0.52D — 5,500 
=0.06P+ 0.06 Wen —0.039[0.52(7 ,— D) —5,500— 1,293,717] 
—0.52D—5,500 
= 0.06P+ 0.06 Wen — 0.020287 ,+- 0.02028D + 214.50+ 50455 
—0.52D—5,500 
0.48] ,+ 0.02028] ,=0.06P+ 0.06 Wen—0.49972D + 45,169.50 
0.500281, =0.06P+ 0.06 Wen—0.49972D + 45,169.50 
__0.06(P+ Wen) —0.49972D + 45,169.50 
qT, v7 0.50028 


APPENDIX C 


Ex Paso NATURAL GAs COMPANY 
DOCKET NO. G—4769 
Cost of Produced ani Purchased Gas 


Commodity Commodity 





PN UES 5 hc in a cds ekki $61, 919,013 | Administrative and general expenses. 

Other gas supply expemses-_---.....-- 103,950 | Depreciation and amortization 8, 319, 510 

Company used gas (5, 586, 481)| Depletion 1, 942, 773 

Gas to and from storage (138, 693)| Taxes: 

SO on bvasaadle 6, 051 Other than Federal income 1, 848, 090 

Gas well operation and maintenance - 177, 114 — income (including de- 3. 033, 530 

Gas well roy alties- a ee 4, 493, 640 Return at 6% for production and 

Other production and gathering ex- ite - gathering (non-well-mouth) 10, 451, 692 
Panels. ~~ ---~- ennnenenace-secnscoes 11, 270, 905 | 4 dditiona! return from depletion and 

Products extraction expenses 7, 316, 560 intangibles______._- ee eg ea 6, 410, 760 

Exploration and development 4, 861,912 | Other gas revenues—Cr-_--___........- (14, 411, 499) 





TR GIN ov dnndadencnaksent | 84, 424, 031 Total cost of production........| 107, 523, 953 


| 
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Cost of Transmission and Distribution ! 


| 


Total Demand Commodity 


i 
Operations: | 
f£upervision and engineering $837, 669 $345, 452 | $492, 217 
Compressor station fuel 2, 560, 428 2, 560, 428 
Compress r station supplies and expenses. 817.708 |... 817, 708 
Other operating expenses 3, 849, 423 1, 924, 711 1, 924, 712 





. -| ee 
Total operation 8, 065, 228 2, 270, 163 5, 795, 065 


SS = 3 





Maintenance: 
Supervision and engineering 81, 192 3, 15 58, 038 
Compressor station equipment 1, 434, 537 | 1, 434, 537 
Other maintenance expemses...............................- 1, 904, 402 952, 3 952, 201 


Total maintenance 3, 420, 131 2, 444, 776 
= = = = 


Miscellaneous: : s 
Transmission and compression of gas by others. .-........ 1, 285, 962 | 1, 285, 962 

a henctttcanndsdebersdcnsbacandsdekiadtpendaeusasiiiee 24, 168 
Total miscellaneous . 334, 29 , 167 1, 310, 130 


Total transmission expenses.................-.-.-------- 12, 819, 656 3, 269, 685 


Administrative and general expenses | 2, 706, 783 862, 652 1, 844, 131 








een ee 
Total operating expenses = 5, 526, 439 | 4, 132, 337 11, 394, 102 
Depreciaticn and amortization 12, 232, 096 | 6, 116, 048 6, 116, 048 
Taxes: | 
Other than Federal Income 3, 871, 205 | 1, 935, 602 | 1, 935, 603 
5, 199, 272 | 2, 599, 636 | 2, 599, 636 
5 17. 913, 610 8, 956, 805 | 8, 956, 805 
Other gas revenues (193, 338) | (96, 669) | (96, 669) 
Compression and transportation of gas for others.............. (1, 893, 408) | 





Total cost of transmission 5 | 52,655,876 | 23, 643, 759 29, 012, 117 


Other Related Expenses 


, 8D 218, 308 
538 9 | 269 


ROGET Get CR cccccoosacuncueSasebeabeudacheudpin 218, 846 26 218, 577 








Cost of Underground Storage 


icin daelnilitnnieiniaal rsiibtieibitas atts cicada tls eee tania 10, 980 . 
Maintenance ‘ 5, 279 , 62 2, 640 
Miscellaneous: 
Storage well royalties } 40, 061 40, 061 
Rents 203 101 





ON Dntockbisinncaddatisstbudubtboddtbidnideubiobedns 56, 523 8, 2 48, 292 
Administrative and general 6, 641 ) 5, 674 





el GARNER CUNT oan 3 pins cndanndis cons vtincdsgacdi 63, 164 , 53. 966 
Depreciation and amortization 39, 168 : 19, 584 
Taxes: 

Other than Federal income 8, 985 " 4, 492 
Federal income (including deferred) : 41, 288 ; 20, 644 
Return at 6% per annum (non-well-mouth) 142, 348 ; 71, 174 
Other gas revenues—Cr 





Total cost of underground storage 








Summary 


Production and gathering biti hans. 4 eeihS.tah. . 523, 953 |..............] 107, 523, 953 
Transmission and distribution } 2, 655, 876 23, 643, 759 29, 012, 117 
Other related 218, 846 269 218, 577 
Underground storage 294, 953 125, 093 169, 860 





30, 693,628 | 23,769,121 | 136,924, 507 
Percents | 100. 00 | 14.79 | 85. 21 








! Includes local storage. 
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APPENDIX D 
Ex Paso NAaTuRAL GAs CoMPANY 
DOCKET NO. G—4769 


Allocation Cost of Service 


Cost of service 





Peak Annual Storage, transporta- 
volumes | volumes tion, and distribution 
Cost of Total 
production 






Particulars 


Demand | Commod- 
ity 





Deliveries from production and 
local areas: 
Sales for resale—nonjurisdic- 















oo ea 49, 770 | 16,154,238 | $2,552,048 |.........2-]-.-.22 22 $2, 552, 048 
Sales for resale—jurisdictional - 13,643 | 2, 653, 885 Ee 419, 261 
pa ae. Ce LH COUR Oe 0 RIG Bicccec cs ccclonccacacnes 1, 224, 427 

NE sci oncesicantl GR, 208 | SR Ft -4 108, OS I... 1S. 4, 195, 736 

——————————S — SS 













Deliveries from transmission sys- 
tem: 


m 
Direct sales — nonjurisdic- 


ip Re oes Bee 220, 410 | 65, 695, 561 | 10,378, 589 |$2, 553, 734 |$3, 064,045 | 15, 996, 368 
Sales for resales — jurisdic- 


NE idccidcccthcacuasate 1, 831, 077 |564, 675, 713 | 89, 207, 505 |21, 215, 387 |26, 336, 509 | 136, 759, 401 
Subtotal 












2, 051, 487 |630, 371, 274 | 99, 586, 094 |23, 769, 121 |29, 400, 554 | 152, 755, 769 








ee is acinccucesas 


2, 139, 679 1656, 929, 911 |103, 781, 830 |23, 769, 121 |29, 400, 554 | 156, 951, 505 
Sales credited 


27, 509 | 40, 295,688 | 3, 742,123 |...........]...- ssn dicted 3, 742, 123 
2, 167, 188 |697, 225, 599 |107, 523, 953 |23, 769, 121 |29, 400, 554 | 160, 693, 628 











OR ecktcvncancsed 





Hussey, Commissioner, dissenting in part: 
I concur in the foregoing opinion, except in the manner of calculating the 
rate of return for producing properties. 

I concur with the majority that, where a gas transmission company owns gas 
producing properties which it has developed itself, one rate of return should be 
employed for its transmission facilities, and another rate of return should be 
established for its gas producing properties on which it has borne the cost and 
risk of development. This is because of the greater hazards involved in pro 
ducing operations as compared to transmission operations. 

Where gas producing properties have been purchased fully developed and 
the purchase price includes compensation to the developer for the risk incident 
to the development, and the properties are purchased prior to the time they are 
committed to interstate commerce, I think they should be included in the rate 
base at cost and allowed the same rate of return as transmission facilities. 
But where the company has acquired undeveloped leases and has borne the risk 
and expense of developing them, I think that the tangible well drilling costs 
should be included in the rate base at the normal rate of return, and, in addi- 
tion, the company should be permitted to retain any benefits which may be 
derived from its being permitted to charge the intangible well drilling costs to 
expense in the accounting period in which they are incurred. 

The business of exploring for, drilling, and developing natural gas reserves 
is subject to inordinate risks and hazards, both the physical hazards of oper- 
ating highly powered drilling equipment and controlling high pressure gas reser- 
voirs, and the risk of loss of capital investment due to the excessive incidence 
of dry holes. In order to induce the flow of risk capital into this extraordi- 
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narily hazardous business which maintains the national reserves of natural 
resources, certain tax incentives were devised. The adequacy of our reserves 
of natural resources for our domestic economy for so many years and for 
national defense during three periods of mechanized warfare dependent upon 
these natural resources, is monumental testimony to the wisdom of the estab- 
lishment and continuance of those tax incentives. 

The provisions of the Internal Revenue Code generally considered as incen- 
tives for the inducement of risk capital to flow into the inordinately hazardous 
business of exploring for and developing reserves of natural gas are: (1) Secs. 
611 to 614, which provide a method of calculating the periodic charge for deple- 
tion, in mining and extractive industries, on a basis of a percentage of income, 
instead of a percentage of cost; and, (2) Sec. 263(c) which permits the expens- 
ing of intangible well drilling costs in the year in which they are incurred. 

Depletion calculated on percentage of income, rather than percentage of cost, 
is not limited to the gas producing business. On the contrary, it is available 
to most mining or extractive natural resource industries. It was designed by 
the Internal Revenue Bureau to facilitate and simplify the computation of 
annual or other periodic depletion charges for such industries. 

Depletion may be measured by the rate of exhaustion of a reserve of natural 
resources where the volume of the reserve is known or can be reasonably esti- 
mated. But where the reserve is a reservoir of gas located from one to four 
miles underground, and particularly when the reservoir is only partially defined 
by drilling and is in a stage of continuing development, estimating the volumes 
of the reserves is a highly technical, tedious, and expensive process. Because 
of the difficulties encountered in estimating volumes of underground reserves, 
because of problems encountered in establishing the cost of gas reserves to cer- 
tain producers and the cost of certain interests such as the royalty interest of 
landowners, and because of difficulties encountered in appraising the discovery 
value accorded the discoverer of new reserves by the early statutes, and because 
calculation of depletion charges under varied circumstances consistently led to 
controversies and litigation, Treasury officials decided, prior to 1926, that a 
simple and more convenient method of calculating charges for depletion of 
wasting assets from underground reservoirs was needed. 

Industry-wide studies were made and there was devised the present permis- 
sible method of calculating depletion in mining and extractive industries on the 
basis of a percentage of income, instead of on the basis of a percentage of cost. 

Many people, who are not familiar with the history of the development of 
the percentage of income method of calculating depletion, consider this to be a 
large tax windfall to producers of natural gas. There are instances in which 
it may result in a tax savings, but that is not true in thiscase. El Paso’s deple 
tion calculated on percentage of income is less than its depletion calculated on 
percentage of cost, for the test period involved here. 

Thus, El Paso’s incentive for investment of funds in exploration for and 
development of natural gas reserves is provided principally from its being 
permitted to charge to expense, for tax purposes, intangible drilling costs 
incurred in drilling successful wells during the accounting period in which such 
costs are incurred. 

The majority opinion would grant El Paso a return on producing properties 
measured by, or roughly equivalent to, the tax savings accomplished by expens- 
ing intangible well drilling costs on successful wells during the accounting period 
in which they are incurred. 

No one goes into business merely to accomplish a tax saving. An investor 
seeks security of his capital and a return on his investment. If the business 
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is inordinately hazardous, the investor would expect additional return to com- 
pensate for the risk of losing his capital. The tax incentives designed to com- 
pensate for this inordinate risk in the gas producing business are intended as 
additional return, and the investor expects to obtain a normal return on his 
investment in addition to the compensation for the inordinate risk of losing his 
capital. 

Also, the expense incurred in drilling a producing gas well includes the cost 
of tangible well equipment (such as casing, tubing, ete.), in addition to the 
intangible well drilling costs. If El Paso charges its intangible well drilling 
costs to expense, for tax purposes, in the year in which incurred, that might 
be reason for eliminating that cost from its rate base. But El Paso still has an 
investment in tangible well equipment which should be included in its rate base, 
and on which El Paso should be entitled to its normal rate of return. 

El Paso is an integrated company operating both natural gas producing prop- 
erties and gas transmission lines. The rate of return needed to secure money 
for gas transmission facilities is less than the rate of return needed to secure 
money for exploration for and development of gas producing properties, because 
of the relative security of the capital invested. ‘Therefore, a gas transmission 
company would need less rate of return than an independent producer. An 
integrated company, owning both transmission and producing properties, would 
undoubtedly need less rate of return than an independent producer and greater 
rate of return than a company operating only a gas transmission system. 

The different rates of return needed to attract capital to an independent pro- 
ducer, a natural gas transmission company, or an integrated company operating 
both gas producing and transmission facilities under the same corporate entity, 
are not evident from this record. El Paso should have given us testimony which 
would have enabled us to determine the proper rate of return needed to attract 
capital to an integrated gas company such as it operates. 


DECISION 


UPON PROCEEDINGS PURSUANT TO PROVISIONS OF THE NATURAL GAS ACT INVOLVING 
THE LAWFULNESS OF PROPOSED INCREASED RATES OR CHARGES 


(Issued March 20, 1958) 


Srupson, Presiding Examiner: The proceeding concerns the lawfulness of 
rates, charges, and classifications contained in El Paso Natural Gas Company’s 
FPC Gas Tariff, Original Volume No. 1, as proposed to be changed by certain 
filings made pursuant to Section 4 of the Natural Gas Act (Act), as hereinafter 
stated. 

On October 14, 1954, El Paso Natural Gas Company (El Paso) filed certain 
proposed changes to its general service, residential service, non-residential serv- 
ice, excess service, special service, and pipeline service tariff rates effective 
variously in the states of California, Arizona, New Mexico, and Texas.’ The 
increases proposed totaled $18,113,000 based on estimated 1954 sales. The pro- 
posed changes were suspended and the use thereof deferred by the Commission 
in its order issued herein on November 15, 1954.” 


1First Revised Sheets Nos. 11—A, 27—B, and 27-E, Third Revised Sheets Nos. 34 and 36, 
Fourth Revised Sheet No. 8, Fifth Revised Sheets Nos. 4, 6, and 11, and Seventh Revised 
Sheet No. 10. 

®Seventh Revised Sheets Nos. 13, 14-A, and 15 also tendered for filing related to the 
sale of natural gas for resale for industrial use only and were not subject to the suspen- 
sion. Eighth Revised Sheets Nos. 13, 14—A, and 15 filed December 20, 1954, were per- 
mitted to take effect as of November 15, 1954 (Commission Order issued January 21, 1955). 
Ninth Revised Sheets filed in March 1955 were made effective as of April 15, 1955 (Com- 
mission Order issued April 25, 1955). 
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The Commission’s order issued November 15, 1954, also provided that a public 
hearing be held on a date to be fixed by further order of the Commission con- 
cerning the lawfulness of the suspended proposed changes to El Paso’s FPC 
Gas Tariff. 

Upon motion filed by El Paso on March 14, 1955, and pursuant to further 
requests therefrom, and in accordance with an order of the Commission issued 
April 25, 1955, the rates, charges, and classifications set forth in certain of the 
foregoing sheets, and in others tendered for filing by El Paso March 14, 25, and 
28, 1955, were made effective as of April 15, 1955, subject, among other things, 
to refund of the portion of the increased rates or charges found by the Commis- 
sion not justified. 

On December 19 and 29, 1955, and January 5 and 19, 1956, El Paso tendered for 
filing certain additional revised tariff sheets,‘ of which three were permitted 
to take effect as of January 20, 1956, and one as of February 10, 1956, all 
subject to the terms and conditions of the order of the Commission issued 
April 25, 1955, aforesaid, and to the terms and conditions of the refund under- 
taking filed by El Paso pursuant thereto. 

By order issued June 7, 1956, fixing date of hearing, the Commission directed 
that a public hearing be held concerning the lawfulness of El Paso’s afore- 
said proposed tariff changes. Pursuant thereto these proceedings came on 
for hearing and were heard commencing July 11, 1956, concluding, after ap- 
propriate recesses, on December 12, 1956. ‘Ten parties intervened, including 
five gas distribution companies, one gas pipe line company, two state com- 
missions, the City of Los Angeles, California, and the Attorney General of 
that State. Seven of the interveners participated actively. Applicant, in- 
terveners, and Staff presented in all some eighteen witnesses. Sixty-nine 
exhibits, including revisions, were received in evidence. 

Simultaneous main briefs were set for March 1, 1957, and were duly filed 
by El Paso, seven of the interveners and Staff Counsel, respectively. Simul- 
taneous reply briefs were similarly filed as of April 1, 1957, by the same 
participants.® 


THE ISSUES 


Under Section 4 of the Act the basic issues are: 

(1) Are El Paso’s proposed rates just and reasonable? 

(2) Do the proposed rates grant any undue preference or advantage to 
any person or subject any person to any undue prejudice or disadvantage, or 
maintain any unreasonable differences in rates or in any other respect as 
between localities or classes of service? and 


(3) If the proposed rates are unreasonable or unlawful, what are the 
just and reasonable rates? * 


* Original Sheet No. 18—-A, First Revised Sheets Nos. 27—B, 27-C, and 27-E, Second Re- 
vised Sheets Nos. 11-A and 18, Third Revised Sheets Nos. 34 and 36, Fourth Revised Sheets 
Nos. 8 and 17, Fifth Revised Sheets Nos. 4, 6, and 19, Sixth Revised Sheet No. 11, and 
Eighth Revised Sheet No. 10. 

‘Including First Revised Sheet No. 27—D and Second Revised Sheets Nos. 27-B, 27-C, 
and 27-E. 

5The interveners Southern California Gas and Southern Counties Gas submitted joint 
main and reply briefs. 

*The Act provides, however, that the Commission shall have no power to order any in- 
crease in any rate contained in a currently effective rate schedule unless in accord with 


a new schedule filed by the company, but the Commission may order decreases (Act, Sec. 
5(a)). 
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The various contentions of the participants with respect to the development 
of the basic issues are set forth in the following subsections of this decision. 


JURISDICTION 


El Paso is engaged in the production of natural gas in the so-called Permian 
Basin Area located in West Texas and Southeastern New Mexico, and the 
San Juan Basin Area located in Southwestern Colorado and Northwestern 
New Mexico. The company transports natural gas by various transmission 
facilities from the respective source into and through the States of New Mexico 
and Arizona to Blythe and Topock on the California State boundary. In the 
course of such transmission sales are made by El Paso in interstate commerce 
of natural gas for resale for ultimate public consumption under various rate 
schedules applicable to residential, non-residential, power plant, and irrigation 
uses and to the California Companies under rate schedules, G, G-X, and 
G-X-1, denominated in order general service, excess gas service and temporary 
short term excess over-run gas service, as well as to Southern Union at Clovis, 
New Mexico, and Nevada Natural. Accordingly, El Paso is a natural gas 
company within the meaning of the Act, and the aforesaid sales and trans- 
actions and El Paso’s operations related thereto are subject to the jurisdiction 
of the Commission pursuant to the provisions of Section 1(b) of the Act. 
The Commission, in its decision in Matter of El Paso Natural Gas Company 
(G-12948), Opinion No. 308, issued January 24, 1958, 19 FPC 416, denied mo- 
tions therein filed to dismiss on the basis of the so-called Memphis doctrine 
(Memphis Light, Gas and Water Division, et al. v. FPC (250 F. 2d 402, 
decided November 21, 1957), and further stated, in effect, that El Paso’s 
currently “effective” tariffs include a rate increase which awaits this decision. 


COST OF SERVICE 


Field Price 


El Paso proposes the use of cost of production and not field price in the 
determination of cost of service. One of Staff’s witnesses expressed a prefer- 
ence for the field price method. The Staff does not propose the use of field 
prices in calculating El Paso’s cost of service. It refers in its Main Brief 
(p. 5) to the doctrine of City of Detroit v. FPC (CCA, D.C., 1956) 230 F. 2d 
810 that the cost method must be at least a point of departure and states that 
since the pricing of El Paso’s own production on a field price basis would 
result in a lesser cost of service than on a cost basis the point of departure 
does not exist in this case. The position of the California Commission is 
generally in accord with that of the Staff. The New Mexico Commission 
urges that fair-field price should be applied to value company-produced gas 
(M. Br., pp. 21-22). The Attorney General of California contends that no 
evidence has in fact been offered by any party to this proceeding tending to 
support the use of field price as a proper regulatory method, and that the 
City of Detroit case, supra, precludes its use (M. Br., pp. 12,13). 

El Paso purchases gas from various producers principally in the San Juan 
and Permian Basins and the Panhandle Field. It also produces a substantial 
quantity of natural gas. It pays a higher price in the San Juan Basin but a 
uniform price in each field for the same type of natural gas purchased. Other 
purchasers pay at substantially the same level as El Paso in the San Juan 
Basin, some at higher levels in the Permian Basin. 
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Staff’s witness generally used prices paid producers by El Paso as an equiva- 
lent of going field price. Thus he used 9.5¢ per Mcf for gas produced by El 
Paso in the Permian Basin (14.65 psia), 10¢ per Mcf for San Juan Picture 
Cliffs gas, and 11¢ per Mcf for San Juan Mesa Verde gas (15.025 psia), apply- 
ing such prices to El Paso’s own production as a measure of the value thereof. 
For Barker Dome gas, where El Paso produces but makes no purchases, he used 
the 6¢ price paid by Southern Union to its subsidiary Aztec Oil Company 
(15.025 psia) as no other price was available. In fact no real price compari- 
sons are in evidence in this record for this latter supply. Indeed the so-called 
going field price in the areas in which El Paso operates are lower than in 
many other sections due in part to the fact that contracts in El Paso’s areas 
are several years old, favored nations clauses have not effected price increases, 
and in recent years El Paso has been unable to buy any substantial quantities 
of natural gas at existing prices and has been compelled, in effect, to buy gas 
in place and undertake the burden of developing the acreage acquired. Further 
it has carried on an extensive exploration program and its exploration and dis- 
covery efforts have placed it in a situation where present costs would not be 
eovered by going field prices which are below El Paso’s cost of exploration 
operations to date. 

The fact that El Paso used field prices in an earlier proceeding (G-—2018) 
is of little significance in view of the Commission’s entirely tentative language 
in its utilization of the so-called field price for El Paso’s production therein 
(Op. No. 278, 18 FPC 421, 426). Nor is the fact that certain field prices are 
used in the computation of percentage depletion under tax statutes or in the 
payment of royalties controlling under the circumstances. There is no satis- 
factory evidence that a going current field price has been established in this 
proceeding for natural gas as such, and even had it been the use of it as here 
proposed would be in conflict with the Commission’s opinion in Matters of Union 
Oil Company of California, et al. (G-—4331, etc., 1956) Op. No. 300, 16 FPC 100, 108. 

Accordingly, cost of service is hereinafter determined without further con- 
sideration of field prices as a method of attributing value to El Paso’s production. 


Test Year 


The year 1955 constitutes the most recent period of actual experience avail- 
able at the time of hearing as well as one when changes in capacity, investment, 
gales, and expenses were relatively small. As adjusted herein for known and 
appropriate changes, which do not affect sales capacity and related cost of 
service, 1955 provides a fair and reasonable test period for the purpose of fixing 
rates for the immediate future.’ 


El Paso and Staff Estimates ® 


El Paso’s estimated 1955 cost of service (adjusted) compares with Staff’s 
corresponding figures as follows: 


7 New transmission facilities certificated in Docket No. G-8940 In the amount of several 
hundred million dollars were not in service during the test year and were not expected to 
go into service until sometime in 1957. None of the costs pertaining to these facilities 
are included in the cost of service for 1955. 

*In general other participants did not present over-all cost determinations but pro- 
posed various adjustments as hereinafter considered. 


















Gas purchased for resale ! 


lait aan gt ciciginmn tele tatiana ee ated cients $56, 199, 890 $56, 346, 497 
Exploration and development. 4, 861, 912 4, 846, 987 
Processing and gathering ?__..- 16, 045, 669 15, 655, 511 
Products extraction expense. 7, 316, 560 7, 220, 433 
SOU DU ink dic kndsctbeténandiicivtnadchabtbiaiedihonsnadl 5 56, 116 


iAP adiden ccicsemendnnwnatede 12, 819, 656 12, 522, 397 
Sales promotion and customer accounting 218, 846 216, 441 
a era 8, 255, 053 7, 465, 621 


Total operating expenses 


Depreciation and amortization 


ithaseldeeasisn coceapish ctedpacntectaelaiads 20, 590, 774 20, 590, 774 
oe REE EE ES ES ENS a EE 1, 942, 773 1, 942, 77 
II icici chicdtnndasans_yacaanat 5, 728, 280 5, 612, 211 
tt IE AI ELS IE TELE 19, 519, 869 18, 639, 342 
I ini sib withing stdin Sie channels 32, 970, 519 31, 989, 290 
Revenues from extracted products. (12, 067, 079) (12, 067, 079) 


Total cost of service 


ia a ieee nce cite ik ls des las ea el ema aa aca 170, 028, 079 166, 873, 836 
Carbon black and miscellaneous field deliveries. (2, 501, 300) (2, 501, 300) 
eT I 8 eo en anipmnibanesbnntieabbenaatnall (3, 307, 918) (3, 307, 918) 
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(4, 431, 166) 





E] Paso 
(Exh. 4) 


84, 480, 554 


105, 774, 109 









Staff (Exh. 





104, 330, 003 


(4, 163, 478) 















11, p. 75) 

































84, 125, 544 




















































Cost of service after credits 





164, 218, 861 


161, 064, 618 











1 Includes purchased gas and exchange gas less company used gas and gas to and from storage. Other gas 
supply expenses are not included. (Exh. 66.) 


2 Includes other gas supply expenses, gas well operation and maintenance, gas well royalties, and other 
production and gathering expense. (Exh. 66.) 







The Adjustments 





Gas purchased for resale-—Gas purchased for resale is derived from pur- 


chased gas expense as follows (El Paso’s Exh. 1, Sched. 13; Staff’s Exh. 
a3; oe). 





Per books E] Paso Staff 














IRIN, hig ccab uh cacnutiga bi aciabaneciadoundeiee $62, 372, 085)| $61,919,013 | $62, 065, 621 
NI eo cnn aie naenceaubemanimiabaleute (5, 586, 481) (5, 586, 481) (5, 586, 481) 
Gas withdrawn and delivered to storage................-...-. (138, 693) (138, 693) (138, 693) 
Gas received and delivered in exchange......-..-...------..-- 6, 050 6, 051 6, 050 

























56, 652, 961 





56, 199, 890 56, 346, 497 


El Paso adjusts its book figures for “Purchased Gas” by a reduction of 
$453,072. Staff adjusts such figures by decreasing purchased gas by $306,464. 
The latter represents adjustments reclassifying net deficiency gas write-off in 
1955 to “Other Purchased Gas Expenses” ($84,848), infra, eliminates amounts 
accrued for increases in the Texas Production Tax for which suppliers had not 
received proper authority to bill El Paso ($123,878), and reflects on an annual 
basis the reduction in the Texas Production Tax from 9 to 8% effective Sep- 
tember 1, 1955 ($97,738). 

The difference between El Paso’s adjustment of $453,072 and Staff’s of 
$306,464, i.e., $146,608, represents a further reduction in the Texas Production 
Tax to 7% effective September 1, 1956. El Paso contends that this latter 
adjustment should be treated as a known change unrelated to the capacity of 
its pipeline facilities, its rate base or revenues (M. Br. p. 89, R. Br. p. 82). 
Staff’s insists that the test period proposed (1955) be used with a cut-off as 
to changes to be experienced in a subsequent year (M. Br. p. 12), and that 
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otherwise the purpose of the use of a test period will be lost (R. Br. p.5). As 
more fully hereinafter set forth this latter view must be held to be too restric- 
tive, particularly where, as here, no speculation is involved with respect to the 
Texas Production Tax and the change with respect thereto is as certain for the 
proximate future as circumstances can very well make it. El Paso’s adjusted 
figure is properly determined. 
Ezploration and development erpense.—The comparative book and adjusted 
book figures for exploration and development are as follows: 
Adjustment 
I ate casein daiceninnmninmianaiain $4, 860, 233 $1, 679 
El Paso (adjusted, Exh. 1) 4, 861, 912 (13, 246) 
Staff (adjusted, Exh. 11) 4, 846, 987 


El Paso’s adjustment (net) in the amount of $1,679 represents a composite 
adjustment in which it is proposed to allow for 1955 and 1956 payroll increases 
in the amount of $18,963 and to eliminate so-called “off-system” items which 
include delay rentals, and land and geology work pertaining to El Paso’s 
Canadian properties in the amount of $17,284 (Exh. 1, Sched. 1-F). 

Staff’s proposed adjustments consist of an allowance of $4,038 for 1955 
payroll increases (Exh. 11, Sched. 8.1, see Exh. 1, Sched. 1-B) and the “off- 
system” eliminations of $13,064 representing delay rentals related to Canadian 
leases and $4,220 representing cost related to Canadian exploration (Exh. 11, 
Sched. 8.2). The net difference between El Paso’s and Staff’s adjustments 
($14,925) is the amount of the 1956 wage increase (6%) which was effective 
May 1, 1956.° 

The discussion as to the applicability of known future changes to costs of 
a test period hereinafter set forth in connection with the determination of 
items related to “Processing and Gathering” is applicable here. 

The New Mexico Commission alleges that the exploration and development 
expenses have no direct connection in fact with El Paso’s existing facilities, 
and contends that, while exploration and development reasonably related to 
the demands of the present pipe line system customers, might properly be 
included in cost of service El Paso has offered no substantial evidence to show 
such relationship and such expenses should be disallowed. 

El Paso’s exploration and development costs, which include delay rentals, 
non-productive well-drilling, abandoned leases, etc., were incurred with respect 
to areas as follows; ” 


| Per books | El Paso! || | Per books | El Paso! 
(adjusted) 1 (adjusted) 


Permian Basin | $263, 166 $266, 517 || New Orleans Office.....| $166, 763 | $167, 973 

San Juan Basin } 905, 640 | 905, 640 || Other 2 | 978, 429 965, 265 

El Paso Office 140, 696 | 146, 454 || — - 
2,405,539 | 2, 409, 962 4, 860, 233 | 


4, 861, 912 


1} As described in the preceding text, i.e., for payroll increases and off-system eliminations. 
2 All other areas where the company operates, excluding Canada in the adjusted column, 


*The California Commission considers the 1956 wage adjustment proper for the estab- 
lishment of rates for the future. 
2% These expenses are summarized by states in El Paso’s Exhibit 1, Schedule 12: Ari- 


zona, Colorado, Louisiana, Montana, Nevada, Oregon, Texas, Utah, and Wyoming—9 
in all. 
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El Paso’s facilities extend from sources in west Texas, eastern and northwest- 
ern New Mexico, and southwestern Colorado, westward through north central 
Arizona, as well as south central and southern Arizona, to principal delivery 
points on the California state line. Further, the granting of a certificate by the 
Commission to Pacific Northwest Pipeline Corporation (Pacific) in Docket No. 
G-1429 (Op. No. 271, 13 FPC 221, 1954) was based in part upon the fact that the 
route of Pacific’s proposed line traversed at least three large undeveloped sedi- 
mentary basins in the states of Colorado, Utah and Wyoming where exploration 
and discovery would be stimulated by providing an outlet for natural gas (see 
Op. No. 271, 13 FPC 221, 226, 230). Pacific’s transmission line system covers 
an area lying between the northern tip of the San Juan Basin and the Canadian 
border including portions of the states of Colorado, Utah, Wyoming, Idaho, 
Oregon, and Washington (see Op. 271 and the Construction Report dated 
January 1, 1957, filed at Docket No. G—1429 and G—8933 etc.). That system will 
be supplied in part with gas received from the San Juan Basin in Colorado and 
New Mexico and other fields in Colorado and Wyoming as well as from Canada 
(also Op. 289, infra). In Matters of Pacific Northwest Pipeline Corporation, 
Docket Nos. G—8932 etc., Opinion No. 289, 14 FPC 157, (1955) it appears that El 
Paso and Pacific are to engage in various exchanges of gas from Canadian 
and domestic sources (Id., pp. 162, 175). 

El Paso’s main search is for gas, very little oil having been discovered. It 
concentrates its exploration in areas that are within reasonable reach of the 
pipelines that it owns or with which it has contracts and it expects to be able 
to move the gas found into its existing market. True, certain of such explora- 
tion costs have no direct connection with existing facilities of the company but 
the program is to maintain a continuing supply of natural gas. The purpose 
of its expenditures is to make discoveries therefor in substantial amounts and if 
necessary to move the gas into existing system through facilities which it would 
seek to construct.” 

El Paso’s search for natural gas is extensive, but its system is likewise. The 
demands upon it by the requirements of its customers are apparently increasing 
and its expansion therefore is by no means over. 

In Matters of Northern Natural Gas Company (G-1382 etc., 1952), 11 FPO 
123, 134-135, it was evident that Northern was expanding its search for new 
sources of gas far from its established reserves in the Hugoton and Panhandle 
fields, but the Commission found the amount claimed by Northern in respect 
thereto bona fide and appropriate as exploration and development cost in 
Northern’s cost of service. 

No evidence submitted on behalf of the intervener or available to it in the 
record of these proceedings supports its proposal to reduce the amount to be 
allowed El Paso here for exploration and discovery. Nothing in the cross- 
examination of the company’s witnesses in anyway militates against El Paso’s 
claim. There is no evidence whatever of substantial failures by El Paso in its 
discovery program, past or impending. There is no difference in the principle 
that El Paso requests to be applied to the facts in this case and that which was 
applied by the Commission in the Northern case. On both principle and the 
facts in evidence in this proceeding the amount here claimed by El Paso should 
be and hereby is allowed. 


11 Exploration activities in the San Juan Basin will continue in the same magnitude at 
least until 1959, elsewhere prediction is difficult. 
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Processing and Gathering 
This expense embraces the following items: 


Per books E] Paso Staff 


Other gas supply expenses $47, 919 $103, 950 $56, 033 
Gas well operation and maintenance. 168, 237 177, 114 169, 784 
Gas well royalties 4, 493, 640 4, 493, 640 4, 493, 640 
Other production and gathering expenses 11, 813, 656 11, 270, 965 10, 936, 054 


16, 523, 452 16, 045, 669 15, 655, 511 


Staff proposes an adjustment to the item “Other Gas Supply Expenses” ef- 
fecting a net addition of $8,114 to the book figure for a final sum of $56,003." 
El Paso’s adjustment constitutes an apparent addition of some $56,031 to the 
aforesaid book figure for a final sum claimed of $103,950. 

The Staff’s figure of $56,033 arises from a reclassification and an adjustment 
to reflect average deficiency gas write-off (net) for the years 1953-1955, after 
elimination of $47,919 as an investment for gas supply made with Gresham- 
Hunter Corporation in 1952, now determined to be unrecoverable. This latter 
expense is similar in nature to the costs allowed by the Commission in the 
Hope case for exploration and development, including drilling of unproductive 
wells, the abandonment of unproductive leases and the abandonment of projects 
on which preliminary expenditures were made to determine the gas prospects of 
available acreage.“ In this respect the company’s adjustment is appropriate 
and the amount claimed by El Paso ($103,950) should be and hereby is allowed. 

In “Gas Well Operation and Maintenance” and “Other Production and Gather- 
ing Expense” Staff proposes a combined increase in payroll to cover 1955 salary 
and wage advances of $68,880 with downward adjustments in items other than 
labor totaling $944,935." 

El Paso proposes payroll increases totaling $411,121, including not only those 
effective in 1955 ($68,880 as above) but the 6% increase also effective in 1956 
beyond the term of the test period ($342,241).* 

El Paso concurs in the adjustment of $944,935, above, which here represents 
expenses related to the proposed transfer of property principally from produc- 
tion to transmission.” 


18 Also California Commission’s Exh. 28A, Table 1. 

3% City of Cleveland vy. Hope Natural Gas Company (G-100, etc., 1942), 3 FPC 160, 
177-178. 

14 See footnote 20, infra following page. 

% Divided $7,330 to “Gas Well Operation and Maintenance” and $834,911 to “Other 
Production and Gathering Expense.” 

16 From production to tranamission (1) Jal No. 1 compressor station, (2) Eunice main 
line compressor station, (3) Keystone main line compressor station, (4) certain pipelines 
from Jal station to Eunice station, (5) certain pipelines from Keystone field plant to Jal 
No. 1 plant, (6) pipeline from Keystone station to Jal plant, (7) pipeline from Keystone 
plant to Keystone station, and (8) pipelines from Goldsmith plant to Keystone plant. 
From transmission to production (1) pipeline from Midkiff to the Sprayberry pipeline, (2) 
pipeline from Eunice station to the Carlsbad area, (3) pipeline from Kutz plant to the 
Blanco-San Juan pipeline, (4) pipeline from the Blanco plant to the San Juan River 
plant, (5) pipeline from Angels Peak plant to the Blanco-San Juan line, (6) pipeline from 
Baker Dome field to San Juan River plant, and (7) pipelines from the southern system to 
the Carlsbad area. This $944,935 is a net figure as Staff proposes an increase in main- 
tenance of fleld lines ((Acct. 734.41 of $7,563) Exh. 11, p. 23) with which Dl Paso is in 
accord (Exh. 1, Sched. 1-C, Sheet 1). No change in El Paso’s total cost of service is in- 
volved as a result of these transfer adjustments, but only the decreasing of field handling 
expenses by $944,935 and the increasing of transmission expenses by a like amount. Ap- 
parent discrepancies between El Paso’s and Staff's figures for Accts. 733.24 and 733.34 
and Accts. 733.4 are off-setting and appear to be of no materiality here. 
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Staff’s opposition to the inclusion of the known 6% increase in wages effective 
May 1, 1956, is in accord with its previous objection to the decrease in the Texas 
Production Tax, supra, from 8% to 7% effective September 1, 1956, in that it 
claims that the purpose of a test period will be defeated if costs for such period 
are increased or decreased to reflect changes occurring at various times sub- 
sequent thereto. El Paso’s position is simply that the increase here involved 
is a known rather than speculative one and is in no way to be offset by any 
anticipated increases in revenues.” 

In Matter of El Paso Natural Gas Company (Docket No. G—2018), Opinion 
278 issued November 26, 1954, 138 FPC 421, the Commission refused to include 
in the cost of service an allowance for the increase in production tax levied by 
the Texas legislature which would not become effective until 20 months after 
the end of the test period, but did so on the ground the record did not provide 
an adequate basis for accurately calculating the effect of the increase. However 
there is no doubt but that the Commission holds that in order to determine the 
just and reasonable rate on cost-of-service basis it is necessary to use a repre- 
sentative test period which accurately portrays the cost of service, not only at 
the present time but for a reasonable period in the future,” and it appears to 
be the Commission’s settled policy and practice to test rates for the future 
on the basis of actual operating experience of a representative period of time 
and in connection therewith to adjust that experience for known changes which 
have occurred or will occur, as distinct from forecasts which are inherently 
uncertain and speculative.” 

The Commission’s authority under Section 4(e) of the Act is to determine 
just and reasonable rates for the future as well as to require the refunding 
of the portion of the increased rates found not justified during the period be 
tween the expiration of the suspension period and the effective date of the rates 
fixed for the future.” In connection with the former function the Commis- 
sion looks to the past only for a forecast of the future,” and is concerned with 
the determination of such expenses as are reasonably expected to be typical 
or characteristic of the period for which rates are being fixed.” 

Staff’s position on this issue is in unqualified opposition to the Commission’s 
past practice. El Paso’s proposed adjustment is in accord with Commission 
practice and is therefore allowed in the amount above stated, viz, $342,241 


27 The California Commission accepts El] Paso’s proposed adjustment (Exh. 28A, Table 
1). No increases were made in the transmission capacity of the company during 1955 
or up to February 10, 1956 (T. 706), but some on production and compression (T. 714, 
716, 769). 

18 Matter of South Carolina Generating Company (Docket No. E-6585), Opinion No. 297, 
issued October 24, 1956, 16 FPC 52, 59. 

% Matter of Northern Natural Gas Company (Docket No. G-1382 etc., 1952), 11 FPC 
123, 129; see Matter of Mississippi River Fuel Corp. (Docket No. G—1641, 1952), 11 FPC 
288, 291. See Matter of Otter Tail Power Co. (B-6196, 1949), 8 FPC 393, 462; Matters 
of Home Gas Co., et al. (G—1966, etc., 1954), 13 FPC 241, 252, 255, 257, Op. No. 
272; Matters of The Ohio Fuel Gas Co. (G—1786, etc., 1954), Op. No. 273, 13 FPC 280, 286. 

2 Matter of Atlantic Seaboard Corp., et al. (Docket No. G-1384. 1952), 11 FPC 43, 48, 49. 

21 Jbid., citing Knowville v. Knorville Water Co., 212 U.S. 1, 15. 

2 Pittsburgh v. Pittsburgh and West Virginia Gas Co., et al. (G—267 etc., 1949), 8 FPC 
262, 269. 

2 Also Columbus v. United Fuel Gas Company (G—134 etc., 1946), 5 FPC 279. 286-287, 
289-290; Matter of Tennessee Gas and Transmission Company (G—606, 1947), 6 FPC 114, 
116. Compare, Matter of Mississippi River Fuel Corp., et al. (G-462, 1945), 4 FPC 340, 
347: City of Detroit, et al., v. Panhandle Eastern Pipe Line Company, ct al. (G-200 etc., 
1942), 3 FPC 273, 288-289; Pittsburgh v. Pittsburgh and West Virginia Gas Co., et al. 
(G—627, etc., 1948), 7 FPC 112, 128, 130. 
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making a total allowable adjustment for salary and wage increases, 1955-56, of 
$411,121 for “Gas Well Operation and Maintenance” and “Other Production and 
Gathering Expense.” 


Products Extraction Expense and Underground and Local Storage 


These items per books and as adjusted by El Paso and by the Staff are as 
follows (Exhs. 1, 4, and 11): 


Pete | El Paso Staff (Exh. 
(Exh. 66) 11) 


Extraction expense 7, 200, 640 $7, 316, 560 $7, 220, 433 
Storage wells and lines 59, 851 | 1 60, 464 2 50, 974 


1 El Paso’s Exhibit 66: Underground Storage (as adjusted, $56,523) plus local storage (as adjusted, $3,941). 
2 Staff’s Exhibit 11, pp. 27-28: Storage gas wells, storage lines, and main line—local storage. 


Staff’s adjustments (increases) of $19,793 and $123, respectively, are all pay- 
roll adjustments. El Paso’s adjustments of $115,920 and $612, respectively, are 
also payroll adjustments, reflecting 1955 department head and 1955-1956 wage 
(4% and 6%, respectively) increases. 

The putinetihds involved in considering these items have already been discussed 
and determined hereinabove and on the basis thereof El Paso’s claimed costs 
should be allowed, reflecting the payroll increases of both 1955 and 1956. 


Transmission * 
El Paso’s book and adjusted transmission operating expenses and Staff's cor- 
responding adjusted amount are as follows: ™ 


Adjustment 
Per books (Exh. 1, Sch. 17 $11, 513, 411 


El Paso (Exh. 4) 12,815,715 $1, 302, 304 
Staff (Exh. 11, p. 29) 12,518,539 1,005, 128 


Difference 297, 176 


The development of Transmission adjustments involves wage adjustments 
and reaccounting for certain proposed transfers of property. Staff proposes 
adjustments to give effect to the 1955 executive and wage (4%) increases in the 
over-all amount of $60,195 and also adjustments totaling $944,935 concerning 
both the reclassification of certain field compressor stations and field lines to 
transmission and reclassification of certain transmission facilities to gathering.” 

From El Paso’s Exhibit No. 1 (Sched. 1-C) and Staff’s Exhibit No. 11 (Sched. 
8.5) it is apparent that El Paso is in accord with Staff’s figures reflecting the 
adjustments related to such transfers.” Thus the difference between El Paso 
and Staff ($297,176) relates solely to payroll adjustments for wage increases 
1955-1956, that is—the difference between Staff’s proposed adjustment for 1955 
salary and wage increases applicable to Transmission of $60,195 and El Paso’s 


* Transmission here includes distribution expenses, i.e., city gate and main line indus- 
trial (Exh. 11, p. 38). 

% El Paso also uses for “Transmission” an adjusted figure of $12,819,655 (Exh. 4) but 
this includes what the Company refers to as “local storage” of $3,941 (adjusted) and the 
Staff as “main line—local storage” ($3,858 adjusted). These latter items have already 
been considered above under the heading “Products Extraction Expense and Underground 
and Local Storage,” and accordingly have been eliminated from discussion here. 

2 See Staff’s Exhibit 11, pp. 40-43. 

Thus Scheds. 1-C and 8.5, respectively, reflect adjustments to labor totaling $429,887 
and to supplies, ete., totaling $515,048. 
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proposed adjustments for department head increases (1955) and wage increases 
effective May 1, 1955 (4%) and May 1, 1956 (6%) of $357,369. 

Thus there is presented here the same issue already considered in connection 
with preceding items involving the proper method of adjusting test year ex- 
penses for known changes applicable for the future. For the same reasons 
hereinabove given in this connection, El Paso’s adjustment as here proposed 
must be held proper and be allowed. The adjustments proposed by Staff for the 
same reasons previously given, are hereby denied. 


Customer Accounting and Sales Promotion 


The comparative figures are as follows: 
Net adjustment 
Sania decease ti icin ean 218, 846 ($56, 483) 
UN TEs Sits reiting 216, 441 (58, 888) 
1Including uncollectible accounts ($538) and advertising and miscellaneous sales 
expense. 


2 Exh. No. 1, Scheds. 1-J and 18; Exh. No. 66. 
* Exh. No. 11, p. 30. 





Staff adjustments are to advertising labor in the amount of an allowance for 
a payroll increase of $415 and to advertising supplies and expenses in the 
amount of a decrease of $50,065 * and to miscellaneous sales promotion expense 
in the amount of a decrease of $9,238 “—a net decrease of $58,888. 

El Paso’s adjustments are similar as to advertising and miscellaneous sales 
expenses and no issue lies with respect to these matters. However, El Paso 
proposes an increase in advertising labor of $2,820, as compared with Staff’s 
proposed payroll adjustment of $415 due to executive and departmental head in- 
creases in 1955 ($103) and the 4% wage increase May 1, 1955 ($312). The 
difference of $2,405 represents the 6% wage increase of 1956. The amount 
proposed by El Paso is to be considered consistently with prior determinations 
made herein with respect to adjustments of test year figures to make them 
properly representative in the determination of rates which shall be just and 
reasonable for the future and, hence, El Paso’s proposed adjustment should be 
and is hereby allowed. 


Administrative and General 
El Paso and Staff propose adjustments to this item of expense as follows: 


Adjustment 
TE Na i Si ae a OT Ge, Fe wcwactdcnie 
I GO tnd mieten animate aicamniaion 8, 255,053 $733, 294 
Pee Ms SEO, BD iiiciicoees eager wraleenie 7,465,621 (56, 138) 


1 El Paso’s Dxh. 1, Sched. 18; $7,522,295. Deducting uncollectible accounts of $538 
treated above under customer accounting yields the figure $7,521,757—the small 
difference relating to the rounding off of a component items. 


Staff’s adjustment for 1955 payroll increases totals $70,786 for the May 1, 
1955, 4% wage and the 1955 executive and department head increases, less 
$2,880 transferred to construction in connection with accounting and purchasing. 
El Paso’s adjustment for salary and wage increases includes not only the 
foregoing adjustments proposed by Staff but further adjustments to reflect 
the 1956, 6% wage increase ($192,283), which, with a further credit for 


* Related to expenses incurred in connection with the formal opening of El Paso’s new 
office and a tour conducted by the management of the Company and charged to Acct. 787.2. 

* Related to expenses incurred in eonnection with a tour of the company system con- 
ducted by management and charged by El Paso to Acct. No. 787.3 (Exh. No. 1, Sched. I-J). 

















a eee of 


FEDERAL POWER COMMISSION 301 


amounts transferred to construction ($8,963) totals or nets a sum of $251,226. 
The immediate resulting difference between El Paso and Staff of $183,318 thus 
relates here to the same issue already considered with respect to a number of 
items, to-wit whether test year figures should be adjusted to reflect subsequent 
known changes, and, consistent with previous determinations herein, El Paso’s 
adjustment should be and hereby is allowed. 

El Paso also proposes to adjust Administrative and General Expense to 
allow for increased costs in its employee welfare retirement and hospitalization 
plans in the amount of $539,818 and $29,731, respectively. Staff makes no 
adjustments for these items. 

With respect to the retirement plan, it appears that though El Paso’s own 
computation was higher than $539,818, it accepted the latter figure in order to 
agree with the amount once proposed by the field Staff of the Commission. 
The hospitalization item reflects the Company’s portion of additional costs 
brought about by changes in its group insurance coverage effective May 1, 
1956, to provide for additional hospital coverage to increase room and board 
provisions and provide supplemental accident benefits. Here again, Staff 
proceeded on a policy of using a test year with a break-off point at the end of 
the period. This is identical with Staff’s position, as above stated, with respect 
to wage increases under the heading of “Processing and Gathering”. On the 
basis of Commission precedent, there referred to, and for the reasons there 
given, Staff’s application of its “break-off point” in the instance of these 
adjustments proposed by El Paso must be rejectecd-and the adjustments pro- 
posed by El Paso be accepted (Matter of Colorado Interstate Gas Company, 
(G-1115, 1952), 11 FPC 324, 332). 

El Paso further proposes to adjust Administrative and General Expense, with 
respect to Special Legal Services, which for 1955 totalled $215,854, to reflect 
the average of such expense for the years 1953, 1954, and 1955 ($144,713). Staff 
proposes to adjust charges for such services by a total reduction of $78,914 
covering items consisting of costs related to Pacific Northwest acquisition 
($4,622), costs related to El Paso’s Canadian operations ($1,533) and costs 
related to a suit filed by a stockholder against management, Glossberg v. Boyd, 
et al. ($72,759), as non-recurring and non-utility. It does not appear that El 
Paso contends against the validity of Staff’s basis for refusing to include any 
one or all of these items but rather to the effect, it seems, that the elimination 
would make insufficient allowance for costs of Special Legal Services for the 
future, in light of anticipated costs related to future matters and particularly 
the cost of future proceedings before the Commission. Actually, however, El 
Paso offers no factual basis for the support of expenses in any amount and 
merely uses the average of the past three-year costs as a measure of such 
alleged needs. Staff’s rejection of the specified costs as components of the 
cost of service is consistent in part with the fact that the cost of Canadian 
properties has been excluded from El Paso’s rate base and in part with the 
general rule that only utility costs should be included. 

The use of an actual average over a three-year period has been used by the 
Commission in at least one of its past decisions as affording a stable basis for 
estimating probable administrative and special expenses in the future. (Matter 
of Penn-York Natural Gas Corp. (G-600, 1946) (5 FPC 33, 37).) However, there 
is no evidence of record in this proceeding in support of El Paso’s proposal 
to use such an average for estimating these expenses, and while this formula 
in fact eliminates a substantial portion of those costs incurred in 1955 for 
Special Legal Services ($78,914) and other expenses ($27,767, infra) which the 
Staff rejects, the validity of its use cannot depend upon this merely coincidental 


556-711—64——_22 
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result. In the absence of explanation of, or support for, El Paso’s use of the 
cost of special legal services for prior years as a measure of such costs for the 
future the company’s use of an average of such legal expenses over a past period 
cannot be accepted. Staff’s proposed elimination of the costs related to the 
acquisition, to Canadian operations, and to the private stockholders suit must 
be accepted. 

Staff further proposes the elimination of various items under Miscellaneous 
General Expenses, related, severally, to the settlement of the aforesaid stock- 
holders’ suit ($25,000), Canadian operations ($531), and to the sale of “Reef 
Fields Corporation’s 2nd Mortgage Notes” ($2,236). The first two items in this 
category should be eliminated consistent with the elimination of corresponding 
charges under “Special Legal Services” above. Costs related to the sale of 
the mortgage notes are unsupported by El Paso by explanation or otherwise 
and cannot be accepted. 

Staff also proposes the elimination of certain expenses of General Officers 
consisting of $827 charged for management tour and building opening, $124 
to the aforesaid private stockholders’ suit, and $74 charged to “uranium mill.” 
The expense of the tour is correctly classed by the Staff as non-utility, the 
item relating to the suit likewise, as hereinabove concluded, and that relating 
to the uranium mill is unexplained and unsupported by El Paso. 

Accordingly, there should be eliminated from the test year cost of service 
all of the foregoing non-utility, unexplained or unsupported, and Canadian 
items in the over-all sum of $107,706. 

The adjustment of rents by crediting Administrative and General with the 
amount of rent in excess of that computed on a 6% return on El Paso’s rental 
of the office building owned by its subsidiary El Paso Natural Gas Building 
Co. ($16,338), proposed by Staff, is accepted by El Paso. 

There is allowed for Administrative and General Expenses in determining 
the cost of service in this proceeding the sum of $820,775 for 1955 salary and 
1955-56 wage increase, costs of the new retirement plan and costs of the new 
hospitalization and supplementary benefit plan. There is eliminated the sum of 
$124,044 relating to Expenses of General Officers, Special Legal Services, Miscel- 
laneous General Expense and Rents, as above set forth. 

Accordingly, Administrative and General Expense, allowed as a component of 
El Paso’s cost of service is the result of the book figure of $7,522,295, less un- 
collectible accounts of $538 (which has been separately treated above), plus 
the above adjustments of $696,731 or a total of $8,218,490 (rounded off). 

The California Commission would adjust Administrative and General by using 
a three-year average for transferred credit. The adjustments, including the 
transferred credit, amount to $330,312 and cover also disallowance of non- 
recurring litigation expenses and other “minor” adjustments. (Exh. 284A, 
Table 1.) 

As adjustments by Staff concerning non-recurring litigation expense and other 
smaller adjustments total $107,706 (Exh. 11, p. 30) it would appear that the 
California Commission proposes to adjust for transferred credit some $222,606 
including partial effect of the 1956 wage increases.” The amount actually 
transferred by El Paso in 1955, $146,510, appeared to the California Commis- 
sion’s witness to be unusually low but in devising his adjustment based upon 
the average of transfer credit over a past three-year period, he apparently gave 
no consideration to the net effect of this adjustment in producing the resulting 


® El Paso’s adjustment for the effect of 1956 wage increase is in the amount of $8,963 
(Exh. 1, Sched. 1B). 
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allowance for pertinent operating expenses. -This method of determining the 
latter expense for the future is deficient without consideration of the effect of 
the adjustment and the elimination proposed cannot therefore be accepted. 


Depreciation 


El Paso’s, the Staff’s and the California Commission’s respectively proposed 
allowance for this expense compare with the book figure as follows: 


Adjustment 
Book figure (Exh. 1) $21, 526, 997 


El Paso adjusted (Exh. 1) 20, 579, 326 ($947, 671) 
Staff adjusted (Exh. 11, Sch. 1) 20, 579, 326 (947, 671) 
California Commission (Exh. 28-A) 19, 379,493 (2, 147, 504) 


The witness for the California Commission recommends the adoption of the 
straight-line remaining life method of computing depreciation rates for the 
various accounts. 

The proposal to employ remaining-life expectancies in determining the annual 
depreciation expense rests mainly upon the basic propositions that depreciation 
charges must necessarily be based upon estimates of life and net salvage, that 
successive adjustments of the reserve to keep it in line with requirements must 
therefore be made,” and that the remaining-life method or plan offers the ad- 
vantage of automatically adjusting deficiencies or excesses through future 
depreciation charges.” 

Reserve and depreciation rate adjustments, or provision therefor, ordinarily 
arise in relation to two situations: (1) an existing deficiency or excess in the 
reserve, and (2) the reasonable anticipation of a need for reserve adjustments 
arising in the future. 

The remaining-life method as here proposed would spread the cost of plant 
less net salvage the accumulated reserve (in deficiency or excess) over the 
remaining service life, straight-line-wise by equal annual charges,” and would 
rest upon an estimate of the future expectancy of service life of the partizular 
plant account under consideration and of salvage and cost of removal.” 

The determination of the remaining years generally consists of a reasonable 
engineering judgment as to the effect to be given to a number of factors, with 
substantial weight to the results of past experience in the same or comparable 
properties.” Methods employed in such estimating usually depend upon the 
data available but for certain accounts, such as those composed of major units 
expected to be simultaneously retired as a single unit, a forecast may be made 
based upon a “direct estimate” of the remaining service span,” or in some 
circumstances remaining life approximated on the basis of records of gross 
additions and plant balances.* 

A field inspection of properties, in this relation, generally embraces an in- 
vestigation of the present and prospective usefulness of the facilities, character- 


The witness testified: “I don’t know about what is not transferred” (T. 1785). 

*2 See Exh, 31, p. 9-1, also Report of the Committee on Depreciation, NARUC, 1950, p. 4. 

%3 Report of the Committee on Depreciation, NARUC, 1950, p. 4; Report of Special Com- 
mittee on Depreciation, NARUC, 1938, p. 22. The latter report states “It may be that the 
courts would look with disfavor on this plan inasmuch as it has the effect of automatically 
allowing for past deficiencies or excesses in current expenses.” 

*% Report of Committee on Depreciation, NARUC, 1950, p. 2; Reports of Committee on 
Depreciation, 1943 and 1944, NARUC, Ch. VII, pp. 113-114. See, Report of Special Com- 
mittee on Depreciation, NARUC, 1938, p. 22. 

* Exh. 31, also Report of Special Committee, supra, p. 22; T. 587. 

* California Commission, “Standard Practice U-4” (Determination of Straight-Line 
Remaining-Life Depreciation Accruals. Revised January 15, 1954). 

* California Commission, Standard Practice U-4, supra, p. 25. 

* California Commission, Standard Practice U-4, supra, p. 28. 
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istics of design and construction, present physical condition, and age of the 
facilities.” 

The California Commission witness uses the forecast method for approxi- 
mately 98% of El Paso’s depreciable plant selecting for this purpose, after con- 
sideration of plant operating conditions and physical characteristics, an “end-life” 
or terminal point, at which time he supposes entire major units to be retired.” 
In this connection, the witness considered the depreciation experience of El 
Paso as well as that of “like” utility properties “as available,” the terms of El 
Paso’s delivery commitments as well as the company’s present natural gas 
reserves, and, based upon El Paso’s exploration activities in progress in Colorado, 
the San Juan basin, the Permian basin, and the Gulf area, assumed continuance 
of company operations somewhat beyond the curtailments predicted upon the 
exhaustion of El Paso’s present gas supplies. 

For the remaining depreciable plant, he estimates remaining life according 
to mortality dispersion characteristics.“ 

He determines depreciation rates on a net salvage basis as of January l, 
1956,“ and applies these rates to weighted average adjusted plant to determine 
the 1955 test year depreciation expense. 

The witness led a field inspection (April 1956) of El Paso’s system by a 
small group for the purpose of determining physical conditions of service life, i.e., 
to observe factors which a physical inspection of or “look” at the properties 
would divulge with respect to the determination of depreciation rates.“ The 


trip was limited to 24% days and a “look” at so-called representative major 
items of property.“ 


The witness also reviewed some of the material which the Commission’s 
(FPC) local Staff had obtained from company records, including plant, reserve, 
retirement, and age data. He had certain conferences, mainly with Staff rep- 
resentatives, at which depreciation matters were discussed, but in the end his 
final remaining life recommendation rests almost entirely upon the exercise of 


his engineering judgment derived from his review of all the “pertinent records 
available.” 


® Report of Committee on Depreciation, NARUC (1944), p. 9; Report of Special Com- 
mittee on Depreciation, NARUC (1939), p. 36; also California Commission, Standard Prac- 
tice U-—4, supra, p. 25. 

“Exh. 31, Table 3. End life dates: Permian production plant and extraction plant and 
underground storage—January 1, 1978 (remaining span 22 years); San Juan production 
plant and extraction plant—January 1, 1983 (remaining span 27 years); transmission 
plant—January 1, 1986 (remaining span 30 years). With adjustments based upon interim 
retirement rates (zero to 14%) and consisting of corrections from zero to 11.2 years, re- 
maining lives range from 15.9 to 27 years. He was of the opinion that his end life de- 
termination was shorter than the physical life of the plant. 

“! Local storage, distribution, and general plant. 

“ He estimates net salvage as end salvage, a balance between scrap salvage at end point 
and reuse salvage—a prediction admittedly not susceptible of accuracy though assertedly 
adaptable for use with the remaining life method. 

“He testified that he adjusted the results of his investigation to his experience along 
engineering lines with other unnamed “like” properties. 

“A portion of this time was spent in flying over the system and looking at its facilities 
from the air under unstated conditions of altitude and visibility. On-site trips were made 
to 8 of 60 operating plants accepted by the witness as representative but the scope of this 
appraisal is not stated. The 8 plants include the Goldsmith, Keystone, Jal No. 2, Jal No. 4, 
and the Blanco plants and the Tucson, Benson, and No. 6 stations. Time spent at each 
varied from % to 2% hours. Jal No. 2 was an older plant, Jal No. 4a newer plant, Ben- 
son was a turbine station, and Station No. 6 has old horizontal bore-type compressors. 
He has never inspected gas turbines, gasoline plants, or treating plants but relies on two 
years’ shipboard experience in the Navy as providing sufficient familiarity with “similar” 
types of equipment and upon data included in a company (El Paso), report which showed 
retirement experience for such classes of plant. 
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Broader matters control the immediate determination as to the question of 
adoption of the remaining-life plan and there is no necessity now of further 
analysing and passing upon the accuracy of the witness’ procedures, data or 
results, or the weight to be given the evidence educed in this proceeding as 
based thereon. 

A remaining life-plan is but one of the methods recognized for the purpose of 
effecting adjustments for inadequacies or excesses in the reserve, experienced 
or anticipated.“ It premises frequent revisions of estimates employed to de- 
termine the depreciation rate or rates in use with possible frequent adjustments 
in cost of service and rate schedules.“ 

No current material deficiency or excess in the depreciation reserve is alleged 
or established by the evidence in this case, and there is no significant indication 
in such evidence of an immanent inadequacy or excess in the reserve or an 
established tendency thereto. 

There is, moreover, nothing in the Commission’s more recent decisions to indi- 
‘cate that the Commission requires the remaining life plan as a method of periodic 
review and automatic adjustment of the depreciation reserve,” and, in fact, the 
Commission has given recognition to the necessity of revision of depreciation 
rates without comment as to the use of such a plan,“ placing the burden of 
maintaining adequate depreciation rates generally upon the company concerned.” 

The Company’s evidence is that it prepared a depreciation study of the ade- 
quacy of its depreciation rates and satisfied itself of the reasonableness thereof 
and of the depreciation reserves that it had thus far accrued on its books of 
accounts and records. 


“Report of Committee on Depreciation, NARUC, 1944, pp. 27-29. In Depreciation, a 
Review of Legal and Accounting Problems, Public Service Commission of Wisconsin, 1933, 
p. 160, in effect it is said that if during the period of the accumulation of the reserve 
earnings were in excess of a fair return the adjustment should consist of an appropria- 
tion from surplus. According to the Report of the Committee on Depreciation, NARUC, 
1956, pp. 36 ff., all major California Class A electric utilities employ the remaining life 
method of determining depreciation accruals, and regularly submit annual reviews of 
proposed depreciation rates based on detailed studies of mortality characteristics. The 
Report adds, p. 39, that since 1950, there has been “a trend among California utilities” 
toward adoption of the straight-line remaining life method. On the other hand it appears 
that the Board of Public Utilities Commissioners of New Jersey in general accepts and 
approves depreciation rates applied on a straight-line age-life basis for periods of five 
years, subject to review and revision at any time, p. 40. The Public Service Commission 
of New York and that of Wisconsin each are said to use straight-line rates, the latter, 
specifically, computed on estimated average service life and net salvage values (/d., pp. 
41, 44). The Michigan Public Service Commission apparently uses both methods with 
an apparent preference for remaining-life (Id., p. 42). In the California Commission's 
“Standard Practice U-4" (Determination of Straight-line Remaining Life Depreciation 
Accruals, Revised January 15, 1954), T. 576, it is stated that where decisions have re- 
quired the remaining life method agreements have usually been reached as a basis for 
such decision. See also Harrisburg Steel Corp. v. Pa. P.U.C. (Pa. Super. Ct. 1954) 109 A. 
2d 719, 7 PUR 3d 609, 615 and dissent at 618. 

4T. 1886. Also Report of Special Committee on Depreciation, NARUC, 1938, p. 22, 
and Report of Special Committee on Depreciation, NARUC, 1939, pp. 22-23. Addition of 
new property having a longer life expectancy than the average for the account changes 
the remaining life expectancy of the particular plant class. (1938 Report, p. 22.) 

“tSee Matter of Colorado Interstate Gas Co. (G-1115, 1952), 11 FPC 324, 328-329; 
Matter of South Carolina Generating Company (E-6585, 1956), Opinion 297, 16 FPC 52, 66. 
Cf, Matters of Panhandle Eastern Pipe Line Co. (G—1116, etc., 1954), Op. 269, 13 FPC 53, 
87-93. 

48 Matters of The Ohio Fuel Gas Co. (G—1786, etc., 1954), Op. 273, 13 FPC 280, 283-284; 
Matter of United Fuel Gas Co. (G—1781, etc., 1953), Op. 258, 12 FPC 251. The witness’ 
belief that Op. No. 269, supra, represents the use of his remaining-life plan involves either 
a generalized use of the term or an interpretation otherwise not supported by the substance 
of that opinion. 

# Matter of United Fuel Gas Co., supra, p. 265. 
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Staff’s testimony on the subject of depreciation expense is limited to a state 
ment of the substitution of the proposed rates, and a description thereof simply 
as Staff’s recomputation.” Elsewhere in the testimony it was stated that the 
rates were proposed to simplify the Company’s method of computing depreciation 
charges, reduce the number of rates™ and round out the rates so applied.” It 
does not appear, indeed to the contrary, that Staff proposes these rates for 
accounting purposes.” The fact that Staff’s rates involve an adjustment of but 
some $947,671 to a book figure of $21,526,997 establishes no principle and in 
effect tends to support the book reserve and the result of the use by El Paso 
of its current depreciation rates. El Paso has agreed to Staff’s proposals on the 
condition that the Commission order the company to adopt Staff’s rates.“ The 
evidence does not disclose that El Paso has agreed to a lump sum result or one net 
effective rate, and affords no basis for approval of the depreciation rates 
proposd by Staff. 

It is again to be noted that the witness for the California Commission has 
proposed no depreciation rates for use on other than his remaining life basis, 
nor should it fail of observation that he testified to no excess and to no deficiency 
in the accrued reserve except with reference to the foregoing depreciation rates 
proposed by Staff. 

The annual expense allowance and the deduction for accrued depreciation 
should be harmonized.® This was accomplished in the prior proceeding Matter 
of El Paso Natural Gas Company (G—2018, 1954), Op. No. 278,% 13 FPC 421. 

Accordingly, it is found and concluded that the amount booked for deprecia- 
tion expense by El Paso in the test period 1955 is the just and reasonable amount 
to be allowed therefor in this proceeding. Hence, the adjustments proposed 
by the Staff and the California Commission are disallowed. 


Amortization and Depletion 

These items are as follows: 
Amortization and depletion $1, 942, 773 
Amortization—limited gas investments 11, 448 
The larger item represents the amortization and depletion of producing natural 
gas land and gas rights and includes depletion of gas wells, well construction, 
and equipment (Exh. 1, Sched. 19, USA, Acct. 503.2.). The smaller item repre- 
sents amortization of an investment in pipeline facilities that El Paso made for 


8 Exh. 11, Sch. 10 (p. 48) sets a rate of 4.5% for Other Production and Gathering, 
Storage, and Distribution; 3.5% for Transmission, and various per cents for components 


of General Plant. See, El Paso’s Exh. 1, Sched. 1-L. The reserve carries no net adjust- 
ment except for excess interest capitalized (Exhs. 4 and 11). 

Exh. 31, p. 7-1, lists some 10 existing rates and 14 or more plant items to which they 
apply. Staff proposes (Exh. 11, Sch. 10 (p. 48)), six rates applicable to 11 such items. 

53 Exh. 31, p. 7-1, sets up existing rates to five decimals. Staff rounds out in all but 
one case on the first decimal, tools and work equipment being to five decimals. 

53T.e., are not intended to be reflected on the books or anywhere else (T. 1086). 

The company’s indenture of mortgage provides that the Company shall not depreciate 
the properties at rates less than those prescribed in the indenture. Exh. 31 of the Call- 
fornia Commission states that the Company’s indenture of mortgage dated June 1, 1946 
specified rates of 3% to 31%4% applied to gross plant. See T. 89 and 92 for the method 
of accounting to incorporate and bond additional facilities and include rates for deprecia- 
tion. 

5% Report of Committee on Depreciation, NARUC, 1943, p. 151, and many decisions of 
the Commission, e.g., Matter of Interstate Power Co., et al. (IT-5485, 1939), 2 FPC 71, 
81-82; Matter of Chicago District Electric Generating Corporation (IT-5500, 1941), 2 
FPC 412, 424; Matter of Cities Service Gas Company (G—141, 1943), 3 FPC 459, 474; 
Matter of Safe Harbor Water Power Corporation (IT-—5914, 1946), 5 FPC 221, 250. 

5° Test period-calendar year 1952; hearings terminated mid-February, 1954. 
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deliveries of gas to a distributing company in Arizona which has been treated 
as a limited term investment (USA, Acct. 504). 

None of the participants raises any issue as to these items, their allowance 
appears proper, and the two sums shall be included in the cost of service. 


Federal Income Tazes 


Under the Commission’s Uniform System of Accounts, El Paso capitalizes 
intangible well-drilling and development costs of productive wells, amortizes 
or depletes producing natural gas lands and land rights, and depreciates natural 
gas plant on the straight-line basis.” 

For Federal income tax purposes El Paso expenses intangible well-drilling 
and development costs in the year incurred,” takes percentage or cost depletion 
on leaseholds and gas rights,” and uses the declining balance method of accel- 
erated depreciation on its depreciable property.” 

Under its tax options El Paso computes its Federal income tax for the test 
year to be $6,447,403, but claims some $19,519,869 in its cost of service therefor 
for the various reasons hereinafter set forth. The $6,447,403 is derived on 
the basis of over-all deduction from income of $12,608,382 for intangible drilling 
costs, and deductions for depletion™ and accelerated depreciation.* The inter- 
venor California Commission computes the Federal income tax at $4,784,881, 
deducting in connection therewith intangible well-drilling and development costs 
equal to the 1953-1955 (3 year) average of $10,099,446," and also accelerated 
depreciation ($4,263,989) and tax depletion ($39,443). The witness for the 
Attorney General of California computes an income tax liability of $3,249,695. 

Intangible productive well-drilling and development costs may, under Section 
263(c) of the 1954 Revenue Code, be charged off currently as incurred. Such 
costs include labor, services, and other items other than the cost of physical 
property such as casing, tubing and appurtenant facilities.“ Where capitalized, 
tax regulations provide for the use of cost depletion for tax purposes. Statutory 
depletion (percentage depletion), authorized by Section 613(b) of the Code,* 
consists of a deduction of 2714% of the gross lease income less royalty,” pro- 
vided such deduction does not exceed 50% of the taxable income from the prop- 


erty computed without regard to the depletion allowance.” The taxpayer may 





Natural gas plant: production and gathering, products extraction, underground stor- 
age, transmission, distribution, and general (Exh. 1, Sch. 1-L). 

58 Costs other than those connected with items having recoverable salvage value; thus: 
labor in connection with well drilling, surveys in connection with exploration, etc., a very 
small portion being attributable to oil wells. 

® Percentage or statutory depletion is at the rate of 27%% of taxable gross income 
after depletion of intangibles but not in excess of 50% of net income after operating costs 
and royalties but without allowance for depletion. 

© Under an election prior to September 15, 1956. 

© $426,733 for statutory depletion in addition to cost depletion. 

@Gas well equipment $247,054, oil well equipment $3,189, other depreciable property 
$2,240,863 ; total $2,491,106. 

® Using: 

1953, $11,381,483 
1954, $ 6,308,474 
1955, $12,608,382 

®% Such costs have been deductible under tax regulations since 1918. 

®Statutory depletion has been permitted since 1926; it normally provides a greater 
deduction than cost depletion. Election to use this method is made annually on a unit 
or lease-by-lease consideration of the relative advantage tax-wise. 

® Gross income at the wellhead is based either upon the wellhead sales price or, if none, 
on an imputed or area market value. 

* Net income is determined by total wellhead value less royalty, labor costs, materials, 
depreciation, taxes other than Federal income, interest, overheads, etc. 
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use cost depletion instead of statutory depletion, if cost depletion is larger, and, 
on the other hand may claim statutory depletion so long as there is production 
from the property. Section 167 of the Revenue Code authorizes the declining 
balance, among other methods of depreciation, applicable to property constructed 
or acquired on or after January 1, 1954. The declining balance (accelerated) 
method provides much larger amounts of depreciation in the earlier years of 
property life. 

El Paso reasons that its income tax allowance must be computed with regard 
only to deductions based upon book amounts for depletion and depreciation, 
without regard to the larger deductions therefor actually claimed by it in filing 
its Federal income tax return, on the grounds that to do otherwise would deprive 
it of benefits intended and granted under the Federai income tax laws. 

El Paso makes the point that expensing intangible well drilling and develop- 
ment costs for tax purposes means that in future years it would have a smaller 
depletion to deduct than if these had been capitalized and the resulting tax will 
at that time thus be higher.” El Paso’s position, therefore, is that over-all no 
tax saving is obtained as a result of the intangible well drilling deduction, that, 
on the contrary, there is merely a deferment of taxes to be made up in later 
years, and that in effect, and in accordance with the legislative intent, expensing 
operates to grant it an interest free loan from which its customers benefit to 
the extent the loan is used in the company’s business.” Indeed, over the past 
years the company has carried on an extensive exploration and drilling program, 
intangible costs therefor varying from $570,650 in 1950 to $12,608,382 in 1955,” 
and it is not probable that smaller costs will be incurred in the future.” 

The company also points out that statutory depletion is a statutory benefit 
which relates to income and has no bearing on leasehold or well costs that 
might be capitalized,” concedes that its use results in a tax benefit and a tax 
savings as contrasted with a deferral (the benefit being at a minimum to El 
Paso) but deems the benefit one created to encourage the exploration for oil 
and gas such as that in which it is engaged. 

The California Commission's position is to the effect that the intangible 
well-drilling deduction effects a tax saving on the ground such expense will not 
be less than the 1953-1955 average in the foreseeable future.“ The intervener’s 


® But depreciation rates determined under the declining balance method may not exceed 
twice the straight-line depreciation rate. 

© Once made the election cannot be changed. 

7 El Paso does not set up any reserve or put any restriction upon its surplus with 
respect to amounts thus collected in revenues in excess of actual taxes paid. 


7 Intangible well drilling costs: 
1950—gas (total), $570,650. 


1951—<gas (total), $3,682,490. 

1952—gas (total), $6,052.903. 

1953—gas $11,191,752, oil $178,998, total $11,370,750. 
1954—gas $6,164,729, oll $162,740, total $6,327,199. 
1955—gas $12,525.718, oil $82,664, total $12,608,382. 

7 $13,497,000 budgeted for 1956. 

"It is said that percentage depletion is based on an approximation of the cost of re 
Placing an equivalent amount of the oil or gas produced and sold, the figure (274%) 
being computed on the basis of the costs of discovery and the sales price of crude oil 
prevailing in 1926. (Handbook of Oil and Gas Law, Sullivan (1955), pp. 497-498.) 

™ Subsequently, on cross-examination, the California witness stated that the tax deduc- 


tion is the same regardless of the election to expense (with the exception of percentage 
depletion, T. 1766). 
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witness also considered it inconsistent to expect the customer to provide, through 
rates, for costs incurred in exploration and development, as well as to provide 
for income taxes which would not be incurred by the company until some time 
in the future.* The witness for the Attorney General was in accord, adding 
that the use of percentage depletion made it advantageous to charge off currently 
intangible drilling costs since the taxpayer secures that deduction currently plus 
the statutory depletion in the future, and that failure to include the deduction 
in computing the tax allowance for cost of service would impose upon the 
customer through rates the payment in excess of what it would otherwise pay 
of a sum equal to 108-1/3% of intangible costs, which, under a continuous 
program of well drilling, would result in El Paso receiving more than a fair 
return. The latter witness was also of the opinion that omitting from cost of 
service alleged tax savings arising from the use of the declining balance method 
would secure to El Paso involuntary capital contributions from its customers 
of a permanent nature. 

In Matter of Treatment of Federal Income Tazes as Affected by Accelerated 
Amortization, Docket No. R-126, Opinion No. 264, issued December 4, 1953. 
12 FPC 369, the Commission passed upon a problem analogous to that pre- 
sented by the question of accelerated depreciation. Section 124-A of the In- 
ternal Revenue Code of 1954, considered in Docket No. R-126, permits the de- 
duction from gross income over a period of 60 months amortization of a specified 
percentage of the cost of certified emergency facilities in lieu of equal annual 
deductions during the estimated life of the facilities. The Commission recog- 
nized that Congress sought by this provision to encourage the construction with 
private capital of facilities of sufficient value to the national defense to warrant 
the issuance of the certificate and provided for this purpose by deferring the 
payment of income taxes and thus, in effect, granted to the taxpayer an interest- 
free loan (Op. No. 264, 12 FPC 369, 371).% The Commission refused to specu- 
late as to future income tax rates and held that under the Code the position of 
the customer was the same with accelerated amortization as it would be without, 
that no “contribution” is made by the customer or by anyone else (Jbid., p. 372), 
and that it would, for rate-making purposes, recognize normal depreciation, but 
that the amount of deferred taxes, i.e., the temporary tax savings should be 
earmarked for future use in leveling tax effects (/bid., p. 373).” 

Thereafter the Commission gave notice of its intention to amend its Uniform 
System of Accounts to provide accounting and reporting provisions for Federal 
income taxes resulting from accelerated amortization, heard oral argument with 
respect thereto, and ordered appropriate amendment to the Uniform System of 
Accounts prescribed for natural-gas companies subject to the provisions of the 
Act,” prohibited the transfer of the reserved amounts to surplus, and reserved 


7% El Paso also includes leases held for future use in its rate base. The evidence dis- 
closes that the California Commission has never regulated producers as in that State 
production has been a private undertaking, the transmission companies buying from the 
well operator. 

™ The Commission recognized the obvious fact that it had no authority or responsibility 
With respect to the grant of the certificate and would have to recognize those issued by 
agencies charged with that responsibility (Op. 264, 12 FPC 369, 371). It also recognized 
its obligation to abide by the laws of Congress (/bid., p. 372). 

™ The Commission reserved on the matter of accounting treatment (Ibid., p. 373). 

™ Adding new accounts : No. 259, Reserve for Deferred Federal Income Taxes; No. 507—A, 
Provision for Deferred Income Taxes; and No. 507—B, Credits to Operations Arising from 
Federal Income Taxes Deferred in Prior Years—Cr. 
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for future disposition any applicable balance remaining after the retirement of 
the property.” 

The foregoing rate making and accounting principles were followed by the 
Commission in Matters of Panhandle Eastern Pipe Line Company (Dockets Nos. 
G-1116, etc., 1954), Opinion No. 269, 13 FPC 53.” 

Under the general rule of Section 167 of the Revenue Code the declining bal- 
ance covers ultimate exhaustion and wear and tear. It, too, has the effect of 
loading the early years of service life with the major portion of the cost to be 
depreciated, though the depreciation base may be recovered but once." There is, 
therefore, no legal difference between the rate problems involved with respect to 
Section 167, and those involved with respect to Section 168 (5-year amortization 
of defense facilities, supra) ,“ and, it is to be observed, the Commission has had in 
process an amendment of Order No. 171 relating to accelerated amortization, 
to make an accounting provision for liberalized depreciation. Here, as before 
with respect to Section 168, the intent of Congress is not to be nullified under 
the guise of regulation.™ 

The deduction of intangible productive well drilling and development costs 
and statutory (percentage) depletion is permitted under the Code for the pur- 
pose of encouraging the exploration for and the production of oil and gas." 
Here, again, regulation cannot presume to do other than accept the legislative 
will of Congress. Whether assumptions are involved in the enactments which 
may properly bear on the question of the allowance for expenses of exploration 
and discovery does not appear and cannot be presumed. Accordingly, El Paso’s 
contention that in computing the Federal income tax element in cost of service 
intangible well drilling costs, percentage depletion and accelerated depreciation 
should be treated alike must be accepted. 

On the basis of the foregoing, including previous consideration of deprecia- 
tion expense, El Paso’s Federal income tax allowance becomes $20,543,192. 


7 Order No. 171, issued April 21, 1954, Class A and Class B natural gas companies; 
Order No. 171—A, issued May 17, 1954, Class C and Class D natural gas companies. 

8 Affirmed as to these principles, sub nom. City of Detroit vy. Federal Power Commission, 
(C.A., D.C. 1955) 230 Fed. 2d 810, 821-822. 

81 Report of Committee on Depreciation, NARUC, 1943, pp. 71, 120, 125, 126; the method 
is not of merely recent origin. Also Report of Committee on Depreciation, NARUC, 1955, 
App. B. 

8 Matter of Amere Gas Utilities Co., et al. (G—6358, 1956), 15 FPC 760 and Order 
affirming Decision of Presiding Examiner at p. 781; see p. 782 as to Congress’ intent. 

83 Matter of Amere Gas Utilities Co., et al., supra, Order Dismissing Application for 
Rehearing, August 29, 1956, 16 FPC 880, 881; Notice of Proposed Rule Making, Docket 
No. R-158, January 7, 1957. 

84 Amere, supra, 15 FPC at p. 782. 

8 A matter made clear with respect to intangible costs by the language of Section 263(c) 
of the Revenue Code of 1954 and the reference therein to House Concurrent Resolution 
50 of the Seventy-ninth Congress. As to statutory depletion see West v. Commissioner 
of Internal Revenue (C.C.A. 5th, 1945), 150 F. 24 723, 727; cert. den. 326 U.S. 795; also 
Anderson v. Helvering (1939), 310 U.S. 404, 405, with respect to the underlying theory 
of providing a tax-free return of capital. 

* Thus: 

Return at 6% (infra) $32, 967, 453 
zen Gopecuen Camm. 4; Bene’: 21, Ral.) wnsectcniccasecdeaseenets 13, 994, 157 


18, 973, 296 
Surtax exemption (10, 350) 


CCRT QTE TEE neice cnn le Bi eet es 18, 962, 946 
Federal income tax (Return X 108.3333) 20, 543, 192 
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Other Tazes 


These taxes and the adjustments thereto proposed by the parties are as 
follows: 


Total Adjustment 


Book amount ! $5, 628, 464 
E! Paso—adjusted (Exh. 1) 2_. 5. 728, 280 
Staff—adjusted (Exh. 11, Sch. 12). ia 5, 612, 211 (16, 253) 
California Commission—adjusted (E 5, 632, 222 3, 758 


9 oe 


i Composed of the following (not including Canadian taxes): 
State: 


Property taxes $4, 310, 424 
Franchise taxes 155, 527 
Pay-roll taxes. 79, 746 
Gas sales tax.._. 124, 311 
Production taxe: 402, 315 
Income tax... 30, 013 
Sundry taxes. 138, 764 
Federal: 
Payroll taxes. 299, 851 
Sundry taxes 87, 513 


5, 628, 464 
3 Less Canadian property tax ($215) and unemployment tax ($30). 


El Paso by its adjustments provides additional property taxes ($101,310) 
for average net additions made to gas plant in service during the test year,” the 
addition of certain pay-roll tax adjustments ($34,426), corrections or adjust- 
ments increasing state gas sales, production and income taxes ($37,985), and 
adjustments decreasing sundry tax expense ($73,935). 

Staff eliminates the Canadian property tax, adjusts certain state income, gas 
sales, production, and partially pay-roll taxes, and eliminates certain sundry 
taxes, but makes no allowance for any part of El Paso’s increase in state 
property taxes. 

The California Commission’s adjustment is a net figure after allowing for 
an increase of $25,489 for a combination of payroll wage and rate increases. 

The matters thus at issue here concern El Paso’s claim of $101,310 increase 
in property taxes and $14,486 of the $34,426 claimed for increased pay-roll 
taxes.* The former arises because of the fact that the 1955 property taxes per 
books do not reflect any tax on 1955 property additions. The latter involves the 
principle of the 1956 wage increases claimed by El Paso and allowed hereinabove 
and the increase in the effective tax rate. 

With respect to the property taxes, El Paso’s gas plant in service January 1, 
1955, totaled $586,416,325, that in service December 31, 1955, totaled $615,132,982, 
while the average of the monthly averages of plant in service used by both El 
Paso and Staff computes to $600,229,247.% In making its adjustment El Paso 
applies its computed effective tax rate ($7.35 per $1,000) to the aforesaid 1955 
average gas plant in service ($600,229,247) less gas plant in service at the be- 
ginning of the year ($586,416,325). This manner of computing net additions 
is substantially proper in the premises, and the problem resolves itself into the 
matter previously reasoned as to the propriety of including known changes in 
cost of service for the determination of rates to be fixed for the future. On 


8 Principally Arizona, New Mexico, and Texas; using an effective tax rate of $7.35 per 
$1,000. Canadian taxes excluded. 

® El Paso’s Exh, 1, Sch. 21; Staff's Exh. 11, Sch. 12. 

® Subsequently adjusted by El Paso and by Staff for well maintenance and interest 
capitalized in the total amount of $920,202 (Exh. 4, Sch. 5; Exh. 11, Sch. 3). 
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grounds hereinabove stated, El Paso’s property tax adjustment is found ap- 
propriate and is allowed. The same reasoning requires adoption of El Paso’s 
computation of increase in pay-roll taxes. There is, accordingly, here accepted 
for cost of service purposes El Paso’s adjusted figure of $5,728,280. 


Rate Base 


Net plant investment.—Rate base adjustments and computations summarize 
as follows: 











El Paso Staff Cal. P.U.C. 

(Exh. 4) (Exh. 11) (Exh. 28A) 
aah 0 ReUNNNRs, 6 innccnsccesmadcsnsecnpenesde del $599, 309, 045 $599, 309, 045 $599, 309, 045 
I EE SUE i ctcinnnictieedinncetienitinendmapitiinindeiabianaaiel 15, 001, 327 15, 001, 327 15, 001, 327 
GINO, cnccnnncnscnckdctniisetecnieneebnehls 614, 310, 372 614, 310, 372 614, 310, 372 
Fs ———_ —————____ __ ________—* 
Reserve for depreciation 1__ 81, 499, 937 81, 499, 937 2 82, 573, 690 
Reserve for depletion 3__._. ‘eis’ 4, 995, 933 4, 995, 933 4, 995, 933 
Reserve for amortization ¢. .........-.-ccccecscnccesesee 80, 364 80, 364 80, 364 
ION. cdiccaiinsivddinrbasidsimucaniina be 86, 576, 234 86, 576, 234 87, 649, 987 
See Cy WN 6 oti ntatandcdchoncancdsocsdctscsabbace 527, 734, 138 527, 734, 138 526, 660, 385 

Contributions in aid of construction._.................. (562, 885) 562, 885 562, 

Advances for gas purchase contracts §................... 8, 521, 360 eis 
EE SEEGER. .cccctnnentaneningeenniinbemminiial 535, 692, 613 527, 171, 253 526, 097, 500 
a cr id a oe icine nea 13, 816, 046 5, 983, 581 7 23, 752, 628 
549, 508, 659 | 533,154,834 | 549, 850, 128 


1 Including retirement work in progress. 


? Adjusted to reflect a change in depreciation rates as discussed, supra, and rejected. 
3 L.e., wells and leases. 


o's ntangible plant—limited term investment in pipeline facilities for deliveries to a distribution company 
rizona. 

5 “Other Investments Used and Useful’’—E]l Paso, Exh. 4, Sch 5, 

® Non-utility—Staff. 

T Including advances for gas purchase contracts in the amount of $8,516,177. 


Rate base.—The New Mexico Commission takes exception to the inclusion of 
the item for plant held for future use on the ground that most of this item con- 
sists of non-productive gas lands, including properties located in such areas 
remote from El Paso’s present pipeline system as Idaho, Louisiana, Montana, 
Wyoming, Utah, and British Columbia it appearing, however, that El Paso has 
excluded Canadian leases and wells from a larger figure of $15,204,871 of plant 
held for the future. 

Plant held for future use consists of production properties, some of it proven 
production, some not. A substantial amount of the properties are located within 
reasonably close proximity of El Paso’s existing pipeline facilities. Though 
none have any direct relationship to service rendered during the test period, 
all may be taken as related to the company’s over-all exploration program and 
its current effort to maintain supplies. In the event gas is developed in such 
areas in sufficiently large quantities it will move through facilities that El 
Paso will seek to construct into its existing system, or it may, in some instances, 
be received through the facilities of others, or in still other cases El] Paso may ob- 
tain the additional supply through interchange agreements. 

Questions concerning property held for future use are basic to the regulation 
of producers.” The application of the narrow “working capital” concept some- 
times used with respect to such plant,” to reserve leases and properties would 





© Intermediate decision, Matter of Forest Oil Co. (G—5510, 1957), 17 FPC 586, 602. 


* See, Re New England Teleph, & Telegr. Co. (Vt., 1949), 66 A. 2d 185, 79 P.U.R. (N.S.) 
508, 519. 





ee 


ee 
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be scarcely compatible with El Paso’s reserve requirements or the continuing 
security, servicewise, of its customers. But even this strict concept has flexible 
limits based upon the weight to be given to the fact that the acquisition in 
question was made pursuant to honest and reasonable business judgment in 
carrying out some definite service plan.” 

The Hope case may be taken as decisive of the question for these purposes 
and, here as there, unoperative acreage is to be included as proper for a rate 
base determination. The situation may warrant further investigation should 
a trend develop of non-productive exploration.” 

The California Commission includes the average of monthly averages of 
loans and advances for gas purchase contracts, eventually crediting the interest 
received thereon against total cost of service. Staff contends that such loans 
and advances have none of the attributes of capital investment, do not consti- 
tute payments for gas, and should be excluded, as was done, assertedly, by the 
Commission in Opinion No. 278.” 

These loans are related to gas purchase contracts in categories, as follows: 
those made to owners for the purpose of development of their gas properties; 
those made as advance payments for gas to be delivered in the future from 
specified acreage; and loans for the construction of compressing facilities or 
gasoline absorption plants in which casinghead gas will be processed—the latter 
category constituting, on an average, approximately 50% of all such loans and 
advances. In all instances El Paso receives a contract for the purchase of gas 
from the borrowing owner. 

Significantly, El Paso is faced with ever increasing demands by its customers 
for natural gas. It seeks by this method to obtain additional quantities of gas 
which it would otherwise have to purchase at prices in excess of currently effec- 
tive gas prices in the area, and which, in turn, would trigger favored nations 
clauses in existing gas purchase contracts. Gas so obtained supplements both 
the company’s own exploration program and its acquisition of natural gas by 
purchase and the investment is made only upon consideration by management 
of the current competition existing for the purchase of gas which is presenting 
an increasingly serious problem for natural-gas transmission companies. 

The loans accrue interest in most instances ranging from 3% to 614%," are 
repaid out of production sold El Paso by deducting monthly a percentage from 
the amounts due the suppliers, or are paid out of the profits which accrue 
from the operation of the plant involved. 

El Paso considers these matters to rest on a parity with other investments 
made in connection with the development of its natural gas acreage and the 
construction of plants which it operates for the purpose of processing natural 
gas sold by it. 

In its Opinion No. 278, the Commission treated El Paso’s investment in 
advances to others for the drilling of exploratory wells, the acquisition and 





% Ibid, p. 519. 

% City of Cleveland v. Hope Natural Gas Company (G—100, etc., 1942), 8 FPC 150, 174. 
Also, City of Columbus v. United Fuel Gas Company, et al. (G—-134, etc., 1946), 5 FPC 279, 
287-288 ; City of Pittsburyh v. Pittsburgh and West Virginia Gas Company, et al. (G—627, 
ete., 1948), 7 FPC 112, 127; cf., Matter of Cities Service Gas Company (G—141, 1943), 3 
FPC 459, 468-1609. 

% City of Pittaburgh v, Pitteburgh and West Virginia Gas Company, et al. (G—627, etc., 
1959), 8 FPC 262, 267. 

%® Matter of El Paso Natural Gas Company (G—2018, 1954), 13 FPC 421, 432. 

%* El Paso does not accrue interest where no production results and only does so when 
relatively certoin that production will pay interest and principal. Some 75% to 80% of 
the loans, dollar-wise, bear interest. 
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development of leases, and construction of gasoline plants as non-utility invest- 
ment, principally it would appear. because it there adopted the field price method 
of regulation and eliminated El Paso’s gas production property from the rate 
base. The holding in that opinion is, therefore, not applicable in this pro- 
ceeding. 

These loans and advances appear to be reasonable and prudent, and repre 
sent, in effect, prepayments for gas supplies. There is no showing, however 
that the loan to Gresham-Hunter Corporation, or any part thereof, which has 
already been charged off in full to purchased gas expense, supra, should be 
retained as a part of the rate base. 

Therefore, averaging per month as in the instance of plant in service and 
plant held for future use, the amount allowed in this proceeding for advances 
for gas purchase contracts totals $8,470,255, with interest in the amount of 
$267,688 to be offset against the cost of service. 

Accordingly, it is found and concluded that the following net plant investment 
and components thereof, are proper, just, and reasonable allowances for the 
determination of the issues raised with respect to the rate base factor in El 
Paso’s cost of service in this proceeding: 


Gas Plant in Service $599, 309, 045 
Plant held for future use 15, 001, 327 


Total plant 614, 310, 372 


Reserve for depreciation 81, 499, 937 
Reserve for depletion. 4, 995, 933 
Reserve for amortization_ 80, 364 


Total reserves 86, 576, 234 


Net utility plant. 527, 734, 138 
Contributions in aid of construction (562, 885) 
Advances for gas purchase contracts. 8, 470, 255 


Net plant investment 535, 641, 508 


Working capital.—Staff computes working capital on the basis of a 45-day 
lag of revenues for payment of net operating expense plus materials and sup- 
plies and prepayments less 65% of the allowance for Federal income tax after 
elimination of intangible drilling costs and percent depletion as tax deductions. 
El Paso computes on the basis of the 45-day lag plus minimum bank balances 
less 33.33% of its allowance for the Federal income tax also without the above 
tax deductions, plus materials and supplies, gas stored underground, and pre- 
payments. While El Paso states that it does not claim a separate allowance 
for cash working capital because the amount required therefor is substantially 
offset by cash available from income tax accruals it insists that using staff’s 
proposed 65% offset would deprive El Paso of any return on its permanent 
investment in operating materials and supplies of some $7,832,465. The Cali- 
fornia Commission computes working capital along the lines of Staff except 
that it uses an average of 63.33% to reflect income tax accruals on hand, and 
includes in the cash allowance the average amount of loans to producers 
($8,516,177). 
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Working capital requirements thus severally computed compare as follows: 


El Paso Staff | California 
(Exh. 4) (Exh. 11) | PUC 
(Exh. 28A) 


Allowance for 45-day lag 1 $4, 600, 452 | 3 $4, 212,152 3 (4, 379, 715 
Materials and supplies, gas stored - - - 12, 393, 462 
Prepayments 1, 493, 539 
Minimum bank balances. --..-..-...- chased diana tele 
Ue MPU 0h OO hid itbdacbtcbiicidncmnante siden 8, 516, 177 





Working capital, as above 18, 099, 153 14, 389, 431 
Deduct percentage of Federal income tax 6, 506, 523 12, 115, 572 3, 030, 265 





Net working capital, above (4) 5, 983, 581 11, 359, 166 
Materials and supplies, gas stored -.. 12, 341, 447 12, 393, 462 
Prepayments 1, 474, 599 











Working capital, final 13, 816, 046 5, 983, 581 23, 752, 628 


1On the basis of cash operating expenses of $49,574,219 less deductions of $12,770,694 (Exh. 4, Sched. 10). 
2 Cash op2rating expenses of $47,984,505 less dedvetions of $14,256,290 (Exn, 11. Sched. A-3). 

3 Cash operating expenses of $49,324,013 less deductions of $14,286,241 (Exh. 238A, Table 6). 

4 None claimed. 


On the basis of the foregoing determinations relating to operating expenses 
and less deductions therefrom (infra p. 317), a proper allowance in working 
capital, for the 45-day lag becomes $4,572,508. 

The Commission has applied the doctrine of offset of income tax accruals 
against materials and supplies,” but has apparently done so on the basis of the 
facts in each case,” otherwise the reasoning behind the deduction is subject to 
the criticism voiced by the Court of Appeals in the Trunkline case where it was 
said that the “object is neither the creation of a universal formula nor its 
mechanical application to all cases in all circumstances.” ” 

Materials and supplies represent inventories of tangible property required in 
rendering service,’ and estimates therefor must rest upon an investigation of the 
requirements necessary to meet operating, maintenance or construction programs 
as these may exist from time to time.’ Like items of plant, materials and sup- 
plies require continual replacement.’ By nature there is thus a distinction 
between a cash working capital allowance and an allowance for materials and 
supplies, and in certain circumstances a separate allowance for the latter in cost 
of service may be appropriate where one for the former would not.‘ The entire 


*% Thus, Matter of El Paso Natural Gas Company (G—2018, 1954), Opinion No. 278, 13 
FPC, 421, 433, and cases cited including Matter of Transcontinental Gas Pipe Line Corpo- 
ration (G—1842, 1952), 11 FPC 94, also referred to in the following footnote. 

*%In Matter of Transcontinental Gas Pipe Line Corporation (G—1842, 1952), supra, 
p. 104, it was said that the amount of accruals of any sort which are available to offset 
working capital requirements must be determined in each case. 

® Trunkline Gas Co. v. FPC, 247 F. 2d 159, 165. 

1 Duquesne Light Company v. P.U.C. (Pa. Super. Ct. 1954), 107 A. 2d 745, 5 PUR 3d 
129, 139. 

2Re Southern Counties Gas Company (Cal. PUC, 1952), 99 PUR NS 242, 250; Re 
Chesapeake & Potomac Telephone Company (W. Va. PSC, 1951), 89 PUR NS 250, 259; 
Re Upstate Teleph. Corp. (N.Y. PSC, 1936), 183 PUR NS 134, 158, materials and supplies 
on hand for larger extensions and replacements of plant are not a proper part of working 
capital. Also, Re Mountain States Teleph. & Telegr. Co. (Colo. PUC, 1917), PUR 1917 B, 
198, 267, and Re Huntington Water Corp. (W. Va. PSC, 1922), PUR 1922 C, 636, 650. 

8 Re Southwestern Bell Teleph. Co. (Ark. PSC, 1953), 2 PUR 3d 1, 7. 

* Duquesne Light Company v. PUC, supra, 5 PUR 3d at 139. 
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issue is one of sound financial practice and judgment,’ not what may be ac- 
complished under the “end result” doctrine of judicial review. 

On the other hand the contention which proceeds no farther than that tax 
accruals may not be offset because investment in materials and supplies is of a 
permanent nature is too restricted. What is basically involved is the fact that 
the turnover in materials and supplies and the cost of restoration of the inven- 
tory may be less regular than the incurring of operating expense. In this case 
no evidence was tendered going to this distinction, no statement or data as to 
the character of the materials and supplies flow has been presented, and ac- 
cordingly the deduction proposed by Staff cannot be compared with the require- 
ments of the materials and supplies account. However, El Paso concedes that 
33.33% of tax accruals are always available and hence its distinction based 
upon the permanent nature of the investment cannot be entirely sustained. 

In terms of the opinion of the Court of Appeals in the 7'runkline case, supra, 
the basic finding must be to the point that “in genuine substance the use of the 
particular average reasonably assures that the indicated percentage of the total 
accruals is reasonably available for the utility’s current use.”* This cannot be 
found on the basis of Staff’s proposed deduction. However, a tax accrual offset 
against working capital requirements including materials and supplies is proper 
for the purpose of determining a just and reasonable rate in this proceeding. 

The difference in prepayments and in materials and supplies plus gas stored 
underground as between Staff and El Paso lies solely in the method of taking 
averages for the test period. El Paso uses a straight numerical annual average 
of first and last balances per month while Staff computes an average of monthly 
averages. Consistent with the method of determining plant in service the latter 
method is to be used in this connection—accordingly, for the purposes of this 
proceeding prepayments are allowed in the amount of $1,493,539 and materials 
and supplies, ete., in the amount of $12,393,462. Minimum bank balances are 
appropriate in the absence of provision therefor in accruals.’ Accordingly, 
minimum bank balances are allowed in the sum of the minimum on hand in 
1955 (month) or $2,352,000. Other investments have already been allowed in 
connection with plant in service. 

Lastly, El Paso’s witness testified that the maximum amount of cash available 
from income tax accruals at all times is 33.33% of the annual tax allowance, 
that on June 15 of the year none of the cash representing the tax allowance for 
the preceding year would be available and that only accruals for the current 
year’s first four months would be on hand. Staff’s witness testified that he did 
not intend to imply that his 65% would be available in any one month, and 
further to the effect that with the 65% offset the company may be overdrawn 
at the bank for many months. Nor did the witness for the California Com- 
mission support his use of an average of 63.33% in this respect. The situation 
thus created brings this issue squarely within the doctrine of the Trunkline 
case, and the offset against working capital requirements cannot exceed the 
33.33% determined by El Paso. 


5 Re Southwestern Bell Teleph. Company, supra, 2 PUR 3d at p. 7; see PUO v. Peoples 
Natural Gas Company (Pa. PUC, 1954), 6 PUR 3d 341, 349. 

* Trunkline Gas Company v. FPC. 

7 Intermediate decision in Matter of Trunkline Gas Company (G—9034, 1956), at pp. 
20-24 (mimeo). [Unreported] 
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The allowance for working capital as offset by income tax accruals is therefore 
not less than the amount claimed of $13,816,046.° 

Summary.—The rate base, consisting of net plant investment of $535,641,508 
and working capital of $13,816,046, totals $549,457,554. 

Return 

In Matter of El Paso Natural Gas Company (G—2018, 1954), Opinion No. 278, 
13 FPC 421, the Commission considered evidence introduced by El Paso and 
Staff on the subject of rate of return including yields on bonds of public utilities, 
railroads, and industrials, as well as U.S. Treasury bonds, data on public offer- 
ings of bonds, preferred stocks, and common stocks of natural-gas companies, 
earnings-price ratios of common stocks of natural-gas and electric companies, 
and the capitalizations rates of natural-gas companies, as well as detailed data 
on the outstanding securities and earnings of El Paso (Jd., p. 442). On the basis 
of historic or average weighted cost of 3.76% of El Paso’s debt of $354,571,000 
(1954), the cost of 5.29% on all of its outstanding preferred of $65,548,000 (1953, 
1954 and a return of 14.4% of the equity capital of $100,622,000 of El Paso, the 
Commission there allowed a rate of return of 6%, partly to permit and en- 
courage El Paso to make a further improvement in its capital structure (/d., pp. 
37-38).° The present capitalization shows only a tendency toward such im- 
provement,” due, in part it seems, to financing connected with additional con- 
struction.” 

The president and chief executive officer of the company testified that El 
Paso seeks a 6% return on all of its property including production facilities, 
and that since the time of issuance of Opinion No. 278, above, the necessity 
for a higher return had grown greater in that the cost of money has gone up. 
As of the time of this hearing, El Paso was attempting to sell $25 million 
of its first preferred at a 5% dividend rate and had sold its last bonds at 
from 3.875% to 4%. In this witness’ judgment costs of financing had reached 
a plateau from which he did not expect them to recede for a while. Participants 
in these proceedings employ a 6% return for the purposes of their various 
showings and none of them have raised an issue as to the propriety of its use 
in the determination of the cost of service. Accordingly, 6% is accepted as the 
fair rate of return for the purposes of this proceeding, which, applied to the 
rate base hereinabove determined of $549,457,554, yields a dollar return of 
$32,967,453. 


® Thus: 


Operating CCG ici ctisciiantistinpiicranitinantiotgna hs $49, 537, 656 
Less deductions 12, 957, 588 


Net of expenses 36, 580, 068 


Allowance for 45 days. 4, 572, 508 
Materials and supplies, etc 12, 393, 462 
Prepayments 1, 493, 539 
Bank balances 2, 352, 000 


Total working capital 20, 811, 509 
Less 33.33% of $20,543,192 tax 6, 847, 731 


Net working capital computed 13, 963, 778 


* Capitalization at August 31, 1953: 68% debt, 13% preferred, and 19% common and 
surplus. Balance sheet as of July 31, 1954: 67% debt, 12% preferred, and 21% equity 
(Op. No. 278, pp. 30, 38). 

% The average of El Paso’s 1955 capital structure was, approximately : 65% debt, 14% 
preferred, and 21% equity (Exh. 2, sh. 2). 

1 See, In the Matter of El Paso Natural Gas Company (G—10499, 1956), 16 FPC 1354, 
at 1356. 


556-711—64——_23 
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Summary of Cost of Service 


The foregoing findings and conclusions relating to items allowed in cost of 
service sum up as follows: 


EE Rid a ienin tdci ethan ciien mee $61, 919, 013 
ClbRr G00 GENO CO iikcccecctetectntetienennes 103, 950 
Compehy WOO GAS. nti cccccewsecnecccnsececncscnassséaunes (5, 586, 481) 
Cade he: wink Tite NOE i cin renee enninininttinn (138, 693) 


I ONE oS ok ee ket ccieniinadnnwinieaiieins 6, 051 












US 5s ee ee tee te tntlameaonal 56, 303, 840 


Gas well operation and maintenance___..__.--_--.---------- 177, 114 
ey Wenn ee A oe cd camaamnendinnios 4, 493, 640 
Other production and gathering expense____....._-.------- 11, 270, 965 
i ee Oe ee ee oe 7, 316, 560 


Exploration and development. 















Total production and gathering_...--.-.------.------ 84, 424, 031 


Ciena GeO. 3. oN os on Sh ce eh ecco cccedaen 56, 523 
Rael GPR cil deeb eet dead eelaaindn 3, 941 
Trademiowion ame CieteOti soi tr ncencé cecum 12, 815, 715 
Sales promotion and customers accounting_--------~-------~- 218, 846 


Atainibratiod wed: Weneeel 4. hk in en nc dcdnbecee 8, 218, 490 





Motel -aperatias CLDORGGs snc dticetils 105, 737, 546 










Depreciation. and amortisation... oon cee cenwnne 21, 538, 445 
TOUTIOE ii aR ietkincte elag on 1, 942, 773 
Wiiiewd? Mentowse tists oi dtl ieee leds 20, 543, 192 
RIOD Wai ae i dh a el ee intends 5, 728, 280 
en so os oe ohare dee eee 32, 967, 453 
Revenues from extracted products *__-__-----_------------- (12, 067, 079) 
Olliee ene: tewentee ice eek ee tended (4, 431, 166) 














| a 171, 959, 444 





1Sales of products extracted from natural gas: gasoline, butane, propane and 
sulphur (Exh. 1, Sch. 6). 

2 Rent from gas properties, transportation of gas for others, gas processed by others, 
incidental gasoline sales, incidental ofl sales, miscellaneous and interest (Exh. 4, 
Sch. 2; ef., Exh. 11, Sch. 9). 


ALLOCATIONS 














Cost Allocations 


El Paso sells natural gas from its integrated system to public utilities for 
resale, both interstate and intrastate, and directly for copper mining and 
smelting, power plant fuel and miscellaneous industrial uses. It sells likewise 
in the Permian Basin production area for similar uses and exchanges natural 
gas with carbon black companies, and transports, dehydrates and compresses 
substantial volumes which it delivers to Northern Natural Gas Company at 
Dumas. The existence of jurisdictional and non-jurisdictional business with 
costs common to each requires allocations to determine the cost of jurisdictional 
business. Further, sales subject to the Commission’s jurisdiction are made at 
varying load factors and distances from sources of supply, necessitating addi- 
tional considerations as to the incidence of costs in order to determine just 
and reasonable rates pertaining to the respective customers affected. 
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Zone and Demand-Commodity Miles Methods (El Paso) 


El Paso’s computed net total cost of service (jurisdictional and non-juris- 
dictional) after crediting well-mouth cost of service, other production and 
transmission, variously, with other gas revenues, field and local sales, and 
carbon black and miscellaneous field deliveries, comes to $164,218,861. (Supra, 
p. 294.) 

El Paso derives zone costs of service, employing five zones: Zone 1, embracing 
the sale to Southern Union at Clovis, New Mexico; Zone 2, El Paso and vicinity 
(Texas) ; Zone 3, Southern and Northern New Mexico; Zone 4, Southern and 
Northern Arizona; and Zone 5, California, including approximately 70 miles of 
main-line facilities west of Gila Compressor Station, Arizona. Because of 
competitive prices prevailing in the gas fields, El Paso asserts that an allocation 
of total cost of service to delivery points in the field would be detrimental to 
its system and therefore makes no such allocation. Its allocation of costs 
to demand and commodity components introduces load factor considerations 
while its development of zone costs gives considerable effect to distance of 
transportation. 

An initial controversy between the participants concerns the selection of 
a peak day or its equivalent for the allocation of demand costs among El Paso’s 
customers. El Paso employs the average of deliveries on February 1, 2, and 
3, 1956, for customers other than California companies, and the month’s highest 
eontract billing in the test period (December 1955) for the California com- 
panies, rather than actual peak deliveries to the latter during the 1955-1956 
heating season (result: 2,002,751 Mcf, system). Staff uses average of all 
sales on February 8, 9, and 10, 1956, as the measure of the coincident maximum 
use of El Paso’s facilities by its customers (2,167,188 Mcf, system) .” 

February 1, 2, and 3 sales averaged 591,044 Mcf in Texas, New Mexico, 
and Arizona as compared with an average of 581,384 Mcf on February 8, 9, 
and 10 (1956). Utility customers required 367,517 Mcf average capacity during 
the earlier period as against 331,605 Mcf for the latter, while non-jurisdictional 
sales, mainly industrials, required 223,527 Mcf and 249,779 Mef, respectively. 
Clearly, the use of February 8, 9, and 10 averages would result in an anomalous 
peak day condition as between higher priority utility and lower priority in- 
dustrial uses as far as El Paso’s facilities are concerned. 

On the ground that the load factor of California companies is always at or 
near 100%, and the use of capacity by them is at or near average daily use 
and also on the valid ground that changes in deliveries which occurred in 
connection with sales to California companies in January and February 1956, 
were of a generally temporary nature with respect to the test year, El Paso 
properly uses the December 1955 effective billing demand of these companies 
of 1,411,707 Mcf™ instead of the average February 1-3 (1956) deliveries of 
1,465,453 Mcf or the February 8-10 (1956) deliveries of 1,513,115 Mef. Load 
factors of 98.4%, 94.8%, and 91.8% result, respectively, from the use of these 
three maxima of which the latter two percentages are in direct conflict with 
the repeated and uncontradicted probative evidence that the operations of 
the California companies produce a load factor nearly equal to 100%. None 
of the evidence justifies acceptance of any figure or figures producing load 
factors of the latter order (94.8% and 91.8%, above), and, by the weight of the 


42 Including a series of field sales totaling 72,689 Mcf not included by El Paso (Cf., Exh. 
1, Sched. 2; Exh. 5, Sched. 14; and Exh. 16, Sched. 4). 

% The sum of the billing demands of the California companies for the test period was 
1,405,000 Mcf under Rate Schedule G, and 6,707 Mcf under Rate Schedule G—X-1. 
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evidence, peak day figures producing such results cannot be accepted as proper 
for use in determining rates in this proceeding. 

Two methods used by El Paso to give effect to the distance factor include 
the zone cost of service method and the demand-commodity mile method. Under 
each, El Paso pools production costs for the San Juan and Permian sources, 
commencing with Zone 2, by weighting the peak and annual volumes entering 
that zone. Under neither method are San Juan production costs allocated to 
sales to Southern Union at Carlsbad and Clovis, New Mexico, partly on the 
asserted ground that because of the remoteness of the two sources from each 
other, San Juan production has little, if any, effect on the availability and 
deliverability of Permian and Panhandle field gas at these points. Under 
the zone method, transmission costs are allocated by zones directly to the 
so-called southern and northern systems, respectively, in demand and com- 
modity components of transmission operation, maintenance, miscellaneous and 
other expense, depreciation and amortization, taxes and return, less other gas 
revenues. The totals of these zone costs are added or pooled by components 
and reduced to units per Mcf by dividing the two cost categories (demand, 
commodity) by the peak and annual volumes, respectively, entering the zone. 
In neither method are transmission costs allocated to the sale to Southern 
Union at Carlsbad, because of the asserted detrimental field price effects which 
El Paso anticipates would evolve from resulting competition in the field and 
escalations. 

The zone method, reflecting cost of service in each function and sales zone, 
gives effect to the distance factor by cumulating transmission costs for volumes 
of gas passing from zone to zone. 

The demand-commodity mile method distributes costs by prorating trans- 
mission costs to the zones on the basis of the miles of gas hauled to zone 
delivery points while other costs (supply, gathering, and storage) are allo- 
eated in the ratio of zone to adjusted total volumes (peak and annual),* 
the distinguishing difference here lying in the method of allocating the costs 
of transmission, by giving the greater effect to the distance factor by figuring 
the distance of haul of each sale. 

Though these two methods produce substantially equivalent results, the zone 
cost of service is preferred by El Paso as, allegedly, reflecting the actual cost 
of service in each sales zone. 

El Paso’s evidence purports to demonstrate that under either method except 
for one instance (Zone 1, zone method) the unit cost of gas to the several zones 
exceeds unit revenues from its proposed rates.” 


System-Wide Method (Staff) 


In this proceeding Staff’s position is that either the system-wide method of 
allocation applied by the Commission in G-—2018 (Opinion No. 278, supra) or 


%4 Here no storage and no San Juan gas being allocated to Zone 1 (Clovis, jurisdictional, 
and Carlsbad, non-jurisdictional). 
48 El Paso computes, as follows: 


Zone Mileage | Revenues 
method method | from rates 
(¢/Mef) (¢/Mef) (¢/Mcf) 


Sene'l’ (Clovis, N: Mier). eco cee le del 
2 (E) Paso area) 
I iter enaainainamind 
4 (Arizona) 
5 (California) 
Total jurisdictional sales 


BRERA S 
SRSR85 
ERBNKS 
SSaesa 





FEDERAL POWER COMMISSION 321 


a zone method with costs distributed according to the demand-commodity miles 
responsibility of each class of customer in each zone would result in a fair 
and equitable allocation of costs, but urges that the system-wide method is 
more appropriate in view of the fact that El Paso’s is an integrated system. 

Southern Union submits that the system-wide method gives no direct effect 
to the distance factor in allocation of costs, and that when applied to a long 
pipeline system such as El Paso’s the demand-commodity mile method pro- 
duces substantially fairer results. The New Mexico Commission contends that 
under all the circumstances of record distance of transmission should be viewed 
as a primary factor in allocation and the Staff’s demand-commodity mile 
method should therefore be adopted. 

The California Commission contends that the distance factor should not be 
a controlling consideration, that the Commission should adopt the system-wide 
method of allocation of costs in this proceeding, and that the demand- 
commodity mile method should be rejected. 

Pacific Gas and Electric, supporting the main-line mileage method proposed 
by the Southern California companies (infra), contends that Staff’s demand- 
commodity miles method involves the allegedly unwarranted assumption that 
hauling costs per mile are uniform and does not reflect the fact that the 
distance of haul is off-set by the characteristics of the load of the California 
customers concentrated at the end of the line. 

The system-wide method initially disregards the cost of transmission to 
the various sales points but presupposes introduction of the distance factor 
in the subsequent determination of jurisdictional zone rate levels. Its use 
in the separation of costs as between jurisdictional and non-jurisdictional 
customers rests on certain assumptions, the primary one being that deviations 
in the distance factor are offset or compensated for in some other manner. 

In the application of the system-wide method Staff takes the company’s 
existing zones and maintains the existing (historical) rate differentials between 
the residential and non-residential rates,” supplements these with a new rate 
for irrigation 2¢ per Mcf lower than the rate for non-residential use,” and 
determines a single rate for Nevada Natural which, in the absence of data to 
breakdown sales to this customer, is based upon using the distribution of load 
within the three States of Texas, New Mexico, and Arizona, applied percentage- 
wise against the rates available in the Arizona zone for residential and non- 
residential service, and derives a rate for the California customers which 
follows the demand-commodity form. Pooled (San Juan and Permian) produc- 
tion and gathering costs are assigned by Staff to all sales including those made 
in Zone 1 outside of, though adjacent to, the Permian production area. No 
transmission costs are assigned to the sale to Southern Union at Clovis, how- 
ever, though this sale is made from El Paso’s transmission system, because of 
the immediate proximity of the location to the Permian production area as it 
is anticipated that the assignment of costs could eventually operate to increase 
field prices for natural gas. Nevertheless, the assignment of San Juan produc- 
tion costs by the pooling process mentioned above is effective as to Clovis. 

This method, also, does not give any consideration to the various size of pipe- 
lines and laterals comprising the El Paso transmission system, and, subject to 
modification for distance in the design of jurisdictional zone rates, rests on 


%*In the past El Paso’s non-residential rate has been approximately 85% of the resi- 
dential rate, and power plant gas has been priced at the same rate as that for the non- 
residential use. 


77 The differential fixed by EI Paso at the time it originated the rate for such service. 








322 FEDERAL POWER COMMISSION 
the initial premise that each customer wherever located is benefited by any 
and all other customers on the system in a tendency of each to lower transmission 
costs to the others, and vice versa. 

The average distance of transmission as determined by El Paso’s and Staff’s 
exhibits vary as between zones for jurisdictional and non-jurisdictional business 
substantially as follows: 


Jurisdic- | Nonjuris- 
tional dictional 
(niles) (miles) 








ER A ag es a nse hg Ne ee Re eee 
4 (Arizona) 





































! Staff combines Zones 2 and 3 in one zone for its demand-commodity mile exhibit. 
2 Staff combines Zones 2 and 3 in one zone for its demand-commodity mile exhibit. 





The variations in distances as between jurisdictional and non-jurisdictional 
zune sales may or may not be significant, for zoning may or may not be em- 
ployed now or in the future for non-jurisdictional sales and there may or may 
not thus be imposed on any non-jurisdictional customer the full effect of what- 
ever kind may arise from the distance situation disclosed, for instance, in the 
above table with respect, specifically, to Zone 4. Nor is the fact that the average 
distances in Zones 1-4, inclusive, are greater with respect to jurisdictional 
(488.7 miles) than non-jurisdictional (407.2 miles) sales determinative, in view 
of the fact, as disclosed in the evidence in this proceeding that pipe sizes as 
well as distance affect costs,” and in view of the historical nature of existing 
rate patterns and the absence of specific complaints with respect thereto. 

However, consideration of the effect of pipe sizes on costs as involved in the 
weighing of the above equities between the non-California jurisdictional cus- 
tomers and the non-jurisdictional customers, particularly those in Zone 4, as 
well as the California customer companies involves, in part, and as a matter 
of potential importance an analysis of the historical development of industrial 
loads as compared with jurisdictional utility loads and the physical growth of 
the system. Absence of necessary evidence concerning these matters, or any 
explanation with respect thereto, substantially defeats the possibility’ of a 
refined development of equities related thereto. 


Main-Line Mileage Method 


The witness for the Southern California Companies made a cost finding 
study followed by a rate support study. In the former, utilizing El Paso’s 
1955 claimed cost of service and transmission zone segregations he found cost 
assertedly as actually incurred by El Paso in serving its various areas and 
classes of customers, which he adjusted in the rate support study by re- 
allocating Federal income taxes and return from a 100% demand classification 


% The non-jurisdictional sales are located on the so-called Southern system where the 
old and smaller sizes, as well as newer and larger sizes of pipe exist and appear to Ile, 
generally as to Zone 4, at various distances off the main or trunk transmission system. 
Unit costs of transmission through large diameter, high-capacity, lines is considerably 
less than the unit cost of transmission through small or smaller lines.. For any uniform 
load factor the cost of transmission in an 18-inch line system is in the theoretical order 
of 2.3 times and in an 8-inch system about 11 times as great as in a 30-inch system. The 
evidence does not disclose that specific transportation charges to non-jurisdictional cus- 
tomers, as such exist, should be accepted as substantially modifying the indicated applica- 
tion of these observations. 
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(cost study) to 50% demand and 50% commodity, resulting (rate base basis) 
in 77.1% of total costs being allocated to California customers.” 

The witness stated in his testimony that in the main-line mileage method 
he considered costs to flow to the zone in the same manner as the gas and 
allegedly thus gave full weight to transmission distance as an appropriate 
factor in determining costs incurred. Production costs were handled separately 
for the San Juan and Permian sources and, with field transmission and under- 
ground storage costs, were allocated to demand and commodity components 
and apportioned to zones at or downstream of the function on a peak or 
annual volume basis as indicated by peak day and annual flow diagrams 
without regard to distance. Transmission costs were taken as incurred in 
each zone according to El Paso’s Exh. No. 5, except for customer’s accounting 
and sales promotion expense which was segregated between transmission zones 
cn the basis of inch-miles of transmission main in each and then allocated to 
demand and commodity classifications. Such costs (transmission) were then 
segregated within each zone (except Zone 1) by system (Southern and North- 
ern, respectively) and between main, tie, secondary and stub lines on the 
basis of inch-miles ” gross investment,” net investment,” and direct assignment.” 
Mainline costs were then assigned by components (demand, commodity) on the 
basis of mainline peak and annual Mcf miles, integrated for jurisdictional and 
non-jurisdictional business by zones. Thus, main-line transmission costs are 
additive from zone to zone or section to section of line.* Zone 1 revenues 
were credited, the resulting additional costs being assigned to remaining zones 
and classes.” 

The segregation of jurisdictional and non-jurisdictional costs within zones 
was made upon a peak and annual volume basis for the demand and commodity 
components, respectively. 

Costs applicable to certain compression and dehydration equipment provided 
exclusively for Northern Natural in the Permian area, and certain state taxes 
incurred in New Mexico and Arizona arising from local service only were as- 
signed directly to the appropriate zone. 

Local service facility costs, local taxes, and specific transmission and com- 
pression service costs thus treated, total some $8,300,452, or about 4.9% of El 
Paso’s claimed total cost of service on the rate base method. 

This method is in substance a modification of both El Paso’s zone method and 
demand-commiodity mile method of allocation. It removes from system costs 
those costs directly attributable to all non-through lines, allocates the cost of 
gas according to source and flow, and uses demand-commodity miles for the 
distance factor. 


2 Compared with El Paso’s zone method results of 78.1%, Staff’s system-wide results 
of 78.8%, and the California Commission’s system-wide results of 79.2%. 

2 Transmission expenses, customer’s accounting and sales promotion expenses, admin- 
istrative and general expenses, and payroll and sundry taxes. 

21 Depreciation and amortization, and property and franchise taxes. 

2 Federal income tax and return. 

33 State income and gas sales taxes. 


% Where facilities were found not to be contributing to through capacity or service, or 
only partly so, costs associated with them were assigned in whole or part to local service. 


In Zone 2, a partial return to main-line transmission was encountered and cost credit 
was given for this fact. In certain other local service facilities, structurally in parallel 
with the main line, gas was found to flow into local service only and to have done so 
sinee the inception of service to California. Certain local service lines were found to 
serve both Zones 3 and 4, entailing further allocations for these zones. 

*% Northern Natural gas transportation revenues were credited to Zone 1 (Panhandle 
area) transmission cost of service. 
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Comparison of Methods 


There is no dispute but that distance constitutes a significant factor in the 
allocation of costs, and that it is necessary to give some effect thereto in such 
allocation, as is done by El Paso and certain interveners, or in the subsequent 
design of the rate, as is principally recommended by the Staff and the California 
Commission. However, it is to be noted that the evidence in the form of ex- 
hibits prepared by a qualified pipe line design engineer is to the effect that for 
quantities of gas of the order delivered at an assumed 95 percent load factor 
to the California companies, the cost of transmission per 100 miles (1.1 cent per 
Mcf) is nearly one-half that for gas in the quantities delivered at an assumed 
50 percent load factor to all non-California jurisdictional purchasers (2.3 cents 
per Mcf).* Further, the weighted average distance of haul of total volumes of 
gas delivered to the non-California jurisdictional customers is some 488.7 miles 
and for the California companies some 670.2 miles. or approximately 1.4 times 
as long for the latter as for the former. It would tuus appear that load factor 
and volume elements weigh substantially in favor of the California deliveries 
despite the relative distance of haul on the combined system. 

As previously noted, El Paso’s zone and demand-commodity miles methods 
produce substantially equivalent results. Though the company prefers the for- 
mer method the similarity of results achieved by the two methods and the 
Commission’s treatment in past cases of the demand-commodity miles method 
leads to a disposal of the zone method by consideration of the demand-com- 
modity miles procedure of allocation. As above indicated, the high daily takes 
of gas by California customers at high load factor precludes a finding that the 
distance factor should be a controlling consideration, and rather requires the 
finding that the distance of haul as reflected in the demand-commodity miles 
method is off-set substantially by the volume of sales to California customers 
concentrated at the end of the line and by the high annual load factor asso- 
ciated with such sales. The demand-commodity miles method, and the evidence 
of record with respect thereto, more directly than other methods, raises the 
question of whether it may be assumed, as this method does, that hauling costs 
per mile are uniform. It is sufficiently established in this proceeding that due 
particularly to variations in volumes of flow and pipe sizes, such costs are not 
uniform but the evidence available does not enable a satisfactory determination 
of the actual amount of such cost variation on El Paso’s system or a considera- 
tion of whether or how such variations shall be treated in an allocation.” 

With respect to the main-line mileage method, the assignment of costs on the 
basis of the physical flow of gas through the system disproportionately affects 
transmission costs to delivery points in that customers located on the older 
southern part of the system are saddled with the costs related to such portions 
while California customers obtain proportionate advantages in deliveries from 
the new large diameter high pressure lines, particularly those constituting the 
northern part of the system. A not dissimilar situation would arise if produc- 
tion sources were assigned, as proposed, to the routes the gas actually takes 
through the system and if the relative cost of supply should change in the future 
as between Permian and San Juan production. Such matters serve to create 
unnecessary controversies between customers receiving deliveries in the various 


* The load factor for the non-California group actually computes to an over-all 44.86 
percent. 

This question does not appear to have been either involved in or disposed of in the 
Commission’s considerations in Matter of Northern Natural Gas Company (G-2217, 1955), 
Op. No. 281, 14 FPC 11. 
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sales zones from different sections of the system and, indeed, can only be viewed 
as inconsistent with the principle of uniformity inherent in the usual recogni- 
tion of the generally basic equity of the rolled-in rate.” 

Further, in Matter of Northern Natural Gas Company (G-—2217, 1955), Opinion 
No. 281, 14 FPC 11, where the Commission adopted a demand-commodity miles 
method of allocation of transmission costs it noted that in most instances 
Northern Natural’s jurisdictional sales were effected at city gates at the termini 
of lateral lines and indicated that the assignment of costs associated with 
branch or lateral lines solely to the zone in which located was an inappropriate 
segregation of properties. It is here observed, from the company’s system map 
(Exh. No. 3) and its FPC Form No. 2 Annual Report for 1955, which is to this 
extent noticed, that an apparently significant portion of El Paso’s transmission 
facilities in each of the three states of Texas, New Mexico, and Arizona consist 
of laterals used in effecting jurisdicational sales. Thus the indication of the 
Commission’s views as to zone allocation of non-through laterals as set forth 
in its Opinion No. 281, supra, serves also to preclude, on the evidence in this 
case, acceptance of the main-line mileage method here proposed. 

El Paso opposes the determination of zone rates on the basis of historical 
differentials, asserting, among other things, that Bl Paso’s system has changed 
materially with the addition of San Juan production, the transmission line to 
California, and the cross-over line from Plains station to Gallup; and that the 
load factor of sales in the several zones and the distribution of sales has like- 
wise changed materially. However, the Commission in its opinion and order 
in Matter of El Paso Natural Gas Company (G-—2018, 1954), Opinion No. 278, 
13 FPC 421, apparently anticipated the more important of such changes and none- 
the-less adhered to the more often applied system-wide allocation method, re- 
jecting the demand-commodity miles theory of zone cost allocation as more 
complex and as introducing numerous controversial questions (Jbid., p. 
452).” The Commission was fully aware of the expected effects of the construc- 
tion of the 30-inch cross-over line from Plains to Gallup, New Mexico, and of 
the new 30-inch line paralleling and looping the San Juan-Kingman system 
(Ibid., p. 448), and its view that the integrated nature of El Paso’s system 
as it then existed afforded adequate support for a system-wide method of allo- 
cation is not here successfully challenged on the basis of any different descrip- 
tion of facilities substantially affecting type of service.” 

Accordingly, on basis of the evidence of record in this proceeding and Com- 
mission precedents it is hereby found and concluded that the systemwide method 
of initially treating costs is a just and reasonable method for the purpose of 
ultimately determining rates herein. 


See, Matter of Et Paso Gas Company (G—10499, 1956), 16 FPC 1354, 1356, and the 
Commission’s. discussion rejecting the proposal that the cost of additional facilities re- 
quired to increase deliveries to the California customers be accounted for separately from 
the remainder of system costs. 

*” These question are not, as El Paso indicates in its brief (M. Br. pp. 118, 119) merely 
“controversial questions of fact’ but are also concerned with effects. The California 
Commission enters an objection here. 

*® The bearing of an alleged change in the operation of the Dumas transmission line 
does not fully appear (El Paso, M. Br., p. 119, see T. 736). Note also that in March 
1956 the Commission authorized the construction by El Paso of a 20-inch cross-over pipe- 
line approximately 149.3 miles in length in Arizona from the 24-inch and 30-inch San Juan 
main line to its existing branch transmission facilities in the Phoenix area serving gas 
from the Permian Basin, Matter of El Paso Natural Gas Company (G-—8940, 1956), 15 
FPC 1189, 1190-1191. 








326 FEDERAL POWER COMMISSION 


Demand and Commodity Classifications 





El Paso’s witness and Staff's witness classified their respective total costs of 
service as follows: 








| 
Demand Com- || Demand} Com- 
modity | modity 
aan = mea cee, 
El] Paso (Exh. 5): ! Percent | Percent || Staff (Exh. 48): 4 Percent | Percent 
Production ?___..-- i? 73. 58 |} IIIA Si viikn csbticcwdbnstidannthus 100 
Transmission, etc.3 37. 58 Transmission, etc.*. 45. 45 54. 55 
ee ss ce i iepesndhsntlidiakddediiins 
I a hips 39. 60. 72 \ a 16.09 83. 91 
} 











1 Rates base method—jurisdictional and non-jurisdictional totaled and revenues credited. 

2 Total production costs: $105,530,303. 

3 Total transmission, storage, etc., cost: $58,688,558. 

* Cost basis, system-wide, jurisdictional and non-jurisdictional totaled and sales credited to cost of service. 
5 Total production cost after sales credited: $105,369,726. 

6 Total transmission, storage, etc., cost: $57,761,987. 





Bl paso’s witness classifies costs as constant, proportional to size and capacity 
of facilities, or as varying with volume of gas sales, or as both. He testified 
that the company has large investments in wells, gathering lines, purification 
plants, dehydration plants, compressor stations, and gasoline plants, that one- 
third of the costs of service, exclusive of gas supply, is represented by field 
gathering, compression and processing, and that the effective capacity of field 
facilities to deliver gas to the transmission system is geared to the demands of 
the customers upon the system as a whole.” 

This witness classifies well-mouth costs 23.3% to demand,” using 50% and 
100% allocations to each, demand and commodity,” with production maps and 
records, gas well equipment maintenance, rents, depreciation and amortization, 
and property and franchise taxes classified all to demand and royalties, ex- 
ploration and development, depletion and production tax all to commodity, 
while Federal income tax and return, among others, are divided evenly between 
the two classifications. Processing and gathering expenses are classified 45.5% 
to demand ™ on the basis of similar 50% and 100% classifications applied to sub- 
totals. Production extraction expenses are classified 18.5% to demand simi- 
larly.* In the remaining production costs depreciation and amortization, and 
property and franchise taxes are treated as 100% fixed or demand costs, cost 
of gas purchased is treated as 100% variable or a commodity cost, and payroll 
and sundry taxes, Federal income tax, and return are divided equally. Reve- 
nues from extracted products, classified in accordance with products extraction 
expenses, other gas revenues,” and field and local sales are credited to both 
classifications,” while carbon black and miscellaneous field deliveries are credited 
entirely to the commodity element. Cost of underground storage is classified 
50% to demand though sub-totals received a 50% and 100% classification to that 
element.” Transmission cost of service is classified over-all 62.4% to demand.” 























*! Pacific Gas’ witness testified to like effect. 

Permian costs 20.7% to demand; San Juan costs 23.7% thereto. 

3 Administrative and general expense 64% to demand. 

*% Permian expenses 40.2% to demand; San Juan expenses 59.4% thereto. 

* Permian expenses 20.5% to demand; San Juan expenses 15.2% thereto. 

% xh. 5, Sched. 7. 

® The latter 22% to demand with respect to Permian area sales and 33% with respect 
to San Juan area sales. 

% Administrative and general characteristically 64% to demand. 

® Varying between zones: Zone 1, 52% ; Zone 2, 60% ; Zone 3, 62% ; Zone 4, 65% ; and 
Zone 5, 67%. 
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Staff witness classifies the costs of produced and purchased gas wholly to 
commodity costs, and the cost of transmission in general in accordance with the 
doctrine of the Seaboard cases where certain fixed costs, including depreciation 
and amortization, taxes and return are classified 50% to demand and 50% to 
commodity. Costs of underground storage and of distribution are assigned 
generally on the same basis.” 

The California Commission’s allocations to demand and commodity are made 
in substantially the same manner in which the Staff (FPC) made its allocation 
thereto (Exh. 32A). 

The Southern California companies’ witness analyzes each sub-account of 
direct expense to determine whether it was fixed or variable and allocates in- 
direct expense on the basis of the expenses supervised or incurred in the activity 
giving rise to a credit. His rate support study allocates 42% of costs to system 
demand and 58% to commodity.” 

Pacific Gas proposes the classification of depreciation, amortization, return 
and certain taxes,” pertaining to transmission and production all to demand 
(Exhs. 38 and 45). 

The New Mexico Commission advocates the classification of production costs, 
income tax and return 100% to commodity on the ground each is measured by 
dollars of revenues and allegedly varies with the volumes of gas sold. The 
intervener Southern Union advocates the classification of costs in accord with 
the principles heretofore used by the Commission ‘in a line of cases which begin 
with Matters of Atlantic Seaboard Corp., et al. (G—1384, etc., 1952), 11 FPC 43.* 

El Paso’s load factors vary from 32.4% for northern portion of its Zone 4 
(Arizona) to 51.5% for the southern portion of the same Zone for an average 
of 44.9% for all jurisdictional customers other than California, as compared 
with a load factor well in excess of 95% for California customers and an aver- 
age of 90.7% for all nonjurisdictional customers. On the basis of such facts 
El Paso contends that the classification of costs between the two elements here 
involved have very substantial effects as between the classes of customers, and 
to the effect that where the use of capacity is equal the 100% load factor cus- 
tomer (California customers) is automatically allocated twice as much capacity 
cost as a 50% load factor customer,“ and that the Seaboard doctrine involves the 
impracticable assumption that El Paso’s long pipe-line system has been designed 
to meet average daily and not peak requirements.” 

The same principles here urged by El Paso’s witness and others were presented 
in the earlier G-2018 proceeding. There the Commission adhered to the Sea- 


“ Under Storage, royalties, and under Distribution, sales promotion are assigned entirely 
to commodity. Administrative and general are assigned 16% to demand under Storage, 
and 32% thereto under Distribution. 

“From Exh. 36: 


Percent Percent 
Production—Demand —.-........... 29. 4 CONG. nannconnnon 70. 6 
Be 65.5 y 34.5 





I sichiiniee resins anatccnstigeateeiaty 42.3 57.7 

«Principally property and franchise taxes and Federal income taxes. 

“M. Brief, p. 20, citing cases (Fn. 2). 

“ California demand use 1,411,707 Mcf as above; non-California jurisdictional customers 
used an average of 367,517 Mcf, February 1, 2, and 3, 1956, 

“The company’s witness points out that the application of the method of cost classifica- 
tion used in the Seaboard case results here in some 16% of costs being classified as demand 
costs as compared with the result in the Seaboard case of 26.5% for a.system much shorter 
and smaller in comparison with El Paso’s. However, the Commission in the past has not 
limited the application of the doctrine to Seaboard type systems. 
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board doctrine, stating that even though the specific details of operation of El 
Paso and the distribution of sales to various classes of customers may be some- 
what different than those of Atlantic Seaboard, the principles of classification 
expressed in the Seaboard case were equally applicable in G-2018.“ The facts 
there considered by the Commission were in this connection substantially sim- 
ilar to the pertinent facts of record in this proceeding. 

Aside form general testimony to the effect that the imposition of an unduly 
high commodity rate does not encourage the most economical use by the Cali- 
fornia companies of El Paso’s supplies, and that Staff’s proposed classification 
means that unduly high commodity costs would be charged against high load 
factor customers such as the direct industrial sales and sales for resale for 
industrial use, as well as off-peak uses, there is no substantial evidence indi- 
cating that the application of the Commission’s G—2018 method of classification, 
here proposed by Staff, would have any specific adverse effects upon El Paso’s 
customers.” Accordingly such method as reflected in the following tabulation, 
on the basis of the evidence of record in this proceeding and Commission 
precedents, is hereby found to establish just and reasonable classifications of 
costs between the demand and commodity elements: 


Production and Gathering 


Commodity ! Commodity ! 


Purchased gas Administrative and general expense.__| $5, 505, 066 
Other gas supply expense 9 

Company used gas ‘i Total operating expense 

Gas to and from storage_.- i Other gas revenues—cr.? 

oe ea Depreciation, amortization and de- 

Gas well operation and maintenance. ° pletion 

Gas well royalties Taxes— Federal income and other 

Other production and gathering Return (6%) 


Products extraction expense 
Exploration and development expense 


Total above. 


1 All production and gathering expense classified as ‘‘ Commodity”’. 

? Certain rents, certain revenues from transportation of gas, sales of products extracted from gas, revenue 
from gas processed by others, incidental gasoline and oil sales, and miscellaneous gas revenues, including 
interest (Exh. 1, Sched. 6; see Exh. 5, Sched. 12). 


Demand Commodity 


Transmission ! 
Operations: 
Supervision and engineering $345, 452 
Compressor station fuel 560, 
Compressor station supplies, ete. .......... oe 817, 708 
Other operating expense 1, 924, 711 1, 924, 712 


Total operations . 2, 270, 163 5, 795, 065 


Maintenance: 
Supervision and engineering 58, 038 
Compressor station equipment oy 1, 434, 537 
Other maintenance expense i 5 952, 201 





Total maintenance 38 2, 444, 776 


! Includes distribution and local storage but not sales promotion and customer accounting, for which see 
infra. 


“ Matter of El Paso Natural Gas Company (G-2018, 1954), Opinion No. 278, 13 FPC 
450, p. 421. 

“Thus. there is no evidence that the application of the G-—2018. classification creates 
improper effects of an arbitrary application of an arbitrary formula (Trunkline Gas Co, v. 
FPC, 247 F. 2d 159, 165 (C.A. 5, 1957)). 
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Demand Commodity 


Miscellaneous: 
; $1, 285, 962 
$24, 167 24, 168 


24, 167 1, 310, 130, 





Total transmission expense , 656 3, 269, 685. 9, 549, 971 
Administrative and general expense 2, 706, 783 678, 840 2, 027, 943 


Total operating expense , 526, 4: 3, 948, 525 11, 577, 914 
Other gas revenues (Rent)—Cr Ss 96, 669) (96, 669) 
Compression and transmission—Cr-... 4 (1, 893, 408) 
Depreciation and amortization a 6, 375, 1 0 6, 375, 170 
Taxes—Federal income and other : 15, 053, 672 7, 526, &36 7, 526, 836 


Return (6%) 18, 019, 209 9, 009, 605 9, 009, 604 
Total cost of transmission 59, 262, 914 26, 763,467 | 32, 499, 447 


Sales promotion 2 218, 308 218, 308 
Customer accounting 3 ‘ ‘ 


Total other expense 218, 846 j 218, oT 





Underground nee 

NN dict tcaiainls tipiishetpinceiniiesk hipaa ain atta 10, 980 
Maintenance 5, 279 
Miscellaneous: 
Storage well royalties 40, 061 





56, 523 
6, 641 





Total operating expense_....... 
Other gas revenues—Cr 
Depreciation and amortization 
Taxes—Federal income and other.._- 
Return (6%) 60, 022 


Total cost of underground storage . | 23, 388 168, 156 





Summary 


Production and gathering 112, 186, 140 |. 112, 186, 140 
Transmission sil 59, 262, 914 26, 763, 467 32, 499, 447 

er reli i : 218, 846 bi 269 | 218, 577 
291, 544 123, 388 168, 156 








i71, 959, 444 | _* 887,124 | 145,072, 2.320, 





15. 64 
i 


? Advertising, miscellaneous, and rents. 
§ Uncollectible accounts. 


Production Credits and Pooling 


El Paso proposes the crediting of non-jurisdictional carbon black and mis- 
cellaneous field deliveries and sales in the amount of $5,809,218. Its evidence 
is that such sales could not be made by the company at a price materially higher 
without pricing itself out of the market or impairing its ability to obtain addi- 
tional supplies of gas at the general level of existing prices.“ Staff credits 
certain of these sales in the amount of $3,742,123 eliminating from the amount 
eredited revenues from sales for resale outside the indicated limits of the 
Permian production area to pioneer Natural Gas Company (Pioneer) from the 
Dumas line and to Southern Union at Farwell, Texas, as well as the direct sale 
to Southwestern Public Service Company (Lamb County, Texas), treating these 
as production or local area sales.“ Staff has also treated the jurisdictional sale 


# Most of these sales are made in the Permian area, but two apparently are made in the 
San Juan area. No emphasis of this fact is required by the issues. 

# The cost effect as developed by Staff is to omit transmission costs with respect to these 
sales but to roll in the production costs of the San Juan and Permian areas. 
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to Southern Union at Clovis, New Mexico, similarly to the latter three though 
the sale involves perhaps more substantial use of transmission facilities. Staff’s 
theory is that it is “inequitable” to charge transmission costs to customers lo 
cated in or near the Permian Basin. 

El Paso assigns no transmission costs to its customers in the Permian Basin, 
including the sale to Southern Union at Carlsbad, New Mexico, but does assign 
transmission costs to the sale to Southern Union at Clovis. 

A problem involving related equities arises in connection with the pooling of 
San Juan and Permian production costs consistent with the fact that El Paso’s 
system is an integrated system with an accompanying inherent possibility in 
emergencies of the rendering of supplemental services based upon partial dis- 
placement operations in the delivery of gas beyond operations limited by normal 
flow design. 

Staff has assigned rolled-in production and gathering costs to all sales made 
in Zone 1 outside of but adjacent to the Permian production area while El Paso, 
in general pooling San Juan and Permian production costs, has assigned only 
Permian costs to Zone 1 sales (Southern Union at Clovis and Carlsbad, respec- 
tively), on the ground, as established in the evidence, that the two areas are 
geographically separate and San Juan production imposes no substantial effect 
on the availability or delivery of Permian gas to customers in or near the 
Permian area.” 

Staff’s witness testified that the sales eliminated from the crediting of revenues 
were made outside the Permian production area. El Paso’s denial of this 
testimony in its brief by reference to Exhibit 3, Sched. 5, fails to demonstrate the 
witness’ testimony to be in error when consideration is given to Sched. 1 of the 
same exhibit where certain field limits are portrayed. Thus Staff’s witness’ 
testimony cannot be said to be controverted. Crediting the remaining sales and 
the revenue derived from the transportation and delivery of natural gas to 
Northern Natural at Dumas is consistent with El Paso’s own position in this case. 

The rolling-in of San Juan and Permian costs with the resultant assignment 
of San Juan production costs to El Paso’s so called Southern system is consistent 
with the Commission’s prior views that the over-all system is an integrated 
one and is not inconsistent with the views in Opinion No. 269 (Matter of 
Panhandle Eastern Pipe Line Company, et al. (G—1116, etc., 18 FPC 53, 1954), 
where it is to be inferred, the same degree of integration did not exist. The 
statement of El Paso’s witness that the incidence of San Juan production has 
little effect on the availability and delivery of Permian and Panhandle field gas 
to customers in those fields fails to meet the facts that in the instance of all 
other sales San Juan and Permian field production costs were pooled by El Paso, 
and that the sales at Clovis and Farwell, New Mexico, and to Pioneer, are not 
determinable as field sales (Exh. 3, Shed. 1, and discussion immediately herein- 
before). No distinction can be made here as between the sale at Clovis and 
that at Farwell. 

El Paso’s treatment of cost with respect to service to Carlsbad and Staff’s 
assignment of only production costs thereto are to this extent mutually consistent, 
the rolled-in effect produced by Staff’s methods of handling production costs being 
no more questionable on the record in this proceeding here than in the instance 
of the aforesaid sales at Clovis and Farwell and to Pioneer off the Dumas line. 

The contentions of the interveners Southern Union and the New Mexico 
Commission in opposition to the rolling-in of production costs in effect go to all 


% An obvious reference to language used by the Commission in Matters of Panhandle 
Eastern Pipe Line Company, et al. (G—1116, etc., 13 FPC 53, 1954), p. 108. 
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deliveries so that San Juan productions costs would be charged only in these 
instances where customers received gas from that area. Recognition of this 
principle would result, substantially, in dividing El Paso’s system into Southern 


and Northern divisions, a proposal rejected by the Commission heretofore and 
therefore rejected here.” 


Allocation of Cost of Service-System-Wide 


On the basis of the foregoing findings and conclusions as to the determination 
of peak periods, total costs, the classification of costs between demand and 
commodity categories, and the crediting of revenues, the cost of service is de 
termined by deliveries as follows: 


Volumes (Mcf) ! | Cost of service 
| 


| | i oh ots 
| | | Transmission, distribution 
Production and local areas Peak |} Annual Production and storage 


(14.98) |(Commodity) 





Demand Commodity 


Sales for resale: 
Non-jurisdictional ? 49, 770 16, 154, 238 
Jurisdictional 3 . 16, 401 2, 653, 885 

Direct sales ¢ 24,779 7, 750, 514 

90, 950 26, 558, 637 


65, 695, 561 10, 844, 826 $3, 427, 307 
564, 675, 713 93, 214, 971 29, 458, 873 


630, 371,274 | 104,059,797 | 26,887,124 | 32, 886, 180 








2,047,931 | 656,929,911 | 108, 444,017 
27,509 | 40,295,688 | 3, 742,123 








2,075, 440 | 697, 225, 599 112, 186, 140 26, 887, 124 











1 Resorting to Staff’s Exhibit No. 16, Sch. 4, in those cases where El Paso does not provide breakdowns for 
local area sales. 

? Southern Union at Carlsbad, New Mexico, and at Farwell, Texas; Pioneer off the Dumas line. 

3 Southern Union at Clovis, New Mexico. 

4 Southwestern Public Service Company, Lamb County, Texas, 

§ Non-Jurisdictional. 

¢ Jurisdictional. 


From the foregoing allocation average costs are as follows: 


Deliveries—production and local areas: 
Sales for resale: 
Non-jurisdictional (Carlsbad, etc.) 
Jurisdictional (Clovis) 
Direct sales (Southwestern Public Service) 


Deliveries from transmission system : ” 
Direct sales—non-jurisdictional__......_.__.... daikicntinicstncaicadiasdrtniill 25. 785 
SR SCN "TSI ar aN cg scnsteesseeensnrecpecnnsesienesoveenctaniepeneianc -.. 26. 014 
PAGES. CURED CRO cicicncieictiininnnaainainina ihcalalcnthtalalehiestatineniiesieniainiapaail am Qa 


1 Including costs of production and transmission. 


51 Matter of El Paso Natural Gas Company (G—2018, 1954), Opinion No. 278, 13 FPC 
421, pp. 447-448. 
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System Rates—Jurisdictional Sales 


For the purpose of the determination of rates in this proceeding the above 
average cost of 16.5¢ per Mcf is herewith found to constitute a just and reason- 
able rate to be charged for natural gas sold by El Paso in interstate commerce 
for resale to Southern Union at Clovis, New Mexico. 

In the design of system-wide rates Staff’s witness first computed the difference 
between total jurisdictional cost of service and the revenues that would have been 
produced by jurisdictional rates equal to those set forth in the Commission's 
Opinion No. 278 which, as a deficiency, he averaged and added to Opinion No. 
278 rates. He then developed modifications consisting of (1) a derivation of a 
rate to be applied in this case to natural gas sold to Southern Union at Clovis, 
New Mexico; (2) zone rates for irrigation service based upon a differential 
proposed by El Paso of 2¢/Mcf less than the non-residential rate in each zone; 
(3) a derivation of a rate for the sale of natural gas to Nevada Natural reflecting 
the rates in Arizona (Zone 4) but assuming, in the lack of other evidence, a 
distribution of residential and non-residential sales similar to those prevailing 
collectively in Arizona, New Mexico and Texas; and (4) the use of a 100% 
load factor in applying the California two part rate to California temporary 
sales under Rate Schedule G—X-1 (203,865 Mcf). To retain the past experienced 
general relationships within the over-all rate structure the witness used El 
Paso’s existing zones and retained substantially the so-called historical differen- 
tial between zone rates and between residential and non-residential rates.“ In 
his computation he reflected distance as a factor to the same extent it has been 
reflected in El Paso’s past experienced zone differentials (T. 1628-9, 1641), the 
adequacy of which has been established for these purposes both by the Com- 
mission’s decision in its Opinion No. 278, supra, and by the absence of evidence in 
these proceedings to show that the basis of that decision has been changed to 
any substantial degree by subsequent alterations in the company’s system, opera- 
tions, or markets. The foregoing basic methods adopted by Staff’s witness 
are supportable as consistent with the methods employed by the Commission in 
arriving at its findings and conclusions as to system rates in Opinion No. 278 and 
his modifications with respect thereto, as above set forth, are supportable upon 
the record in this proceeding.” 

It further appears from Opinion No. 278 that for the California rate the 
Commission designed the relationship of the demand to the commodity charge 
so that the latter would produce some 82.43% of the total revenue to be derived 
from California sales for the test period.” 

Adopting the foregoing factors for the purposes of determining jurisdictional 
rates the following rates (Determined Rate) are herewith found to constitute 


52In general the non-residential rate has historically been approximately 85% of the 
residential rate. 

53 The basic method above referred to preserves the deviation from the allocated cost 
of service referred to by the Commission and used by it in its Opinion No. 278 (p. 453) as 
“at least a token recognition of the fact that the predominate use of El] Paso’s system is 
now for the supplying of gas for resale in California.” There, during the test period 
approximately 87% of total jurisdictional sales were made to California customers, re- 
quiring the longest transportation, here approximately 89% are so made. No specific 
evidence in this proceeding was addressed directly to this narrow section of Opinion 
No. 278. 

5 The test period was the year 1952. The settlement in G—-20i8 (16 FPC at 777) based 
upon the period 1953 established that some 82.58% of revenues should be provided by 
the commodity rate. 
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just and reasonable rates for the purposes of this proceeding, the rates proposed 
by El Paso being set forth for purposes of comparison: 


| Determined | Proposed rate 
Rate classification rate (deci- (El Paso) 


| sion) '¢/Mef | ¢/Mef 





Residential: 
27.25 
29. 25 
30. 25 


24. 25 
26. 25 
27.25 


New Mexico... 


S35 


Non-residential: 
Texas 
New Mexico 
Arizona ? 
Irrigation: 


tet 
FS e 


22. 25 
24. 25 
25. 25 
27.75 
18.75 


New Mexico 


SPT . 
Southern Union at Clovis, New Mexico 





SBESR B 
oe OOO oww eoomw 


California: | 
G service (general) 3 | $1. 36-21. 3¢ | $2. 00-18. 0¢ 
G-X service (excess) .........- ; 21. 3¢ | 18. 0¢ 
G-X-1 service (temporary) ¢ 25. 8¢ 24. 58¢ 








1 The prove-out obtained by applying the rates back to appropriate volumes falls short of the cost of 
service determined herein for jurisdictional customers of $147,331,510 by some $58,767. The deficiency is 
not sufficiently significant in the light of all the preceeding findings to require an adjustment in the deter- 
mined rates. 

2 Includes Power Rate Schedules B-P-2, B-P-3, and C-1 as well as the B-1 general non-residential rate, 
all at tue same level, as in the past. 


3 The demand charge under this rate is applicable to a total of 16,860,000 demand units (i.e., 1,405,000 Mcf 
times 12). 


‘ The rate for this service is the G Service two-part rate applied and averaged at 100% load factor. 


In accordance with the foregoing determined rates refunds are required with 
respect to sales to Southern Union at Clovis and under the Arizona non-resi- 
dential classification as used here and the Arizona irrigation schedule.” Also 
an adjustment is indicated with respect to the demand component of the Cali- 
fornia rate but no refund is required in this connection.” 

It is noted that El Paso filed a new schedule of rates which pursuant to motion 
under Section 4(e) of the Act, became effective January 1, 1958 and that in the 
instance of each schedule the rate thus effective exceeds that proposed in this 
proceeding. It is also noted that El Paso canceled as of June 1, 1956, its Rate 
Schedule B-P-2, under which a very small quantity of natural gas was sold 
for power plant use in Arizona, and as of October 16, 1957, its Rate Schedule 
C-1 also applicable to power plant use in the same State. 


% That is including users under Power Rate Schedules B—P-2, B—P-3, and C—1, as well 
as the non-residential user under Rate Schedule B—1. On the basis of test year figures 
the reduction to Southern Union at Clovis approximates $60,000 annually, under the 
Arizona non-residential classification some $106,000, and under the Arizona irrigation 
schedule some $17,000. 

6* Under the rates hereinabove found just and reasonable revenues from California sales 
significantly exceed those produced under E] Paso’s proposed rates as follows: 


El Paso’s 
Decision rates proposed rates 
Rate Schedule G $22, 929, 600—_D $33, 720, 000—D 
107, 484, 286—-C 90, 831, 791—-C 


Subtotal 180, 413, 886 124, 551, 791 
Rae I I vr cae cictct reticence aamae 496, 733 419, 775 
Rate Schedule G—X-1 52, 597 50, 110 


125, 021, 676 


130, 963, 216 


556-711—64 24 
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Billing Demand and Test Period Adjustments 


Staff proposes (M. Br., p. 27) different billing demands for the California 
companies, only, for the period from April 15, 1955, to December 31, 1955, as 
distinct from billing demands used for the future.” This proposal rests upon a 
Staff witness’ testimony that for the first four months of 1956 daily deliveries 
to the California companies exceeded the 1955 deliveries by more than 110,000 
Mcf without evidence of substantial increase in transmission plant costs. How- 
ever, the witness relates this matter primarily to the lowering of contract deliv- 
ery pressures and makes no changes whatever in annual volumes which pre- 
sumably would be affected by such increased deliveries.“ El Paso’s chief pipe- 
line and compressor design engineer testified, without substantial contradiction 
or impeachment, that the increased deliveries were made by the use of spare 
engines which ordinarily would be kept spare and at the cost of maintenance, 
as well as that the pipeline could not be permanently operated on any such basis. 
Accordingly, Staff’s proposal of a change in the use of billing demands on such a 
basis cannot be accepted. 

As previously stated above in connection with the determination of items of 
cost, Staff objects to the inclusion of certain increases in items which became 
effective beyond the test period and there it is held, in effect, that known and 
definitely ascertainable changes should be included. It was also hereinabove 
observed that the Commission’s authority under Section 4(e) included the power 
to require the refunding of the portion of the increased rates found not justified 
during the period between the expiration of the suspension period and the effec- 
tive date of the rates fixed for the future.” Accordingly, taking into considera- 
tion increases which became effective January 1, 1956, in the employee's retire- 
ment plan, and May 1, 1956, in hospital benefits and a general wage increase, 
as well as the reduction in the Texas production tax effective September 1, 1956, 
and increased amounts for property and payroll taxes, and determining the 
effect of these upon working capital and Federal income taxes, it appears that 
for the period commencing April 15, 1955, when the filed rates were first col- 
lected, and ending May 1, 1956, the net effect of such items on the cost of service 
total some $1,289,308. On the basis of allocation principles hereinabove 
adopted $1,135,358 of this total is allocable to jurisdictional sales. However, El 
Paso’s proposed rates are in a number of instances below the herein “Deter- 
mined Rate” for the zone and classification of service.“ Thus only in the cate- 
gories of Zone 2 residential, non-residential and irrigation rates, and Zone 3 and 
Zone 4 non-residential, and irrigation rates are refunds required in this connec- 
tion, and these only in order of 0.15¢/Mcf for all but the Zone 4 non-residential 
and irrigation rates and 0.2¢/Mcf for the latter, applied in each instance to the 


57 16,860,000 Mcf annual billing demand units April 15, 1955, through December 31, 
1955 ; 18,060,000 Mcf annual billing demand units commencing January 1, 1956. 

58 'This is also in theory somewhat inconsistent with Staff’s basic contention for a “cut- 
off”? with respect to all increases in costs beyond the test period. 

® Citing, Matter of Atlantic Seaboard Corp., et al., (G—1384, 1952), 11 FPC 43, 48—49. 

© Labor: production, $457,058; exploration and development, $15,547; transmission, 
$309,645; sales promotion, $2,505; administrative and general, $190,959. Welfare: 
$30,970; Retirement: $382,353; Tares: payroll, $15,090; ad valorem, $71,758; Return: 
$7,203; Federal income tawes: $7,806; Less: Texas production tax, $201,586; Net: 
$1,289,308. 

& Supra, at pp. 332-333. 
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respective 1955 test year volume.” Similarly, the amount of the refund to be 
made to Southern Union (Clovis) in this same regard is $2,616. 


Excess Capacity Method 


As indicated in the foregoing portions of this decision the excess capacity 
method proposed by Pacific Gas has not been given effect herein. Under the 
excess capacity method, Pacific proposes that capacity (demand) costs, consist- 
ing primarily of fixed charges associated with the physical facilities made neces- 
sary by the capacity requirements of the customers of the system “™ be allocated 
in two parts, first that portion related to system capacity required to deliver 
the volume of gas used in each zone on an annual average capacity or volumetric 
basis and that related to the additional capacity over and above the annual 
average on the basis of excess of peak day requirements over annual average 
requirements.“ The apparent point of the method is to justify the witness’ basis 
of allocation of fixed charges related to alleged capacity requirements to the 
demand component. This method, however reasonable, is in direct conflict with 
the Commission’s prior allocations of capacity or fixed charges 50-50 between 
demand and commodity components and thus cannot be, as it has not been, ac- 
cepted for the purposes of establishing or testing rates in this decision. 


Motions To Set Aside, Reopen and Prohibit 


On December 19, 1957, Southern California Companies filed their (joint) mo- 
tion requesting the Commission to consider whether it would be lawful to permit 
the further charging and collection of the increased rates allowed to go into 
effect on April 15, 1955, in this proceeding, and, if found to be unlawful that 
the Commission issue its order setting aside the submission herein and reopen 
the proceeding for further hearing. 

On December 30, 1957, Pacific Gas filed its motion praying that the Commis- 
sion reopen the proceedings to provide a basis for making the findings of fact 
necessary to determine, allegedly, whether the Commission had jurisdiction to 
make effective the herein proposed rate schedule changes and for related relief. 

So also, on December 17, 1957, the California Commission filed its motion 
requesting that the Commission prohibit further charging and collection herein 
of increased rates by El Paso and that it direct refunds. 

On January 6, 1958, El Paso filed with the Commission its answer to the mo- 
tions of Southern California Companies and the California Commission, accom- 
panied by an affidavit of its President and Chief Executive Officer, and exhibits 
thereto including, among other things, various service agreements with South- 
ern California Companies dated October 1, 1953, Pacific Gas of even date, and 
Nevada Natural dated December 15, 1953. 

The motions attempt to raise the question as to whether an agreement exists 
between purchasers and seller (El Paso) to the proposed rate under the doctrine 


Exh. 1, Sch. 2, sets forth 1955 volumes by Customers and zones and service categories. 
The Zone 4 non-residential category as here referred to includes volumes booked as sold 
under the B—1, B—P-3, and C—1 rate schedules. The volume booked as sold under the 
B-—P-2 rate schedule is, separately, negligible. 

® Principally, depreciation and amortization, property and franchise taxes, return and 
federal income tax, rents and portions of other fixed operating and maintenance expenses. 

* The separation being derived as follows: the first portion resulting from applying to 
system capacity costs the ratio of average demand to peak demand (system load factor, 
i.e. 84%), the other, the balance (Le., 17%), representing capacity required in excess of 
average annual requirements. 
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of Memphis case, the answer a question as to the applicability of that doctrine 
in this case. Southern California Companies state, in effect, that they have, by 
two successive service agreements dated December 16, 1955, and July 1, 1957, 
agreed to the rates herein effective April 15, 1955. Pacific Gas denies that under 
its service agreements (dated also December 16, 1955, and July 1, 1957) it has 
at any time agreed to the level of rates contained in the rate schedules here in- 
volved. The effectually controlling language in the respective service agree- 
ments is substantially the same.” The question, however, is broader than that 
of a legal technicality as to the Commission’s jurisdiction with respect to the 
filing of the proposed change in rate as of the date of the original filing and the 
validity of the Commission’s subsequent order permitting the rate to go into 
effect, for, in fact, over a period of some 20 months money has changed hands 
in relation to payments for gas purchased by El Paso’s customers during the 
period, and further the equities are exceedingly broad where, as here, El Paso 
has been and is engaged in current major construction which proceeded or is 
proceeding for the benefit of the public in El Paso’s various zones upon the basis 
of certain inevitable presuppositions as to rates.” The situation here thus in- 
volves more than just the law of express contract. While the so-called Memphis 
doctrine did not develop from any such evidential set of circumstances, the sub- 
ject motions are understood to lie before the Commission, have not been referred 
to this Examiner, and therefore are not disposed of here. 


Further Findings and Conclusions 


Except as hereinabove to the contrary found and as to adjustments and re- 
funds hereinafter ordered El Paso’s proposed rates in this proceeding are justi- 
fied, just and reasonable and involve no undue preference or advantage to any 
customer or any unreasonable differences between localities or classes of service. 
The rates excepted in the immediately preceding finding have not been shown 
to be just and reasonable or otherwise lawful under the provisions of the Act. 
Proposed findings and the contentions of the proponents inconsistent with the 
findings and conclusions of this decision are herewith denied. 

It is proper to require as hereinafter provided that El Paso shall bear all 
costs incidental to the making of the refunds hereinafter ordered. 


ORDER 


Upon consideration of the record herein, the contentions set forth in the pro- 
posed findings and in the briefs of respective counsel, and for the reasons and 


upon the findings and conclusions set forth in the foregoing portions of this 
decision, of which this order is a part, 


It is by these presents ordered, subject to review by the Commission on appeal, 
or on its own motion, as provided by its Rules of Practice and Procedure, that: 


®& Memphis Light, Gas and Water Division, et al. v. Federal Power Commission, et al. 
250 F. 2d 402, cert. granted February 3, 1958 [Reversed, 358 U.S. 103]. 

‘The rates contained in aforesaid Rate Schedules (ed. G and G—X) on file with said 
Commission and in effect at the time of commencement of service hereunder shall be the 
initial rates to be paid by Buyer to Seller under this Agreement and shall continue until 
the same are changed in accordance with lawful requirements.” 

% See, Matter of El Paso Natural Gas Company, et al. (G—8940, etc., 1955), Opinion 
No. 289. 14 FPC 157, p. 169, as to service to California Companies and others; 
p. 171, as to cost of facilities and the basing of economic feasibility on rates proposed in 
this proceeding which became effective as aforesaid April 15, 1955; and p. 171, as to 
financing. See also proceedings at Docket Nos. G—10499 and G-—11797 involving increased 
service to California customers and others and El Paso’s additional construction related 
thereto, and again the affidavit accompanying El Paso’s answer to subject motions, 
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(A) The increased rates and charges contained in El Paso’s Gas Tariff, Orig- 
inal Volume No. 1, Fifth Revised Sheets Nos. 4 and 6 and Fourth Revised Sheets 
No. 8 (Residential rates for Arizona, New Mexico and Texas, respectively) ; 
Sixth Revised Sheet No. 11 and Second Revised Sheet No. 11A (Non-residential 
rates for Texas and New Mexico, respectively) ; Second Revised Sheet No. 18 
and Fifth Revised Sheet No. 19 (Irrigation rates for Texas and New Mexico, 
respectively) ; First (or second) Revised Sheets Nos. 27-B and 27-E (General 
service and excess gas service rate schedules for California) ; and Third Revised 
Sheet No. 34 (Rate to Nevada Natural), are each hereby allowed as El Paso’s 
rates properly effective for the period April 15, 1955, to December 31, 1957, sub- 
ject to the adjustments provided in Paragraph D hereof, following. 

(B) The increased rates and charges contained in El Paso’s aforesaid Gas 
Tariff Volume Third Revised Sheet No. 36 (Special service, Texas and New 
Mexico, i.e., Clovis), Eighth Revised Sheet No. 10 (Non-residential rate for 
Arizona), Ninth Revised Sheets Nos. 13, 14A and 15 (Rate schedules B-P-2, 
B-P-3, and C-1 for ultimate power plant use in Arizona), and Fourth Revised 
Sheet No. 17 (Irrigation rate for Arizona), and in any other subsequent revisions 
of the same sheets aforesaid effective during the period April 15, 1955, to De- 
cember 31, 1957, be and the same is each hereby disallowed. 

(C) With respect to the rates disallowed in preceding Paragraph (B) of this 
Order the rate of 16.5¢/Mcf in lieu of that provided in Third Revised Sheet No. 
36, and the rate of 26.8¢/Mcf in lieu of that provided in Eighth Revised Sheet 
No. 10 and Ninth Revised Sheets Nos. 13, 14A and 15, and the rate of 24.8¢/Mef in 
lieu of that provided in Fourth Revised Sheet No. 17 shall be used by El Paso 
in complying with the following applicable refund provisions of this Order, 
for the period April 15, 1955, to December 31, 1957, inclusive. 

(D) With respect to items of cost which became effective subsequent to De- 
cember 31, 1955, the end of the test period, there shall be further refunded to 
each appropriate customer of El Paso, in addition to the amounts resulting from 
the application of the adjusted rates provided in Paragraph (C), above, those 
amounts also resulting from an adjustment of 0.15¢/Mcf applied to 1955 test 
year volumes booked for sales under the respective Zone 2 (Texas) residential 
rate schedule and the respective Zone 2 (Texas) and Zone 3 (New Mexico) 
non-residential and irrigation rate schedules and from an adjustment of 0.2¢/ 
Mcf applied to 1955 test year volumes, booked for sales under Zone 4 (Arizona) 
non-residential (B-1, B-P-3 and C-1) and irrigation rate schedules; and there 
shall be refunded to Southern Union (Clovis) the additional amount of $2,616. 

(E) Within forty-five (45) days from the date upon which this Order shall 
become final, El Paso shall refund (a) to customers whose rates are subject 
to the adjustments provided in Paragraph (C), above, with interest at the 
rate of 6% per annum from the date of payment to El Paso to the date of refund, 
the excess of the total amounts charged and collected for sales made April 15, 
1955—December 31, 1957, inclusive over amounts which would have been charged 
for sales to such customers under the rates herein prescribed, and (b) to appro- 
priate customers the amounts provided by application of the adjustments pre- 
scribed in Paragraph (D), above, including Southern Union (Clovis), with 
interest at the same rate of 6%. 

(F) Within sixty (60) days from the date upon which this Order shall be 
come final, El Paso shall report to the Commission in writing and under oath 
the details of its calculations resulting in the refunds ordered pursuant to 
Paragraphs (C) and (D), above, together with copies of releases from its 
customers with respect to all refunds herein ordered. 

Ewrne G. Simpson, 
Presiding Examiner. 
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J. M. HUBER CORPORATION, DOCKET NO. G-13800 
ORDER ISSUING CERTIFIOATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 10, 1959) * 
Syllabus 


1. The “need” to be shown for the sale of natural gas by a producer is different 
from that to be shown for the sale by a pipeline company, since it is neces- 
sary for a pipeline company to constantly replace depleting sources of supply 
when new sources are available. P.339. 

2. Price of 16 cents for gathered but not compressed gas considered not to be out 
of line with certificated prices in the area for wellhead sales. P. 340. 

3. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicant. 

Commissioner Connole not participating. 

Ray W. Richards and Thomas O. Moxcey for J. M. Huber Corp. 

John A. Phillips and James L. White for Colorado Interstate Gas Co. 

Robert L. Russell and E. B. Blackmon for the staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 

On January 19, 1959, the presiding examiner issued his initial decision in this 
proceeding, By his decision, the examiner would deny an application filed by 
J. M. Huber Corporation (Huber), an independent producer, for a certificate 
of public convenience and necessity authorizing the sale of 20,000 Mcf of gas 
per day to Colorado Interstate Gas Company (Colorado Interstate) from the 
West Panhandle Field in Texas. Huber proposed an initial price of 18 cents 
per Mcf. 

The examiner bases his denial of a certificate to Huber on two grounds: first, 
and principally, on the ground that no need on the part of Colorado Interstate 
for the gas has been established; and, second, on the ground that Colorado 
Interstate has not shown that the Commission has certificated the facilities by 
means of which it would receive and transport the gas purchased from Huber. 

As to the proposed initial price, the examiner concluded that although the 18 
cent price agreed upon is higher than any effective price now on file with the 
Commission covering the field sale of natural gas to a pipeline company in the 
West Panhandle Field in Texas, there is no evidence that the price is so unreason- 
able or unfair as to constitute, in and of itself, an impediment to the issuance to 
Huber of a certificate authorizing the sale. 

Exceptions to the examiner’s decision were filed by Huber and by Colorado 
Interstate, which was permitted to intervene in the proceeding. Huber also 
requested oral argument before the Commission. Huber and Colorado argue 
three principal points in their exceptions: (1) that the examiner erred in con- 
cluding that in a producer certificate proceeding there must be a showing of the 
pipeline purchaser’s “need” for the gas in the sense of that word as used by the 
examiner; (2) that the examiner erred in concluding that there was in fact no 
“need” for the gas; and (3) that the examiner erred in conciuding that in a 
producer certificate proceeding it must be shown that the Commission has au- 
thorized the facilities by means of which the pipeline purchaser is to receive 
delivery of the gas. This matter is now before us upon these exceptions. 

On April 14, 1959, Colorado Interstate notified the Commission that Huber 
had Agreed to reduce the price for: this gas by 2 cents-per Mcf. in consideration 





*Initial decision appears on p. 342. 
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of a reduction in delivery pressure from 250 psig to 45 psig, if the Commission 
would issue a certificate on or before April 17, 1959, recognizing these changes. 
On April 15, 1959, the Commission granted Huber temporary authority to deliver 
and sell this gas to Colorado Interstate, subject, however, to the express condi- 
tion that the price for this gas should not be in excess of 16.5 cents per Mcf for 
gas gathered and compressed or 14.5 cents per Mcf for gas gathered but not 
compressed. This authorization was granted without prejudice to the final dis- 
position of Huber’s application in this proceeding. 

Upon consideration of the evidence of record, the parties’ briefs, the examiner’s 
decision and the exceptions thereto, we conclude that the examiner’s decision 
should be reversed, and that a permanent certificate of public convenience 
and necessity should be issued to Huber authorizing the proposed sale to Colo- 
rado Interstate, at a price of 16 cents per Mcf for gas gathered but not 
compressed. 

A complete statement of Huber’s proposed facilities, the facilities necessary 
for Colorado Interstate to receive the gas, the contract between the parties 
dated August 1, 1957, reciting the terms of the sale, and the negotiations of the 
parties relating to the contract is to be found in the examiner’s decision, and to 
avoid repetition is adopted by us here. We also adopt the examiner’s finding 
that by reason of this sale Huber will be engaged in the sale in interstate com- 
merce of natural gas for resale and thus is subject to the jurisdiction of this 
Commission. Likewise, we adopt his finding that the facilities to be constructed 
by Colorado Interstate will be facilities employed in the transportation of 
natural gas in interstate commerce and in the sale in interstate commerce of 
such gas for resale and thus are subject to this Commission’s jurisdiction. 

The examiner concluded that there had been no showing of Colorado Inter- 
state’s need for this gas. The meaning of “need” is not clearly defined in the 
examiner’s decision. However, he refers to the evidence as showing no specific 
market for the gas among Colorado Interstate’s customers, but only that this 
gas would become a part of Colorado Interstate’s general gas supply. He also 
discusses the nature of Colorado Interstate’s market demands in relations to its 
reserves. It thus appears that the examiner would require a showing of the pipe- 
line purchaser’s need for the gas in its broadest aspects. Such a showing of 
need is appropriate and necessary to support an application by a pipeline in a 
pipeline certificate case; but we cannot agree with the examiner that it is either 
appropriate or necessary to support Huber’s application in this producer 
certificate case. 

Because natural gas is a wasting asset, it is necessary that pipeline companies 
replace depleting sources of supply when new supplies are available upon reason- 
able terms and conditions. This is necessary if the pipeline companies are to 
continue operations and meet the requirements of the consuming public de- 
pendent upon them. When, as here, no expansion of the pipeline purchaser’s 
transmission capacity or market obligations is proposed in connection with the 
acquisition of this new supply source, to require a showing of the pipeline pur- 
chaser’s need for gas in its broadest aspects would impose a difficult, if not im- 
possible, burden on the producer applicant. Furthermore, since the large 
majority of producer certificate applications are of this character, the require- 
ment of a broad showing of market need would impede the Commission in 
promptly disposing of such applications. The examiner erred in concluding that 
Huber’s application should be denied for failure to show Colorado Interstate’s 
need for the gas. 

As we have found, the facilities which Colorado Interstate must construct to 
receive and transport the gas to be purchased from Huber are subject to this 
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Commission’s jurisdiction. Colorado Interstate cannot construct or operate 
these facilities without first obtaining a certificate of public convenience and 
necessity under Section 7 of the Natural Gas Act. Yet Colorado Interstate has 
not sought the requisite certificate authorization in this proceeding, nor was any 
reference to any such authorization made of Colorado Interstate in its pleadings 
or during the course of the hearing. Staff counsel stated at the hearing that it 
was his understanding that Colorado Interstate had been authorized to construct 
and operate the needed facilities in Docket No. G-1326. The examiner, however, 
was unable to discover such authorization in the Commission’s orders issued 
in that proceeding. Since these facilities are necessary if Huber is to make the 
sale of gas to Colorado Interstate which it here asks us to certificate, and since 
construction and operation of these facilities by Colorado Interstate cannot be 
undertaken without a certificate of public convenience and necessity from this 
Commission, we shall condition the certificate herein issued to Huber upon issu- 
ance of the required certificate to Colorado Interstate in a new proceeding before 
this Commission under Section 7 of the Act, or upon a showing by Colorado 
Interstate that such facilities have been authorized. 

Turning now to the issue of price and as to whether or not we should deny or 
condition the proposed certificate on the ground that the price is excessive, we 
note that the examiner found that the proposed initial price of 18¢ was higher 
than any other price in the Panhandle field. However, as we have stated above, 
the Commission has been notified that Huber has agreed to reduce the price for 
this gas to 16¢ per Mcf in consideration of a reduction in the delivery pressure, 
and we shall proceed to consider the price in the light of the changed circum- 
stances.which have arisen since the examiner rendered his decision. In this 
connection, we observe that the change in price from 18¢ per Mcf for pressurized 
gas to 16¢ per Mcf for unpressurized gas will result in little difference in cost 
to the ultimate consumer served by Colorado Interstate. 

In his decision, the examiner pointed out that the proposed price also included 
the cost of gathering the gas and that the only testimony as to the cost of such 
gathering was given by a witness of Colorado Interstate who estimated gather- 
ing costs at 4.25¢ per Mcf. The testimony of this witness was supported by an 
exhibit showing the gathering costs of Colorado Interstate in the West Pan- 
handle and other neighboring fields. This exhibit showed that the cost to Colo- 
rado Interstate of gathering gas in the West Panhandle field was 2.71¢ per Mcf. 
We feel, as did the examiner, that the 4.25¢ per Mcf estimate of gatherings cost 
was not fully supported, and we are inclined to believe that a figure of 2.71¢ 
per Mcf would more accurately represent the cost to Huber of gathering gas. 
If this 2.71¢ per Mcf is deducted from the 16.0¢ per Mcf figure, we arrive at a 
wellhead price of 13.29¢ for this unpressurized gas. The examiner noted that 
this Commission has certificated other sales of gas to other pipelines in the 
Panhandle area at 16.5¢ per Mcf. In staff exhibit 61, introduced In the 
Matter of Transwestern Pipeline Company, et al., Docket Nos. G—14871, et al., 
decided this day by the Commission, it appears that we have accepted for 
filing 57 sales in the Texas Panhandle field at prices from 16¢ to 16.99¢ per 
Mcf and that we have accepted 99 filings in this price range in the Oklahoma 
Panhandle and 10 in the Oklahoma Panhandle at the price of 17¢ per Mcf. We 
take administrative notice of the fact that we have certificated many of these sales 
and that the prices for such sales were wellhead prices for the gas and not the 
price of gathered gas. Finally, in the Transwestern case, we have imposed price 
conditions on the producers which permit them to collect up to 17¢ per Mcf for 
gas in the Texas Panhandle. In many instances this 17¢ condition was applicable 
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to wellhead sales of gas. Under these circumstances, we consider the 16¢ price 
of gathered gas not to be out of line. 

The examiner found that the price charged would not trigger any favored- 
nation clauses nor have any other effect upon other contracts under which Colo- 
rado Interstate presently purchases natural gas. He also found that if the 
proposed transaction met the other requirements of public convenience and 
necessity that the price would not in and of itself constitute an impediment 
in the issuance to Huber of a certificate of public convenience and necessity in 
this case. We are of the opinion that his findings in this respect are justified. 





The Commission further finds: 


(1) J. M. Huber Corporation is an independent producer of natural gas and 
will, upon commencement of the sale authorized herein, be engaged in the sale 
of natural gas in interstate commerce for resale for ultimate public consumption, 
subject to the jurisdiction of the Commission, and will, therefore, be a “natural- 
gas company” within the meaning of the Natural Gas Act. 

(2) Colorado Interstate Gas Company is a “natural-gas company” within the 
meaning of the Natural Gas Act and is subject to the provisions of the Act, as 
heretofore found by the Commission. 

(3) The sale of natural gas by Huber to Colorado Interstate, as more fully 
described in the presiding examiner's initial decision and Huber’s application, 
will be made in interstate commerce for resale, subject to the jurisdiction of 
the Commission, and such sale, together with the construction and operation of 
any facilities subject to the jurisdiction of the Commission necessary therefor, 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(4) The facilities which will be used by Colorado Interstate for the purpose 
of receiving natural gas delivered to it by Huber, as more fully described in the 
presiding examiner’s initial decision, will be used to transport natural gas in 
interstate commerce subject to the Commission’s jurisdiction, and such facilities, 
including the construction and operation thereof, are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Huber is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
to the requirements, rules and regulations of the Commission thereunder. 

(6) The proposed sale by Huber, together with the construction and operation 
of any facilities necessary therefor subject to the jurisdiction of the Commis- 
sion, is required by the public convenience and necessity and a certificate there- 
for should be issued to Huber as hereinafter ordered and conditioned. 

(7) The public convenience and necessity require that the certificate herein 
issued to Huber shall be granted upon the express condition that Huber shall 
file a rate schedule with the Commission providing for an initial rate not exceed- 
ing 16 cents per Mcf for gas gathered but not compressed. 

(8) The public convenience and necessity require that the certificate herein 
issued to Huber shall be granted upon the further express condition that Colo- 
rado Interstate shall obtain a certificate of public convenience and necessity for 
the construction and operation of the facilities referred to in Paragraph (4) 
above, or shall show that such facilities have been authorized. 

(9) Exceptions to the presiding examiner’s initial decision, to the extent not 
granted, should be denied, as should Huber’s motion for oral argument before 
the Commission. 

(10) Except as hereinabove found with respect to specific findings made by 
the presiding examiner, the initial decision issued herein on January 19, 1959, 
should not be adopted. 
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The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to J. M. 
Huber Corporation upon the terms and conditions of this order authorizing the 
sale by Huber of natural gas in interstate commerce for resale, together with 
the construction and operation of any facilities, subject to the jurisdiction of the 
Commission, used in making the sale, as hereinbefore referred to and as more 
fully described in Huber’s application. 

(B) The certificate issued herein is granted upon the express condition that 
Huber shall file a rate schedule with the Commission within 30 days from the 
issuance of this order providing for an initial rate not exceeding 16 cents per 
Mcf for gas gathered but not compressed. 

(C) The certificate issued herein is granted upon the further express condi- 
tion that Colorado Interstate shall obtain a certificate of public convenience and 
necessity for the construction and operation of the facilities referred to in Para- 
graph (4) above, or shall show that such facilities have been authorized. 

(D) The certificate issued herein shall be accepted in writing and under oath 
by a responsible official of Huber within 30 days from the issuance of this order, 
pursuant to paragraph (a) of Section 157.20 of the Commission’s Regulations 
Under the Natural Gas Act. 

(E) The certificate issued herein is not transferable and shall be effective 
only so long as Huber continues the acts or operations hereby authorized in 
accordance with the provisions of the Act, and the applicable rules, regulations 
and orders of the Commission. 

(F) The grant of the certificate herein to Huber shall not be construed as a 
waiver of the requirements of Section 4 of the Act, or of Section 154 of the 
Commission’s Regulations thereunder, requiring the filing of rate schedules for 
the service herein authorized, and is without prejudice to any findings or orders 
which have been or may hereafter be made by the Commission in any proceed- 
ing now pending or hereafter instituted against Huber. Further, any action 
taken in this proceeding shall not foreclose or prejudice any future proceedings 
or objection relating to the operation of any price or related provision in the 
contract herein involved. 

(G) Exceptions to the presiding examiner’s initial decision, to the extent not 
granted, and Huber’s motion for oral argument before the Commission are 
hereby denied. 

(H) Consistent with the foregoing, and except as hereinabove found with re- 
spect to specific findings made by the presiding examiner, the initial decision 
issued herein on January 19, 1959, is not adopted. 

Commissioner Hussey concurring in result. 


DECISION 


UPON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued January 19, 1959) 


Mars, Presiding Examiner: On November 25, 1957, J. M. Huber Corporation 
(Huber) filed an application for a certificate of public convenience and necessity 
authorizing the delivery and sale of natural gas to Colorado Interstate Gas 
Company (Colorado) pursuant to a gas sales contract dated August 1, 1957. 
Although the application recites that Huber had been informed and believed 
that the gas which it proposed to sell and deliver to Colorado would be trans- 
ported by Colorado through the latter’s interstate transmission lines for resale, 
the filing was under protest for the reason that Huber believed that the delivery 
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and sale of gas under the contract was to be made during “production and 
gathering” and was therefore, exempt from the jurisdiction of the Commis- 
sion by the provisions of the Natural Gas Act and further that Huber was not 
a “natural-gas company” within the jurisdiction of the Commission. 

Pursuant to requests contained in a letter from the Commission dated January 
14, 1958, Huber, on March 3, 1958, filed a supplement to the application above 
described. In response to further comments and requests by the Commission, 
Huber, on June 16, 1958, filed a second supplement to the application first above 
described. 

A notice of application and date of hearing issued by the Secretary of the 
Commission on August 20, 1958, set the matter down for hearing on October 21, 
1958. A notice of postponement of the hearing issued on October 15, 1958, post- 
poned the hearing to November 20, 1958. 

The notice of hearing provided, among other things, that protests or petitions 
to intervene might be filed on or before September 26, 1958. On the latter date 
A petition to intervene in support of Huber’s application was filed by Colorado.* 

No petitions to intervene in opposition and no protests to the granting of the 
authorization sought have been filed. 

Pursuant to the notice of postponement above referred to, on November 20, 
1958, the matter came on for hearing and, after a brief recess, was concluded 
on December 3, 1958. Thereafter, on’ Deeember 11, 1958, pursuant to the per- 
mission granted by the Presiding Examiner, Huber filed a further amendment 
to its application which amendment was intended to, and does, conform the appli- 
cation to the evidence adduced at the hearing. 

Briefs were filed and the matter is now ready for decision. 

In his brief, Staff counsel raises the question whether the proposed service, 
sale, construction, and operation are, or will be, required by the present or 
future public convenience and necessity in the light of (1) the initial price pro- 
posed to be charged by Huber therefor, and (2) Colorado’s present available 
supplies of natural gas. 

It is the desire of the applicant and of the intervener that action be taken 
by the Commission with respect to the authorization sought. Consequently, the 
burden of proof is upon those parties. Stated another way, there rests upon 
them the burden of persuasion “beyond the doubting point as to the truth of the 
propositions prerequisite to [such] action.” (Wigmore on evidence, 3d edition, 
Vol. IX, p. 272.) 

Huber is a New Jersey corporation with a principal place of business at 
Borger, Texas. The corporation is authorized to do business in 28 states and 
the District of Columbia. The application reveals that Huber owns in the West 
Panhandle Field of Texas, among other things, a gas gathering system which it 
operates for the purpose of gathering natural gas and casinghead gas and 
delivering it to Huber’s natural gasoline plant, and from thence to Huber’s 
nearby carbon black plants just west of the city of Borger, Texas. The gas so 
gathered, processed, and transported is produced principally from leases and 
fee properties owned by Huber, but a portion of it is purchased by Huber from 
other producers. 

Huber proposes herein to construct pipeline facilities which will enable it to 
transport dry and casinghead gas produced from its own wells and leases in the 
immediate area to a central point near its gasoline plant where all of such gas 
would be commingled. The gas would flow from that point into a compressor 
station, also to be constructed nearby, and the delivery of the gas pursuant to 


2 Intervention by Colorado was permitted by order issued October 13, 1958. 
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the contract above referred to would be made to Colorado at the discharge side of 
such compressor station. At this point, the evidence shows, the gas will have 
been gathered and the sale and delivery will here take place. 

In order to receive and transport the gas so purchased, it would be necessary 
for Colorado to construct and operate seven miles of 16 or 20 inch pipeline’ and a 
meter station. This line would extend from the point of delivery to Colorado’s 
Sanford compressor station. Gas presently being purchased by Colorado from 
Phillips Petroleum Company (Phillips) and United Carbon Company (United) 
is now flowing into and through Colorado’s Sanford station. 

As the Commission found in an order issued on June 5, 1945, in Docket No. G— 
294, 4 FPC 936, and in orders issued subsequently thereto, Colorado owns and op- 
erates among other facilities, a natural gas transmission pipeline extending from 
a point near Clayton, New Mexico, to Denver, Colorado, with branch transmission 
lines extending therefrom. Among them are several pipelines, varying from 16 
to 24 inches in diameter, which extend from its Sanford station to an inter- 
connection with the interstate transmission system of Natural Gas Pipe Line 
Company, a distance of four of five miles. 

It is clear from the evidence that gas produced by Huber and which would 
be sold and delivered to Colorado under the contract of August 1, 1957, would 
flow continuously and uninterruptedly through the facilities of Huber, Colorado, 
and Natural Gas Pipe Line Company, out of the state in which it is produced 
to points outside thereof. Thus, Huber would be engaged in the sale in inter- 
state commerce of natural gas for resale and subject to the jurisdiction of the 
Federal Power Commission. 

Similarly, the facilities which would be constructed by Colorado would be 
facilities employed in the transportation of natural gas in interstate commerce 
and the sale in interstate commerce of such gas for resale and thus subject to 
the jurisdiction of Federal Power Commission. 

The contract of August 1, 1957, referred to above, recites that seller is dedi- 
cating for the term prescribed to the performance thereof all of seller’s interests 
in the gas contracts, leases, gas rights and casinghead gas which can be com- 
mercially produced from such leases, except 17,000 Mcf a day for the manufacture 
of carbon black, and for minor quantities for other purposes. The point of de- 
livery of the gas would be at a mutually agreeable point at the outlet of seller’s 
gasoline plant and delivery would be at a pressure sufficient to enter Colorado’s 
facilities at the point of delivery up to but not to exceed 250 pounds psig. The 
gas would have a heating value of not less than 970 British thermal units. 

Commencing with the date of initial delivery and continuing through December 
31, 1963, seller would deliver, and the buyer would take, an average daily quantity 
of 20,000 Mcf of natural gas a day. The amount to be delivered would be so 
related to the total produced from the “dedicated” acreage that seller might 
reduce the deliveries in the second and subsequent five-year periods. 

The contract provides for a “base price” of 18 cents through December 31, 
1963, 19 cents from January 1, 1964, to December 31, 1968, 20 cents from January 
1, 1969, to December 31, 1973, and 21 cents from January 1, 1974, to December 
31,1978. Thereafter payment would be made on the basis of “fair market price.” 

The negotiations relating to the contract were initiated by Colorado’s man- 
ager of gas contracts who has the responsibility “to keep abreast of the company’s 
general gas supply and market demand situation” and for the negotiation, prepa- 
ration and administration of all contracts covering the purchase of gas,” who 
testified at the hearing. In contact with: applicant’s: representative upon an- 


2 The decision as to which has not yet been made. Infra, p. 349. 
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other matter, this witness inquired as to the possibility that Huber might 
discontinue the manufacture of carbon black and instead sell the gas presently 
used for that purpose to Colorado. The witness then informed applicant’s 
representative that Colorado was currently paying Phillips Petroleum Company 
(Phillips) and United Carbon Company (United) 15 cents for residue gas in 
the vicinity of Colorado’s Sanford station, and that the price to those producers 
would escalate to 16 cents on January 1, 1957. 

Numerous conversations between them on the subject were held prior to Janu- 
ary 21, 1957. On the later date, Huber’s representative wrote Colorado that 
until there was some clarification with regard to the Federal Power Commis- 
sion’s controls over price and dedication, Huber would not be willing to sell to 
Colorado its entire natural gas reserves. He said they would, however, sell to 
Colorado 10,000 Mcf a day and would consider selling the gas in place subject 
to the right to remove the hydro carbons. Further negotiations continued. The 
sale of reserves in place was eliminated from consideration because of compli- 
cations. Finally, the evidence shows that Colorado made an offer to buy 20,000 
Mcf per day and agreed to pay 16 cents per Mcf for sour gas at 45 psig. The 
price was increased to 18 cents as compensation that the gas be delivered at 
250 psig instead. This proposal by Colorado was accepted and the contract of 
August 1 resulted. 

It is clear from the evidence that the negotiations relating to this contract 
were at arms-length. It is also clear that neither the price proposed by Colorado 
nor the price accepted by Huber was arrived at by either of them on the basis 
of cost. 

In a letter dated August 20, 1958, the Acting Secretary of the Commission, by 
direction of the Commission, requested that J. M. Huber Corporation and/or 
Colorado Interstate Gas Company be prepared to introduce in evidence at the 
hearing herein certain information regarding rates. That data was to include 
(1) the current level of prices paid by Colorado in the West Panhandle and 
other fields in the same general area; (2) the provisions contained in other con- 
tracts generally comparable to the contract with Huber; (3) the quality of nat- 
ural gas proposed to be sold as compared to the quality sold under other con- 
tracts; (4) comparable delivery conditions; (5) the effect of the price proposed 
to be charged on Colorado’s other contracts; and (6) “any cost information 
which either Colorado Interstate or J. M. Huber desire te submit together with 
an explanation or reasons why the price Colorado Interstate proposes to pay 
varies from the prices Colorado Interstate is currently paying for natural gas 
being purchased in the West Panhandle Field and in the same general area.” 

The data adduced in evidence in response to such request shows that Colorado 
has contracts for the purchase of gas in the West Panhandle Field the contract 
price of which ranges from 12 to 15 cents per Mcf. It shows that the actual 
price paid ranges from 9.01 cents to 16.15 cents per Mcf. Various contracts in 
the Keyes Field call for a price of 15 cents and the evidence shows that 12.45 
cents is being paid. Similarly, various contracts in the Mocane Field contain a 
price of 15 cents per Mcf, while the price paid is 16.56 cents per Mcf. 

Other data similarly submitted shows that Colorado has residue gas purchase 
contracts in the West Panhandle Field with Phillips Petroleum Company and 
United Carbon Company. The contract with Phillips is for an average of 40,000 
Mcf per day (plus or minus 1 percent on an annual basis) while the contract 
with Huber requires the delivery of 20,000 Mcf per day. In the Phillips con- 
tract the daily minimum is not specified and the daily maximum is 45,000 Mcf. 
In the Huber contract the daily minimum is 75 percent and the daily maximum 
125 percent of the daily average. 
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Under the Phillips contract the delivery pressure is 75 psig, under the United 
Carbon contract not less than 25 psia, and under the Huber contract up to 250 
psig. In each instance the delivery point is at the processing plant of the 
seller. 

The current (January 1, 1957, to January 1, 1960) unit price under the Phil- 
lips contract is 16 cents, the current (January 5, 1959, to January 4, 1964) price 
under the United Carbon contract is 16 cents. The current (from date of de- 
livery to December 31, 1963) price under the Huber contract would be 18 cents. 
The gas which Huber proposes to sell to Colorado is sour, that which Colorado 
buys from United Carbon is both sweet and sour, and the evidence seems to 
indicate that the gas Colorado buys from Phillips is also sour. There are minor 
differences between the contracts with respect to tax reimbursement provisions. 

A witness for the intervener pointed out that Colorado is purchasing small 
quantities of gas at the wellhead from scattered wells under contracts specify- 
ing a price of 12 cents per Mcf at wellhead pressure, about 75 pounds psig. “We 
consider,” the witness said, “that our average cost of gathering gas from the 
wellhead under purchase contracts is approximately 4.25 cents per Mcf.” Thus, 
in those instances, the cost of gas at this low pressure becomes 16.25 cents per 
Mcf “at a central point” in the field. 

Without additional compression, the Huber gas delivered at the central point 
would be at about 50 psig. A study by Colorado’s witness indicated that the 
cost of compressing 20,000 Mcf of gas from 50 pounds to 250 pounds would be 2 
cents per Mcf. 

The evidence adduced by the Staff showed that on March 25, 1958, in a letter 
from the Commission to Huber there appeared the statement that “examination 
of information contained in the Commission's files indicates that this rate is 
higher than any effective rate now on file covering the field sale of natural gas 
to a pipeline company for resale in interstate commerce * in the West Panhandle 
Field.” At the hearing, the Staff undertook to provide evidence showing the 
prevailing rates now being charged in the sales of natural gas in interstate 
commerce. in the West Panhandle. Field and how much higher the rate proposed 
to be charged by Huber herein is than those existing rates. The evidence thus 
adduced shows that average prices paid by pipeline companies for gas purchased 
in the Texas Panhandle area in the year 1957 (taken from the annual reports 
of pipeline companies filed with this Commission) ranged from 15.4 cents to 3.6 
cents per Mcf and the average price paid for all field purchases was 11.3 cents 
per Mecf. This data does not reveal the differences in quality, points of delivery, 
delivery pressure and that type of informition. 

A summarization of certain data from rate schedules on file with the Com- 
mission as of September 15, 1958, and available to the Staff witness, covering 
gas sales in the Texas Railroad Commission’s District No. 10 (26 counties coy- 
ering the so-called Texas Panhandle) shows that the highest price being paid 
to producers in this area by Colorado Interstate is 15 cents per Mcf plus tax 
reimbursement. The highest price being paid for natural gas under any such 
rate schedules in the Texas Panhandle area is 16.5 cents per Mcf and these 
sales are at higher delivery pressures. 

Cross examination by Staff counsel of Colorado’s witness disclosed that the 
figure of 4.25 cents per Mcf used by him as the average cost of gathering gas 
from the wellhead in the Panhandle Field was not based upon Colorado’s actual 
cost experience in that field. This was because, the witness said, except for a 


*Colorado’s witness testified that he knew of a sale being made currently in Beaver 
County, Oklahoma, to El Paso Natural Gas Company at 22 cents per Mef at the wellhead, 
but this is an intrastate sale. 
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minor part, the gas purchased in that field is purchased not at the wellhead but 
at a central point. The figures with respect to the cost of gathering purchased 
gas in the Panhandle Field show 2.71 cents per Mcf. Comparatively the 4.25 
cents cost would deliver the gas to the outlet side of Colorado’s Sanford sta- 
tion, whereas the Huber gas will be received 7 miles upstream from that point. 
As a consequence, the figure adopted as gathering cost was based primarily 
upon Colorado’s purchases in the Keyes and Mocane-LaVerne areas in Oklahoma 
and the Greenwood, and Adams Ranch fields in Kansas. The figures thus de- 
veloped are not refined costs but are used simply for evaluation purposes in con- 
nection with the purchase of new gas. “We use this,” the witness said, “merely 
as a yardstick in determining whether a deal is in the ballpark or not, in pre- 
liminary negotiations.” For such a use these are clearly conservative figures as 
is demonstrated by the use of a 614 percent rate of return. 

The witness also testified that the figure of 2 cents taken as the cost of 
compression is, too, “only a yardstick that we looked at in preliminary negotia- 
tions of the contract.” 

In response to the Commission's request for any cost information which either 
Colorado Interstate or J. M. Huber “desire to submit,” a witness for Huber 
testified that it is impossible, as a practical matter, to submit such cost informa- 
tion for the reasons that Huber’s principal business is the manufacture and 
marketing of carbon black, commercial clays, printing inks, and chemicals and 
in the operation of timberlands. The oil and gas operations are incidental to 
the company’s main purposes. As a result, Huber’s carbon black gas gathering 
system has been treated as part of its carbon black operations. For the year 
1956, for example, Huber’s gross income from gas sales under the Commission’s 
regulations covering independent producers constituted only between 3% and 
4 percent of the company’s total income. The sales over which the Commission 
has declared jurisdiction constituted for the same year less than % of the com- 
pany’s total gas sales. The company is exempt under the Commission Order 
No. 174 series from comprehensive accounting and reporting. Any attempt, the 
witness said, to identify costs properly attributable to the sales of gas would 
create a number of major problems. 

Colorado has only one contract which might be effected by the price herein 
proposed to be paid. The evidence is that because of the difference in the pro- 
posed delivery pressure, the “first party-favored nation clause” contained in that 
other contract would not be “triggered.” 

It must be concluded that the price agreed upon in the contract of August 1, 
1958, is higher, although—taking into account the delivery pressure and point 
of delivery—not much higher, than any effective rate now on file with the Com- 
mission covering the field sale of natural gas to a pipeline company for resale 
in interstate commerce in the West Panhandle Field of Texas. It does not appear 
that the price here under consideration will have any effect upon other contracts 
under which Colorado presently purchases natural gas. 

Thus, there is no evidence here that the price fixed in the contract of August 
1, 1957, is so unreasonable or unfair as to constitute, in and of itself, an im- 
pediment to the issuance to Huber of a certificate of public convenience and 
necessity for such sale. If, therefore, it could be found that otherwise the 
proposed transaction would be required by the present or future public conven- 
ience and necessity, the existence of the differential indicated would not vitiate 
or render improper, such a finding. This conclusion is consistent with that 
reached by this examiner in his initial decision in Docket No. G—14836 issued 
November 21, 1958. In that connection, however, it is well to point out that by 
letter to the applicant dated December 18, 1958, the Commission issued notice 
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that it was initiating review of such decision, and no action has been taken 
thereon subsequently thereto. 

The question as to Colorado’s need for the gas raises more serious issues. 

The testimony reveals that informally Staff members requested Colorado 
Interstate to answer the following questions: 

1. Where will Colorado Interstate dispose of this additional supply of gas 
along with its present available supply? 

2. Is this gas acquired because Colorado’s reserves are low? 

3. Is Colorado taking all it can from the Panhandle area under present con- 
tracts and lease rights? 

The evidence shows that the gas which Huber would sell to Colorado would 
not be earmarked by the latter for a particular customer or use but simply would 
become a part of Colorado’s general gas supply. 

In reply to the second question, Colorado’s witness testified that “our reserves 
are not low at this time and we intend that they shall not become low in the 
future.” The witness referred to an order issued by the Commission on February 
21, 1952, in Docket No. G-—1677, 11 FPC 821, in which the Commission pro- 
hibited the applicant from attaching new or additional firm or interruptible 
customers without an order from the Commission permitting it to do so. It ap- 
pears that as a result of such restriction, Colorado initiated an aggressive gas 
purchase program and was able to acquire during the period 1953 through 1956 
substantial additional quantities of gas. The witness went on to say that 
actually, Colorado obtained more gas reserves than was anticipated in several 
fields. 

Colorado presently has an indicated supply of gas for more than 20 years. 
The witness stated that: 

Our reserve situation at the moment should be viewed in the light of our 
proposed Utah project which was filed on November 7, 1958. The most ac- 
curate way to appraise our reserve situation is by comparing it with our 
reserve situation under the Beatrice project. The following tabulation 
shows the remaining recoverable reserves as estimated by Ralph E. Davis 
Associates as of January 1, 1958. These are total reserves controlled by 
Colorado Interstate as of January 1, 1958, and available to its markets. 
Volumes are given in Mcf at 1465 psia. 



















Reserves 
(a) Reserves under Beatrice project-____.___.__--._---_--_ 8, 692, 975 
(b) Remaining reserves available for Utah project__.__._____ 7, 355, 353 





By the fourth year of operation under each of these two projects our market 
requirements would have stabilized. 

The following table shows the reserve life index under both projects based 
on stabilized market requirements: 










Beatrice Utah 

project project 

Fourth year annual requirements (Mmcf)--~------- 326, 653 299, 600 
Renstve Mie imiet (eRe ee 26. 6 24. 6 


The exact nature and status of the “Utah Project’? does not appear in this 
record but Colorado’s witness conceded that if the certification sought in that 
application were not forthcoming, Colorado’s reserves will have a life expectancy 
greater than that shown. 

In addition to the inferences which may be drawn from the foregoing, it 
appears to be contended that the proposed purchase of Huber gas by Colorado 
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would act as a replacement of a similar volume of gas under the contract with 
Phillips which, under its terms, would terminate December 31, 1959. 

Colorado’s witness testified that he knew of no other undedicated source of 
gas which would be available to Colorado in the event the Huber sale was not 
authorized other than by way of an extension of the term of the purchase from 
Phillips. 

The testimony further shows that Colorado has obtained two substantial 
temporary gas sales. At the present time Colorado’s delivery under those sales 
is 100,000 Mcf a day to Panhandle Eastern Pipe Line Company and 125,000 
per day to El Paso Natural Gas Company. When asked whether, since 1953 up 
to the present date, Colorado had been able to take on or up to its allowables 
in the Panhandle Field, Colorado’s witness testified that he did not know. 
When asked a similar question with respect to the Hugoton Field he testified 
that Colorado had not taken the allowables which were assigned, despite the 
fact that such volumes of gas were available to Colorado. 

Evidence submitted by the Staff of the Commission shows that for a period 
of time prior to July 1955, Colorado had consistently used from its own produc- 
tion more gas than the volumes allowed by the Kansas Commission. Colorado 
then began to accumulate under produced volumes of gas and this trend has 
existed up to the last available reports. As of July 1958, this cumulative under- 
age amounted to 7,176,656 Mcf, and at that time the trend continued upward. 

On cross examination, the Staff witness testified that he had reached the 
conclusion that because of the cumulative underage Colorado did not need the 
gas which would be available under the Huber contract. 

The record discloses that the Texas Railroad Commission assigns allowables 
which are determined from the nominations of the purchasing companies. It 
would appear that under that formula there would be “underages” only in those 
instances in which there was an overestimation of requirements in settling 
upon the nomination. 

The Kansas Commission, however, does not follow the same procedure. It 
has, the testimony shows, several methods of “fixing allowables,” none of which 
are “tied to market demand.” 

Colorado questions the validity of the Kansas allowables and also contends 
that there is no showing that Colorado has the physical facilities installed to 
produce the underages that have accumulated since 1956. Both contentions are 
believed to be beside the point. The fact remains that Colorado has not seen fit 
to take the volumes of gas which it is entitled to take and in the absence of 
some explanation of that condition it is concluded that Colorado has no need 
for that additional gas. 

Colorado may have correctly interpreted the prohibition contained in the 
Commission’s order of February 21, 1952, in Docket No. G-1677 (supra, p. 348) 
as a finding that the intervener was then short of gas to meet a critical need 
for then existing customer requirements, and the acquisition of additional sup- 
plies to meet that need was commendable. But, as Colorado’s own evidence 
shows the intervener was able to acquire the needed additional reserves and in 
fact, obtained “more gas reserves than was anticipated in several fields.” The 
condition which existed in 1952 and 1953 is of no use in the determination of 
the present situation. 

The suggestion that Colorado’s reserve situation should be viewed in the 
light of the Utah project is not helpful in the determination of the need for 
the Huber gas. Neither are the figures as to the reserves under the Beatrice 
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and Utah projects. The data with respect to those projects and the resultant 
demands on Colorado’s system are not in this record and this examiner is 
unable to appraise Colorado’s gas requirements at present or for the future 
upon the basis of what has been submitted here. 

It is contended that this gas would replace, to the extent of 20,000 Mcf a day 
the gas now being received from Phillips under a contract which terminates 
by its terms on December 31, 1959. However, it is assumed that the service 
thus rendered by Phillips cannot be terminated without the permission and 
approval of this Commission first had and obtained after a finding that the 
available supply of natural gas is depleted to the extent that the continuance 
of the service is unwarranted or that the present or future public convenience 
or necessity permit such abandonment. To conclude now that the Commission 
will permit the abandonment of the service by Phillips to Colorado would be 
premature and unrealistic. 

There is still another point which deserves consideration. It has already 
been concluded that the facilities which Colorado would have to construct and 
operate * would be facilities employed in the transportation of natural gas in 
interstate commerce and the sales of such gas for resale and thus subject to 
the jurisdiction of this Commission. But Colorado has not sought in this pro- 
ceeding the authorization requisite therefor. In fact, no reference to any such 
authorization was made by Colorado in its pleadings or during the course 
of the hearing. When the question was raised at the hearing by the Presiding 
Examiner, Staff counsel stated it to be his understanding that Colorado had 
been authorized to construct and operate the needed facilities in Docket No. 
G—13826. 

That proceeding was upon the joint application filed by Colorado and Canadian 
River Gas Company for certificates of public convenience and necessity author- 
izing the construction and operation of certain facilities subject to the juris- 
diction of the Commission. An order issued on July 20, 1950, granted the 
authorization sought (9 FPC 969). That order provided, further, that the 
construction of the projects involved was to commence within 6 months of the 
date of the issuance of the order and they were to be completed within 1 year 
from the date of such order. Upon further consideration, the Commission, on 
February 28, 1951, issued another order in the same proceeding which, in turn, 
required that commencement of construction be begun within 6 months of the 
date thereof and completed within a year after such date.® 

This examiner is unable to find in either of the above-referred to orders the 
authorization here believed to be needed. He has not examined the application 
there under consideration, nor the record made in the hearing thereon, nor does 
he believe it to be his responsibility to make such a search. If Colorado is relying 
upon the authorization granted in Docket No. G-1326 that intervener should have 
made it clear on the record. 


ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record herein, the evidence adduced and the 
briefs filed, it is found and concluded, in addition to the findings and conclusions 
hereinabove set out that: 

(1) The proposed service, sale, operation and construction are not, and will 
not be, required by the present or future public convenience and necessity. 


*Colorado’s witness testified that he did not know whether the design of these facilities 
“had been finalized.” The engineers, he thought, were considering a 16 or possibly a 20- 
inch line. 

510 FPC 778. 














FEDERAL POWER COMMISSION 351 


ORDER 


Wherefore, it is ordered, subject to review by the Commission upon exceptions 
filed or upon its own motion, as provided in its Rules of Practice and Procedure, 
that: 

(A) The authorization sought herein by J. M. Huber Corporation be, and the 
same is, herewith denied without prejudice. 

Epwarp B. MARsH, 
Presiding Examiner. 


SUN OIL COMPANY, DOCKET NO. G-15122; UNITED GAS PIPE LINE 
COMPANY, DOCKET NO. G-15123 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFYING 
AND ADOPTING INITIAL DECISION OF THE PRESIDING EXAMINER 


(Issued August 10, 1959) * 
Syllabus 


1. Commission approves proposed initial producer price, after finding that the 
price is not out of line with other prices in the area, on a comparative basis, 
and that the requirements laid down by the Supreme Court in its Catco 
opinion have been metin thiscase. P. 353. 

2. Section 157.20 of the Commission’s Regulations does not apply to independent 
producers. P. 354. 

8. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 

Commissioner Connole not participating. 


Martin A. Row, Joiner Cartwright, Herf M. Weinert, and Robert E. May, for 
Sun Oil Co. 

W. O. Crain, C. Huffman Lewis, and Vernon W. Woods, for United Gas Pipe 
Line Co. 


J. David Mann, Jr., and John #. Holtzinger, Jr., for United Gas Improve- 
ment Co. 

Kent H. Brown, Barbara M. Suchow, and Charles J. Coz, for the Public Service 
Commission of the State of New York. 

Paul B. Walter for the staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 

On March 3, 1959, the presiding examiner issued an initial decision in the 
above-entitled proceedings by which he would grant a certificate of public con- 
venience and necessity under Section 7(e) of the Natural Gas Act to Sun Oil 
Company (Sun) authorizing it to render sales of natural gas to United Gas 
Pipe Line Company (United). Sun would produce the gas from the Belle Isle 
Field in St. Mary Parish, Louisiana. The initial price for the proposed sale 
is 21.5 cents per Mcf, without tax reimbursement. The examiner would also 
authorize United to construct and operate facilities estimated to cost $1,176,175 
to receive the gas purchased from Sun. 

Exceptions to the examiner’s decision were filed by United Gas Improvement 
Company (UGI), a distributing company which sells gas in Philadelphia and 
vicinity ; by the Public Service Commission of the State of New York; by Sun; 
and by staff counsel. 

In its exceptions, UGI requests that final action on the applications in this 


*Initial decision appears on p. 355. Rehearing denied by order issued October 7, 1959. 
infra p. 654. Set aside, U.G.I. vy. F.P.C., 290 F. 24 1383 (CA5; 1961). Cert. den. Sun Oil 


Co. v. U.G.I., 368 U.S. 823 (1961). 
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case be withheld until decision is reached by the Supreme Court in Atlantic 
Refining Cv. v. Public Service Commission of the State of New York (the Catco 
case), and by the Court of Appeals for the Third Circuit in United Gas Improve- 
ment Co. v. F.P.C., taking the position that here as there the facts do not sup- 
port the initial price proposed, and that Sun’s sales proposed herein should be 
treated in the same manner that the sales in the Court cases cited are permitted 
or required to be treated. 

Further, UGI contends that the examiner erred in concluding that the burden 
of proof is upon UGI to establish the reasonableness of its request for the 
attachment of a condition to the producer certificate reducing the initial price; 
in concluding that the Commission has no power to modify an initial price 
except under the rate provisions of the Natural Gas Act; and in concluding 
that the initial price proposed herein does not establish a new ceiling price for 
natural gas in this area. Also, UGI argues that the examiner’s language that 
United’s cost of gas will only increase its overall system cost by less than one- 
tenth of one cent per Mcf carries a misleading implication that the impact 
of this increase is small; and also contends that he erred in concluding that the 
Commission will consider the reasonableness of the producer price in subsequent 
proceedings involving the reasonableness of United’s rates. The New York 
Commission, which takes the position that there is no substantial evidence to 
support the proposed producer price, advances generally the same contentions, 
and the exceptions of both these parties shall be considered together. 

We conclude, as more fully appears below, that with certain modifications 
the presiding examiner’s initial decision should be adopted by the Commission. 
We also conclude that the exceptions of UGI and the New York Commission 
should be denied, and those of Sun and staff counsel allowed. 

Decisions have now been handed down in the Catco case, 360 U.S. 378, 79 Sup. 
Ct. 1246 (June 22, 1959), and the United Gas Improvement Company case, Nos. 
12797 and 12805 (CA 3, August 4, 1959), 269 F. 2d 865. 

Our understanding of the requirements of the Supreme Court’s Catco opinion 
we stated in our Opinion No. 325 and accompanying order issued August 7, 
1959, in Matters of South Georgia Natural Gas Company, Docket Nos. G-9892, 
et al. See also our opinions in the Teras Gas Transmission Corporation case, 
G-17335, et al., and the Transwestern Pipeline Company case, G-14871, et al. 
Summarizing briefly, under the Catco case the producer’s proposed initial price 
must be supported by substantial evidence establishing that the price is required 
by the public convenience and necessity and is in the public interest; and that 
although the Commission should consider all the factors, price is an element of 
prime importance which the Commission should scrutinize closely with a view 
to protecting the consumer. The Court further indicated what evidence might 
or should appropriately be adduced to support the proposed price, and what 
circumstances justified the attachment of an initial price condition. Such 
evidence includes evidence of whether the proposed price is “out of line”; 
whether it would result in triggering of general price rises or an increase in the 
applicant’s existing rates by reason of “favored nation” clauses or otherwise; 
evidence of comparisons with the existing cost of gas to the purchaser; evi- 
dence of whether the proposed producer price would lead to an increase in the 
rates of the purchaser; evidence of a public need for the gas; and evidence 
respecting the other matters discussed by the Court in its opinion. 

In addition, it appears from the Court’s opinion that producer certificate 
proceedings need not necessarily assume the character of rate proceedings 
under Section 4 or 5 of the Act, the Court stating at 79 Sup. Ct., p. 1255, 
that “Section 7 procedures in such situations [involving the attachment of price 
conditions] thus act to hold the line awaiting adjudication of a just and rea- 
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sonable rate.” Finally, it seems clear from the opinion that if a record sus- 
taining the proposed initial price is not made, the certificate must be denied 
or conditioned, as the facts require, and that therefore it is the applicant 
which at least runs the risk of failing to substantiate the proposed price. 

In applying the Catco opinion, the Third Circuit Court of Appeals in the 
United Gas Improvement Company case cited above upheld our opinion cer- 
tificating producer sales without price conditions, concluding that on the facts 
there before it, the Commission did not err in the balancing of the weight it 
accorded the various factors of public convenience and necessity. 

Turning to the record before us, we conclude that the requirements laid 
down by the Supreme Court in its Catco opinion have been met in this case. 
In our opinion, the evidence substantially establishes that the proposed initial 
price for Sun’s sale is in the public interest, and the proposed sale required 
by the public convenience and necessity. To us, it is clear that there is no 
warrant or justification for the attachment of any initial price condition in 
this case. 

Considering whether the price is out of line under Catco, the facts support 
the conclusion that Sun’s price is not out of line on a comparative basis. Much 
south Louisiana gas is today being sold at 21.5 cents per Mcf plus tax reimburse- 
ment. Other companies, including Southern Naturai, Hope Natural Gas Com- 
pany, Gulf Interstate, and American Louisiana, all compete for gas in this 
general area, and a number of 21.5-cent contracts have been executed. Indeed, 
Sun had other offers for this very same gas, including at least one firm offer 
at virtually the same price offered by United. 

Although UGI and the New York Commission contend in their exceptions 
that Sun’s proposed price involves greater tax reimbursement than some other 
21.5-cent prices and thus is the highest price in the area, the record shows that 
this higher tax reimbursement resulted from the fact that United needed the 
gas to help meet its system demands and therefore offered the slightly higher 
tax reimbursement to give Sun an incentive to sell. And we think that con- 
sidering the size of this reserve, its highly desirable location, and the fact that 
the contracts have no favored nation clauses, United might reasonably have 
concluded to pay this price for this gas. 

As to the possibility of increased prices resulting from triggering referred 
to in the Catco case, none of United’s contracts contain any favored nation 
clauses and none of them can be triggered by the price for these sales. At 
the present time Sun is the only producer in the Belle Isle Field, and any 
other producer would obtain from United the same but no better price for gas 
in that field. 

There was testimony that while the initial base price of 21.5 cents for the 
Belle Isle gas is higher than the average price paid by United in the south 
Louisiana area, the average price includes contracts entered into in 1950, 
1952, and 1953, and United cannot now buy gas at that average price. 

With respect to the impact on United’s average system cost resulting from 
the Belle Isle purchase, the testimony discloses that it would be about one-tenth 
of a cent per Mcf, and because of the tremendous volumes of gas handled by 
United, it would have less effect on United than on any other pipeline company. 
It is contended in the exceptions that such an increase will amount to $1,250,000 
annually, which is said to be substantial. However, in our opinion the effects 
of such an increase would be outweighed by the benefits to United of acquiring 
these reserves. 

Among those benefits is the gas supply which would be added to United’s 
system, the extent of which is more fully described in the examiner’s decision. 
The Belle Isle Field reserve is in excess of a quarter of a trillion feet of 
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gas, substantially larger than the average. In addition, United has pipeline 
transmission facilities located only twelve miles away having capacity in 
which to transport the gas. Thus the purchase of this gas was particularly 
feasible and desirable to United. 

Further, the record establishes that United needs the Belle Isle Field gas. 
This gas will be included as a part of the company’s overall supply and will 
help meet the ever-growing demands on its system. The facts disclose that 
United delivers to its customers in excess of one trillion cubic feet of gas 
each year, that the demands on United’s system increase each year, that 
in order to meet this ever-increasing demand United has followed a 
policy of continually adding reserves, and that this policy must continue to 
be pursued if the company is going to continue to supply the service it has 
undertaken to provide. 

The facts support the conclusion that United bought this gas on the best 
terms possible, and that it could not have gotten these desirable reserves at 
any lower price. Clearly, its action in acquiring these additional reserves is 
in the public interest. The validity of United’s judgment as to the price it 
contracted to pay for this gas is attested by the fact that, as mentioned 
previously, Sun had several other offers for this gas, including at least one 
firm offer at virtually the identical price offered by United. 

The facts disclose that the contract in issue in this case was consummated 
only after arm’s-length negotiation and there is no affiliation or corporate control 
between Sun and United, although this fact of itself is not sufficient to sustain 
the proposed price. 

Turning to the exceptions of Sun and staff counsel, Sun objects to that part 
of paragraph (E) of the examiner’s decision which invokes subsection (c) (4) 
of Section 157.20 of the Commission’s Regulations as to Sun, contending that 
this subsection applies to pipeline companies, not to producers. The examiner’s 
decision should be modified to eliminate any requirement for compliance by 
Sun with subsection (c) of Section 157.20. 

Staff counsel’s principal exception is that the examiner erred in a statement 
in his decision that in the event of inquiry by the Commission into United’s 
rates we would consider the reasonableness of the producer’s initial price 
proposed herein. Of course, our concern in pipeline rate proceedings is with 
the pipeline’s rates; in producer rate proceedings with the producer’s rates. 


The Commission further finds: 


All material exceptions, arguments and objections not discussed herein have 
been considered but are without substantial support in the record or a reason- 
able basis in law and should be denied. Except to the extent granted herein, 
the parties’ exceptions should be denied. The presiding examiner’s initial 
decision issued herein on March 3, 1959, should, except to the extent modified 
by this order, be adopted by the Commission as of the date of issuance of 
this order, to constitute with this order its decision in these proceedings. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued in these proceedings 
on March 3, 1959, is modified as hereinabove set forth and as so modified, is 
adopted by the Commission as of the date of issuance of this order, to con- 
stitute with this order its decision in these proceedings. 

(B) The exceptions filed by the parties to the aforesaid initial decision are, 
except to the extent granted by this order, hereby denied. 
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DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued March 3, 1959) 


FRAZEE, Presiding Examiner: The Sun Oil Company (Sun) filed an applica- 
tion on May 19, 1958, under Section 7 of the Natural Gas Act, seeking a dis- 
claimer of jurisdiction or in lieu thereof a certificate of public convenience and 
necessity authorizing the sale of natural gas to the United Gas Pipe Line Com- 
pany (United) from Sun’s onshore production in the Belle Isle Field, St. Mary 
Parish, Louisiana. Sun is a New Jersey corporation. Its principal place of 
business is located at Philadelphia, Pennsylvania. Its application was num- 
bered G—15122. 

The United Gas Pipe Line Company (United) also filed an application on May 
19, 1958, under Section 7 of the Natural Gas Act, seeking a certificate of public 
convenience and necessity authorizing it to construct and operate certain facili- 
ties, estimated to cost $1,176,175, to connect with its presently existing natural 
gas transmission system, which would enable it to purchase, receive, and trans- 
port in interstate commerce the natural gas produced by Sun in the Belle Isle 
Field in St. Mary Parish, Louisiana. United is a Delaware corporation. Its 
principal place of business is located at 1525 Fairfield Avenue, Shreveport, 
Louisiana. Its application was numbered G—15123. 

By a notice issued on November 26, 1958, the Commission consolidated the 
applications of Sun and United. The applicants having waived formal hearings 
the Commission, in its notice, designated December 19, 1958, as being the final 
date on which protests or petitions te intervene might be filed and fixed De- 
cember 30, 1958, as the date for hearing. 

On December 19, 1958, the United Gas Improvement Company (U.G.I.) filed a 
petition to intervene and on December 22, 1958—three (3) days late—the Public 
Service Commission of the State of New York (PSC-NY) filed its notice of 
intervention. 

On December 29, 1958, United filed a motion to dismiss and an answer to the 
petition of U.G.I. to intervene. At the formal hearing held on January 27, 
1959, United requested on the record that its motion to dismiss apply also to the 
notice of intervention filed by PSC-NY. 

By an order issued on January 5, 1959, the Commission permitted the inter- 
ventions of U.G.I. and PSC-NY. 

As provided in the Commission notice dated November 26, 1958, a hearing was 
convened on December 30, 1958, but, on account of the petition to intervene 
by U.G.I. and the notice of intervention by PSC-NY, was recessed to January 
27, 1959, on which date a formal hearing was held and concluded. 

Sun, in its application, says its principal business is the production, trans- 
portation, refining, and selling of crude oil, and the marketing of refined products 
recovered from crude oil. Incidental to its principal business Sun says it is 
engaged in the business of producing and gathering natural gas and in selling 
a part of the natural gas which it produces and gathers to purchasers who are 
‘natural-gas” companies within the meaning of the Natural Gas Act. Sun 
further says the natural gas which it sells to “natural-gas companies” is being 
sold from facilities not under the jurisdiction of the Commission and, further- 
more, that Sun does not own or operate natural gas facilities which are under 
the jurisdiction of the Commission. Sun says these statements are applicable 
to the sale of this natural gas to United. The first issue for decision is whether 
Sun is now, or will become by virtue of this sale, a “natural-gas company” 
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within the meaning of the Natural Gas Act and subject to the jurisdiction of the 
Federal Power Commission. This issue has been heretofore determined by the 
Commission and the courts.’ Sun is now, and will continue to be should this 
sale be certified, inescapably a “natural-gas company” within the terms of the 
Natural Gas Act. 

The source of the natural gas to be produced by Sun and sold to United, if 
certificated herein, is from leases or other interests in minerals owned or con- 
trolled by Sun in the Belle Isle Field, St. Mary Parish, Louisiana. No gas is to 
be purchased by Sun from third parties to effectuate this proposed sale. The 
Belle Isle Field is not a new discovery. The discovery well was drilled in 1940. 
Since then Sun has drilled some 65 or more wells in this field, 21 were dry holes. 
The record shows that at the date of this hearing Sun had in this field 8 pro- 
ducing gas wells, 27 producing oil wells and 10 temporarily abandoned wells 
that are to be recompleted as gas wells. There has been continuous exploration 
in the field since the discovery of the original gas well in 1940. The gas being 
produced in the Belle Isle Field is sweet, dehydrated gas, the major portion being 
gas well gas. Under the terms of the sales agreement Sun will dehydrate the 
gas being sold to United. It was the considered opinion of Sun’s witness that 
the production from the 8 completed gas wells and from the recompletion of the 
10 temporarily abandoned wells it will have more than sufficient production of 
natural gas to meet the maximum requirements under the sales agreement with 
United. The natural gas reserves in the Belle Isle Field were originally cal- 
culated early in 1958 by a joint study of Sun and United. The reserve was 
then calculated to be 301 billion cubic feet of natural gas at a pressure base 
of 14.9 and nearly 305 billion cubic feet at a pressure base of 14.73. Since then 
Sun has made a separate estimate and calculates the reserve to be 372 billion 
cubic feet. Sun, the sole operator in the Belle Isle Field, has dedicated 10,259 
acres to the performance of the agreement with United. 

United submitted an offer to Sun for the Belle Isle Field gas early in February 
1958. After much negotiating and several bargaining sessions a sales agree- 
ment was executed in May 1958. According to the record herein each party to 
the sales agreement was willing and interested in concluding a contract but 
neither party was under any compulsion to do so. This record shows no affilia- 
tion between Sun or United and the two companies have no common officers or 
directors. United says it conducted its negotiations, which culminated in an 
agreement, with the objective of purchasing the Belle Isle gas from Sun on 
terms suitable to United and at the lowest possible price. United shows it has 
need of, and a demand for, this Belle Isle gas to meet the present and future 
requirements of its customers. United now delivers more than one trillion cubic 
feet of natural gas per year to its customers and the demand on it for additional 
natural gas increases each year. Therefore United follows a consistent policy 
of adding additional reserves to its system when it can purchase gas at reason- 
able terms and prices. In this agreement the contract minimum is 37,625 
Mcf/d, which would increase to 46,500 Mcf/d if the estimate by Sun of the addi- 
tional reserves proves to be correct. The daily contract maximum is 150 percent. 
United agrees to pay, and Sun agrees to sell, the Belle Isle Field natural gas for 
an initial price of 21.5 cents per Mcf at 15,025 psig plus rate taxes, which are 
shown to be 2.3 cents per Mcf, thus producing a total cost price to United of 23.8 
cents per Mcf. The sales agreement provides for 2 cents increase in price per 
Mcf each 4-year period of the 20-year agreement until a total price of 29.5 cents 


1 Phillips Petroleum Oo. v. Wisconsin, 347 U.S. 672; Argo Oil Corp. et al., 15 F.P.C. 601; 
Deep South Oil Oo. v. F.P.C., 247 F. 2d 882; Shell Oil Co. v. F.P.C., 247 F. 24 900; Humble 
Oil & Refining Oo. v. F.P.O., 247 F. 24 903 ; Continental Oil Co. v. F.P.C., 247 F. 2d 904. 
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per Mcf, plus tax, is reached. United says the Belle Isle Field gas is exception- 
ally well located for them since it is approximately 12 miles from a United 26-inch 
and a 30-inch main pipeline. Because of the proximity of this gas to its system 
main line United was anxious to acquire the total field production feeling it to be 
in the best interests of its customers by adding this sizeable reserve. 

The initial price of 21.5 cents per Mcf, at 15.025 psig, plus 2.3 cents per Mcf, 
the Louisiana tax, produces a total initial price of 23.8 cents per Mcf. This 
price establishes a new high for United, at least, in this area. The sales agree- 
ment does not contain a “favored nation” clause, hence it will not trigger other 
United contracts. This initial price does not establish a new ceiling price for 
natural gas in this area.2 United contends, if they expected to purchase this 
gas, and they maintain they need it, that the demand upon them for additional 
gas supplies by their present customers requires them to purchase same for the 
public convenience and necessity, therefore in order to purchase this gas they 
would be required to offer Sun the current market price, or better, hence the 
21.5 cents per Mef offer. 

United’s system-wide average cost of gas in 1957 was estimated to be 11.7 
cents per Mcf—a United witness testified it had probably gone up a cent or a 
cent and a half per Mcf in 1958—and this purchase of the Belle Isle Field gas 
would increase this average cost by less than one-tenth of one cent per Mcf. 
The intervenors contend any certificate issued by the Commission should be 
conditioned to a maximum of 17 cents to 18 cents per Mcf. 

The intervenors, U.G.I. and PSC-—NY, cross-examined witnesses and each filed 
briefs. They introduced no evidence. The Commission’s Staff introduced no 
evidence and filed no brief. 

The issue here is (1) should a certificate without an initial price condition 
be issued as requested by applicants or (2) should the certificate, if issued, be 
conditioned as requested by the intervenors. 

Section 7(e) of the Natural Gas Act provides in part that: 


* * * 9 certificate shall be issued to any qualified applicant * * * authorizing 
the * * * sale (and/or) construction * * * covered by the application, if it is 
found that the applicant is able and willing properly to do the acts and to 
perform the service proposed and to conform to the provisions of the Act 
and the requirements, rules and regulations of the Commission thereunder, 
and that the proposed * * * sale (and/or) construction * * * to the extent 
authorized by the certificate is or will be required by the present or future 
public convenience and necessity; otherwise such application shall be 
denied. The Commission shall have the power to attach to * * * the certifi- 


cate * * * such reasonable terms and conditions as the public convenience 
and necessity may require. 


The evidence herein is clear that the applicants, Sun and United, are each 
severally able and willing properly to do the acts and to perform the services 
proposed in their respective applications and to conform to the provisions of 
the Act and the Commission’s rules and regulations thereunder. The inde- 
pendent producer, Sun, certainly has established that there is a market for its 
production of natural gas from the Belle Isle Field at the price proposed by 
eontracting with a buyer, United, for the sale of the entire production at the 
21.5 cents per Mcf price plus tax. Also the applicant, United, has shown that 
the cost of this natural gas will only increase its overall system cost by less 


2 Transcontinental Gas Pipe Line Corp. et al., (1958) 20 F.P.C. 264; United Gas Improve- 
ment Co. et al. v. F.P.C., 269 F. 2d 865; Public Service Commission of the State of New 
York v. F.P.C., 269 F. 2d 865. 
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than one-tenth of one cent per Mcf and that, at this price, it has a ready market 
for the gas. The cost of the facilities for which United seeks authorization 
will be paid from current working funds. Each applicant has shown without 
doubt that the proposed construction for which they seek authority is economi- 
cally feasible at the proposed price. Thus each have sustained the burden of 
proof imposed upon them and have made a prima facie case.* There is no show- 
ing in this record that, because of the purchase of this Belle Isle Field natural 
gas at this initial price (21.5 cents per Mcf plus tax), there will be any increase 
in price to the ultimate consumer—for whose protection‘ the Natural Gas Act 
was enacted—and thus not be for the best interests of the public. Should such 
an application for a rate increase be filed by United at a later date, or an 
inquiry into United’s rates be instituted by the Commission, then the reason- 
ableness of this purchase at this initial price will undoubtedly be considered, 
all as provided for in the Natural Gas Act. 

There is no question but that the Commission has imposed upon it the duty 
to inquire into proposed rate structures for the purpose of determining the 
economic feasibility of a proposed project and the economic effect upon the 
applicant’s service of such proposed structure as well as the right to impose 
rate conditions consistent therewith. The Commission, however, has no initial 
rate-making powers and an initial rate fixed by contract remains in effect unless 
and until it is changed in a proceeding under Section 4 (d) and (e) or Section 
5(a) of the Natural Gas Act. 

It seems fundamental to this Examiner, as it has to the Commission * and to 
the courts‘ in earlier decisions, that where the issue of the attachment of a rate 
condition to a certificate is injected into a proceeding under Section 7 of the 
Natural Gas Act, as it has been here by U.G.I. and PSC-NY, intervenors, that 
the burden of going forward with the evidence relating to the attachment of the 
rate condition is on the party raising the issue; in other words the burden here 
is upon U.G.I. and PSC-NY to establish the reasonableness of their request for 
a certificate conditioned on a 17 cents or 18 cents initial price. There is no such 
showing in this record. It therefore inevitably follows that U.G.I. and PSC- 
NY have failed to sustain the burden of proof imposed upon them by this Com- 
mission, and the courts, to establish the reasonableness of their requests for a 
conditional certificate. As is routine in certificate proceedings under Section 7 
of the Natural Gas Act it will be hereinafter required that the sales agreement 
entered into between Sun and United for the sale of the Belle Isle Natural gas 
shall be filed with the Commission as the initial rate schedule and that the 
grant of a certificate, or certificates, herein must not be construed by the appli- 
ecants as a determination of the justness nor reasonableness of the initial, or 
subsequent, prices contained in the sales agreement between the parties, Sun and 
United, nor as a waiver of the requirements of Section 4 of the Natural Gas Act 
or of Section 1.54 of the Commission’s rules and regulations thereunder. 

It was requested by intervenors during the hearing and in their briefs that 
a decision without an initial price condition be withheld until the final deter- 


3 Hepe Natural Gas Co., et al., 1958, 19 F.P.C. 405, 407. 

*No single factor in the Commission’s duty to protect the public can be more important 
to the public than the continuity of service furnished. Sunray Mid-Continent Oil Co. v. 
F.P.C. (CCA-10, 1956), 239 F. 2d 97, 101. 

5 Phillips Petroleum Co, v. F.P.C. (CCA-10, 1958), 258 F. 24 906, 917. 

* Seaboard Oil Company, Operator, et al., 1958, 19 F.P.C. 416, 420. 

™Sunray Mid-Continent Oil Co. v. F.P.0. (CCA-10, 1956), 239 F. 2d 97, 100. Section 
5(a) of the Natural Gas Act places the burden on the Commission or other moving party 
to prove the initial rate unjust or unreasonable. [Emphasis added] Bel Oil Corp. v. 
F.P.C. (CCA-—5, 1958), 255 F. 2d 548, 554. 
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mination of their appeal from previous orders of the Commission involving 
this same issue.* This Examiner finds no justification in the Natural Gas Act, 


or in other authorities, nor has any been cited, authorizing such action. The 
request is therefore denied. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the record herein, and the briefs of the respective 
parties, it is found and concluded that: 

(1) The Sun Oil Company (Sun) is a New Jersey corporation with its prin- 
cipal place of business located at Philadelphia, Pennsylvania. It is the appli- 
eant in Docket No. G—15122 filed May 19, 1958. It is an independent producer 
of natural gas and will, upon the commencement of the respective sales 
authorized herein, be enaged in the sale of natural gas in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the 
Commission and will, therefore, be a “natural-gas company” within the terms of 
the Natural Gas Act as has heretofore been determined by the Federal Power 
Commission.’ 

(2) This sale of natural gas by Sun to United will be made in interstate 
commerce, subject to the jurisdiction of the Commission, and is subject to the 
requirements contained in Section 7 (c) and (e) of the Natural Gas Act. 

(3) The United Gas Pipe Line Company (United) is a Delaware corporation 
having its principal place of business at 1525 Fairfield Ave., Shreveport, Loui- 
siana. It is the applicant in Docket No. G—15123, filed May 19, 1958. It is 
engaged in the transportation and sale of natural gas in interstate commerce 
for resale for ultimate public consumption and is a “natural-gas company” 
within the terms of the Natural Gas Act, as has heretofore been determined 
by the Federal Power Commission.” 

(4) United in its application noted in (3) supra seeks a certificate of pub- 
lic convenience and necessity pursuant to Section 7 of the Natural Gas Act for 
the construction and operation of the following facilities; a purchase meter 
station, a separator installation, approximately 9.35 miles of 16-inch pipeline 
and appurtenant facilities, beginning at a point in the Belle Isle area near 
Section 28, Township 17 South, Range 10 East, St. Mary Parish, Louisiana, 
and extending in a northwesterly direction to connect to applicant’s offshore 
Neapoleonville Compressor Station 26-inch line near Milepost 18.17. Sec- 
tion 15, Township 17 South, Range 9 East, St. Mary Parish, Louisiana, together 
with other facilities required from time to time to connect, or to take addi- 
tional deliveries from, wells in said area. All as described in its application 
filed herein. 

(5) The facilities which United seeks authority to construct and operate 
will be used for the receipt and transportation of natural gas in interstate 
commerce for resale, subject to the jurisdiction of the Commission, as an inte- 
gral part of its existing natural gas pipeline system, and as such are subject 
to the requirements of Section 7 (c) and (e) of the Natural Gas Act. 

(6) The proposed construction and subsequent operation of the facilities 
for which United seeks authorization in its application are required by the 
public convenience and necessity and a certificate should therefore be issued 
as hereinafter ordered and conditioned. 

(7) Sun and United are each severally able and willing properly to do the 
acts and perform the services as proposed in their respective applications and 


8 See (2) above. 
®See (1) above. 
%” United Gas Pipe Line Co. (1942), 3 F.P.C. 3. 
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to conform to the provisions of the Natural Gas Act and the requirements, rules 
and regulations of the Commission promulgated thereunder. 

(8) The proposed sales by Sun to United are required by the public con- 
venience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(9) The initial price (21.5 cents per Mcf plus taxes of 2.3 cents per Mcf 
making a total initial price of 23.8 cents per Mcf) proposed to be paid by 
United to Sun is the same as some other initial prices, heretofore certificated 
by the Commission” and being paid by other “natural-gas” transmission 
companies for purchases of natural gas in this same general area. 

(10) The public convenience and necessity requires that the general terms 
and conditions as set forth in paragraphs (b), (c) (3), (c)(4) and (e) of Sec- 
tion 157.20 of the Commission’s regulations under the Natural Gas Act, includ- 
ing the rules and practice of procedure, should attach to the issuance of the 
certificate to United and to the exercise of the rights granted thereunder, and 
that the time within which the construction of the facilities authorized by this 
order should be completed and the facilities placed in operation should be fixed 
at twelve (12) months from the date on which this order issues. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its rules and prac- 
tice of procedure, that: 

(A) A certificate of public convenience and necessity is hereby issued to the 
Sun Oil Company authorizing the sale of natural gas by it in interstate com- 
merce to the United Gas Pipe Line Company together with the construction and 
operation of any facilities subject to the jurisdiction of the Commission necessary 
therefor, all as more fully described in its application and in the record of 
these proceedings, and subject to the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued to the 
United Gas Pipe Line Company authorizing it to construct and operate the 
facilities, and to purchase the natural gas applied for herein, subject to the 
jurisdiction of the Commission all as more fully described in its application in 
these proceedings, and as conditioned by the terms of this order. 

(C) The certificates issued to the Sun Oil Company and to the United Gas 
Pipe Line Company shall be deemed accepted and of full force and effect, unless 
refused in writing and under oath by these applicants, or either of them within 
thirty (30) days from the date of the issuance of this order; and all of the 
facilities hereby authorized shall be constructed and placed in actual operation 
within twelve (12) months from the date of the issuance of this order. 

(D) The certificate issued to each of said applicants herein is not transferable 
and shall be effective only so long as each of said applicants continues the acts 
or operations hereby authorized in accordance with the provisions of the Natural 
Gas Act and the applicable rules, regulations and orders of the Commission. 

(E) The general terms and conditions as set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s regulations under the 
Natural Gas Act shall attach to the certificates granted in (A) and (B) of this 
order and to the exercise of the rights granted thereunder. 

(F) The grant of the certificates to the Sun Oil Company and to the United 
Gas Pipe Line Company shall not be construed as a waiver of the requirements 
of Section 4 of the Natural Gas Act, or of Section 154 of the Commission’s rules 
and regulations thereunder requiring the filing of rate schedules for the service 


1 See (2) above. 
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herein authorized; and are without prejudice to any findings or orders which 
have been or may hereafter be made or issued by the Commission in any pro- 
ceeding now pending or hereinafter instituted by or against the Sun Oil Com- 
pany or the United Gas Pipe Line Company. Further, the action taken in this 
proceeding shall not foreclose nor prejudice any future proceedings or objection 
relating to the operation of any price or related provision in the gas purchase 
contract herein involved. 


FEDERAL POWER COMMISSION 





Harry W. FRAZEE, 
Presiding Examiner. 


SUNRAY MID-CONTINENT OIL COMPANY, DOCKET NO. G-14753 


ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFYING 
AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 


(Issued August 10, 1959) * 


Syllabus 


1. Commission approves proposed initial producer price, finding that it is not 
out of line with other prices in the area, on a comparable basis, and that 
the requirements laid down by the Supreme Court in its CATCO opinion 
have been metinthiscase. P. 362. 

2. Commission issues certificate of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicant. 

Commissioner Connole not participating. 

James CO. Denton, Jr., Dale EB. Doty, and Homer E. McEwen, Jr, for Sunray 
Mid-Continent Oil Co. 

J. David Mann, Jr., and John E£. Holtzinger, Jr., for Philadelphia Gas Works 
Division of The United Gas Improvement Co. 

Kent H. Brown and Charles J. Cor for the New York Public Service Com- 
mission. 

James B. Henderson, William N. Bonner, Jr., Richard J. Connor, and Thomas 
F. Brosnan for Transcontinental Gas Pipe Line Corp. 

John Paul Geneau for the staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall. Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 

On May 29, 1959, the presiding examiner issued an initial decision in the 
above-entitled proceeding by which he would grant a certificate of public con- 
venience and necessity to Sunray Mid-Continental Oil Company (Sunray) au- 
thorizing it to render sales to Transcontinental Gas Pipe Line Corporation 
(Transco). Sunray would produce the gas from acreage in the Point Au Fer 
Field in Terrebonne Parish, Louisiana. The initial price for the proposed 
sale is 21.5 cents per Mcf, without tax reimbursement. Deliveries would be 
made into Transco’s lateral pipeline. 

Exceptions to the examiner's decision were filed only by United Gas Improve- 
ment Company (UGI), a distributing company customer of Transco which sells 
gas in Philadelphia and vicinity. 

This case is companion to Matters of Superior Oil Company, Docket Nos. 
G-16380, et al., issued this date. Here as there UGI requests that final action 
on the applications in this case be withheld until decision is reached by the 
Supreme Court in Atlantic Refining Co. v. Public Service Commission of the 






*Initial decision appears on p. 364. Rehearing denied by order issued October 6, 1959, 
infra p. 652. Vacated, United Gas Improvement Co. v. Federal Power Commission, 287 F. 
2d 159 ; (CADC; 1961). 
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State of New York (the Catco case), and by the Court of Appeals for the Third 
Circuit in United Gas Improvement Co. v. F.P.C., taking the position that here as 
in those cases the facts do not support the initial price proposed, and that Sun- 
ray’s sales proposed herein should be treated in the same manner that the sales 
in the Court cases cited are required or permitted to be treated. 

Decisions have now been handed down in the Catco case, 360 U.S. 378, 79 Sup. 
Ct. 1246 (June 22, 1959), and the United Gas Improvement Company case, Nos. 
12797 and 12805 (CA 3, August 4, 1959), 269 F. 2d 865. 

We conclude, as more fully appears below, that with certain modifications the 
presiding examiner’s initial decision should be adopted and the exceptions 
thereto denied. 

Our understanding of the requirements of the Supreme Court’s Catco opinion 
we stated in our Opinion No. 325 and accompanying order issued August 7, 1959, 
in Matters of South Georgia Natural Gas Company, Docket Nos. G—9892, et al. 
See also our opinions in the Texas Gas Transmission Corporation case, G—17335, 
et al., and the Transwestern Pipeline Company case, G-14871, et al. Summariz- 
ing briefly, under the Catco case the producer’s proposed initial price must be 
supported by substantial evidence establishing that the price is required by the 
public convenience and necessity and is in the public interest; and that although 
the Commission should consider all the factors, price is an element of prime im- 
portance which the Commission should scrutinize closely with a view to pro- 
tecting the consumer. The Court further indicated what evidence might or 
should appropriately be adduced to support the proposed price, and what cir- 
cumstances justified the attachment of an initial price condition. Such evidence 
includes evidence of whether the proposed price is “out of line’; whether it 
would result in triggering of general price rises or an increase in the applicant’s 
existing rates by reason of “favored nation” clauses or otherwise; evidence of 
comparisons with the existing cost of gas to the purchaser; evidence of whether 
the proposed producer price would lead to an increase in the rates of the pur- 
chaser ; evidence of a public need for the gas; and evidence respecting the other 
matters discussed by the Court in its opinion. 

In addition, it appears from the Court’s opinion that producer certificate 
proceedings need not necessarily assume the character of rate proceedings under 
Section 4 or 5 of the Act, the Court stating at 360 U.S. 378, 392, that “Section 
7 procedures in such situations [involving the attachment of price conditions] 
thus act to hold the line awaiting adjudication of a just and reasonable rate.” 
Finally, it seems clear from the opinion that if a record sustaining the proposed 
initial price is not made, the certificate must be denied or conditioned, as the 
facts require, and that therefore it is the applicant which at least runs the risk 
of failing to substantiate the proposed price. 

In applying the Catco opinion, the Third Circuit Court of Appeals in the United 
Gus Improvement Company case cited above, upheld our opinion certificating 
producer sales without price conditions, concluding that on the facts there before 
it, the Commission did not err in the balancing of the weight it accorded the 
various factors of public convenience and necessity. 

Many of the circumstances and considerations applicable in the Superior Oil 
Company case, Docket Nos. G—16380, et al., apply here, and the controlling con- 
siderations need be summarized only briefly. Our conclusion is that on the 
record herein, the requirements laid down by the Supreme Court in its Catco 
opinion have been met in this case. In our opinion, the evidence in the record 
before us substantially establishes that the proposed initial price for Sunray’s 
sale is in the public interest, and the proposed sales required by the public con- 
venience and necessity. To us, it is clear that there is no warrant or justification 
for the attachment of any initial price condition in this case. 
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Considering whether the price is “out of line” under Catco, the facts support 
the conclusion that Sunray’s proposed price is not out of line on a comparative 
basis. The price Transco is to pay for this gas is the same as that it is obligated 
to pay to other producers in this same field. As to the possibility of triggering 
under Catco, there was testimony which supports the finding that the price 
Transco will pay Sunray under this contract will not trigger any favored nation 
clauses in its existing contracts. 

As to the effect of this price on Transco’s rates, as indicated in the examiner’s 
decision, producers in the Point Au Fer Field have already been authorized to 
sell gas to Transco at the same initial price proposed herein. This price has 
already been found to be required by the public convenience and necessity, a 
conclusion found reasonable by the Court in the United Gas Improvement Com- 
pany case. In our judgment the effects of such increase in Transco’s rates as 
may result from the authorization of the sale proposed herein is outweighed by 
the benefits of the sale. 

These benefits are similar to those referred to in our Superior Oil Company 
order in Docket No. G-16380. Among them is the gas supply which would be 
added to Transco’s system, the extent of which is indicated in the examiner’s 
decision. There is no doubt but that Transco needs this gas and that the public 
will benefit from the company’s acquisition of this additional supply, which will 
be included as a part of the company’s overall supply. 

The demands of Transco’s customers and of the markets it serves also support 
the authorization of this sale. The gas reserves involved in this case will be 
used to assist Transco to meet its market obligations during the 1958-1959 
winter heating season as well as the increased requirements of next winter. 
The public convenience and necessity obviously will be served by making this 
gas available to help supply the allocations of natural gas which the Commis- 
sion has already authorized Transco to serve. Looking at the matter from 
another point of view, Transco currently uses approximately one-half trillion 
cubic feet of natural gas per year, and these reserves will help Transco’s sys- 
tem supply these demands and maintain the inventory of its system gas supply 
in the face of heavy annual depletion and ever-increasing annual demands of 
Transco’s customers. Transco is mindful of the importance of continuing to 
secure additional supplies of gas, and obviously it is only by this means that 
it can continue to meet the requirements of its customers and the markets it 
serves. 

In addition, the facts disclose that the gas sales contract between Sunray 
and Transco was consummated only after arm’s-length negotiation, and there 
is no affiliation or corporate control between the two, although this fact of 
itself is not sufficient to sustain the proposed price. 

We conclude that the producer sale proposed herein is substantially supported 
by the evidence of record and should be certificated at the price proposed, 
without the attachment of any price condition. The presiding examiner’s initial 
decision should be modified to the extent inconsistent herewith, and as modified 
should be adopted by the Commission. 


The Commission further finds: 


All material exceptions, arguments, and objections not discussed herein have 
been considered but are without substantial support in the record or a reason- 
able basis in law and should be denied. Except to the extent granted herein, 
the exceptions of UGI should be denied. The presiding examiner’s initial deci- 
sion issued herein on May 29, 1959, should, except to the extent modified by this 
order, be adopted by the Commission as of the date of issuance of this order, 
to constitute with this order its decision in these proceedings. 





364 FEDERAL POWER COMMISSION 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on May 29, 
1959, is modified as hereinabove set forth and as so modified is adopted by the 
Commission as of the date of issuance of this order, to constitute with this 
order its decision in these proceedings. 

(B) The exceptions filed by UGI to the aforesaid initial decision are, except 
to the extent granted by this order, hereby denied. 


DECISION 
UPON AN APPLICATION FOR A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 29, 1959) 


Marsu, Presiding Examiner: This proceeding is upon the application filed on 
March 24, 1958, by Sunray Mid-Continent Oil Company (Sunray), in which 
applicant prayed that (1) the Commission enter an order that the sale of natural 
gas by Sunray to Transcontinental Gas Pipe Line Corporation (Transco) as 
contemplated by a contract entered into between them on February 12, 1958, is 
not within the jurisdiction of the Commission under the Natural Gas Act and 
that by such sale applicant is not made a natural-gas company within the 
meaning of said Act or, in the alternative, that (2) the Commission issue to 
applicant a certificate of public convenience and necessity authorizing the sale 
of gas covered by the contract referred to above, to the extent, and only to the 
extent, that such gas is transported in interstate commerce for resale “and only 
for the term of said contract. so that Applicant is authorized to make said sale 
of gas only for the term of the contract.” 

In a letter dated January 15, 1959, the applicant informed the Secretary of 
this Commission that it did not intend to press for the issuance of a certificate 
containing the limiting provisions stated in its application, but would accept a 
certificate in the usual form and of unlimited duration. Counsel for the applicant 
reasserted that position in the course of the hearing referred to below. 

Transco and The United Gas Improvement Company (UGI) requested and 
were granted the right to intervene. The Public Service Commission of the State 
of New York filed notice of intervention. 

Pursuant to the Commission’s order issued February 20, 1959, and the Secre- 
tary’s notice of postponement issued by the Secretary of the Commission on 
March 12, 1959, this matter came on for hearing, and was heard, before the 
undersigned, on April 22, 1959. Evidence was offered by Sunray, Transco and 
the Commission’s Staff. None, however, was offered by either UGI or the New 
York Commission. At the conclusion of the hearing, counsel for the applicant 
moved for the waiver of the intermediate decision procedure. Waiver was ob- 
jected to by counsel for The United Gas Improvement Company and the New 
York Public Service Commission. The Staff of this Commission neither opposed, 
nor concurred in, the request. By order issued May 5, 1959, the Commission 
denied the motion for the omission of the intermediate decision procedure. 
Thereafter briefs were filed by the applicant, by the interveners Transcontinental 
Gas Pipe Line Corporation, The United Gas Improvement Company and the 
Public Service Commission of the State of New York, and by Staff counsel. 

Sunray is a corporation organized under the laws of the State of Delaware 
with its principal place of business in Tulsa, Oklahoma. The applicant is au- 
thorized to do business in 28 southern, midwestern and western states. Sunray 
owns interests in natural gas producing acreage in the Point Au Fer Field in 
Terrebonne Parish, Louisiana, and desires to produce from a portion thereof 
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and sell to Transco under the contract entered into between them on February 
2, 1958, natural gas so produced. 

Transcontinental Gas Pipe Line Corporation is a corporation organized under 
the laws of the State of Delaware, having its principal place of business in 
Houston, Texas. Transco owns and operates facilities for the transportation of 
natural gas in interstate commerce in the states of Texas, Louisiana, Mississippi, 
Alabama, Georgia, South Carolina, North Carolina, Virginia, Maryland, Penn- 
sylvania, and New York. By means of such facilities Transco is engaged in the 
business of purchasing, transporting and selling natural gas in interstate com- 
merce. In the Matter of Transcontinental Gas Pipe Line Company, 7 F.P.C. 
24 et seq. 

The evidence shows that the requirements of Transco’s customers are absorb- 
ing nearly one-half trillion cubic feet of natural gas reserves annually and that 
the demands are constantly increasing. In order to maintain the system gas 
supply at a satisfactory level in the face of such withdrawals requires the 
continual acquisition by Transco of additional gas reserves. Jn the Matter of 
Transcontinental Gas Pipe Line Corporation, et al., Docket Nos. G—13143, et al. 
(Opinion No. 315), 20 F.P.C. 264,’ the Commission authorized the construction 
and operation by Transco of facilities which would receive gas produced in the 
Point Au Fer Field, and it issued therein an unconditioned certificate of public 
convenience and necessity authorizing the sale and delivery of such gas to 
Transco by the producers thereof, Republic Natural Gas Company and Sun Oil 
Company. 

As fixed by the contract of February 12, 1958, the points of delivery for all 
gas delivered by Sunray to Transco are at the boundaries of Transco’s two meter 
station sites located on the acreage subject to such contract along Transco’s 
lateral pipe line. It is clear from the evidence that the gas to be delivered will 
move in a continuous and uninterrupted stream from the wells from which it 
is produced through facilities of the applicant, into and through Transco’s 
interstate transmission facilities to points of delivery and consumption outside 
the state in which such gas is produced. Thus the sale here involved will be 
a sale of natural gas subject to the jurisdiction of the Commission and the appli- 
cant is, or will be, a natural-gas company within the meaning of the Natural 
Gas Act. 

As of January 1, 1959, Transco had under contract in the Point Au Fer Field 
reserves of 54,481 million cubic feet of natural gas of which about one-half was 
dedicated under the Republic and Sun contracts and the remainder, 27,499 mil- 
lion cubic feet, under Sunray contract above referred to. Thus, it will be seen 
that Sunray’s share of the Point Au Fer gas represents a significant portion of 
the dedicated gas, although it is only about three-fourths of one percent of all 
Transco’s purchases under contract in south Louisiana. 

The discovery well in the Point Au Fer Field was drilled by Barnsdall Oil 
Company some time prior to the middle of 1950. Development has continued 
since then. Thus the field had been partly developed early in 1957 when in 
the course of negotiations for additional supplies of gas in southeast Louisiana, 
Transco submitted to Sunray a firm purchase proposal. Sunray was then aware 
that other producers in the field had sold their gas to Transco. Upon receipt 
of the proposal Sunray advised Transco that it had committed its gas in this 
field to Southern Natural Gas Company. Early in the following year, how- 
ever, Sunray informed Transco that Southern had terminated the contract. 


1 Read in conjunction with the Presiding Examiner’s initial decisions in Dockets Nos. 
G-13143 (p. 303) and G-13160 (p. 330), respectively. 
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Thereafter, the contract of February 12, 1958, was entered into. In the interim 
there were many contracts between Sunray and Transco as to the terms of the 
contract. There were, however, no negotiations between Sunray and other 
potential purchasers. The terms finally agreed upon were, basically, the same 
as those which appeared in the contracts between Transco and Republic and 
Sun, respectively. 

The contract of February 12, 1958, is for a term of 20 years from the date of 

first delivery. The prices agreed upon therein were: 
(a) From date of first delivery to July 1, 1962, 2114 cents per Mcf. 
(b) From July 1, 1962, to July 1, 1966, 2314 cents per Mcf. 
(c) From July 1, 1966, to July 1, 1970, 251% cents per Mcf. 
(d) From July 1, 1970, to July 1, 1974, 2714 cents per Mcf. 
(e) From July 1, 1974, and thereafter during the term of the contract, 
2914 cents per Mcf. 

In addition, buyer agreed to reimburse seller for its payment of the gas 
gathering tax, and the severance tax, at the then rate of such taxes and three- 
fourths of any increases of those or of any additional income or other taxes. 
The seller reserved to itself the right to extract from the gas any liquefiable 
hydrocarbons. The daily minimum and maximum volumes deliverable under 
the contract were to be determined after a study of the dedicated reserves. 
The price and other major provisions of Transco’s contracts with Sunray, Re- 
public and Sun are identical. 

Of course, no deliveries are being made today under this contract nor are 
deliveries being made to Transco from this field by other producers. Sunray is 
not, therefore, suffering drainage. In arriving at the price to be charged for 
the gas, Sunray did not take into account, literally, the cost of producing it, 
and Sunray’s witness did not know whether the sale would result in a profit or 
a loss. 

Sunray’s properties in the field exist under two separate interests. One, 
the southern area, is operated by Republic Natural Gas Company, and the other, 
the northern area, by the Texas Company. 

Sunray’s manager of gas sales testified that he personally conducted on be- 
half of the seller the negotiations on the contract of February 12, 1958. He 
testified further that neither Sunray nor any of its subsidiary companies owns 
any of the stock of Transco and that according to Sunray’s records Transco 
owns none of Sunray’s or of any of its affiliates. His testimony also was to 
the effect that none of the directors of one of the parties to the contract was a 
director of the other. On cross-examination the witness conceded that his 
knowledge on this subject was acquired from others and that he personally never 
had examined Sunray’s stock records to verify his statements. However, no evi- 
dence was offered by any other participant to show that the witness’ state- 
ments were incorrect. 

Transco’s vice president in charge of its Gas Supply Department testified that 
the price which Transco proposes to pay Sunray will not trigger any favored 
nations clauses in any of Transco’s existing contracts. 

Staff counsel concedes that Sunray has, in this case, discharged its burden 
to prove every essential element in a Section 7(c) proceeding except that of the 
price of the gas. On that point the Staff offered a tabulation reflecting a com- 
parison of contractual provisions of the sales contract here involved with those 
of rate schedules dated 1957, 1958, and 1959 for natural gas sales in Terrebonne 
Parish, Louisiana, accepted for filing by the Commission through April 3, 1959. 
Aside from price, all of the other conditions of the contracts seem generally 
comparable. Out of 34 sales shown in that tabulation the price in none is higher 
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than the initial price in this contract, seven are at the same price, 14 are 1.5 
cents less, 8 are 3 cents less, one is 3.3 cents less and three are 44% cents less. 
Six of the seven which are at the same price are among the sales in the same 
field from Republic and Sun to Transco which were authorized by the Com- 
mission in its Opinion No. 315 (supra). 

Despite this fact, Staff counsel contends that the determination in this pro- 
ceeding should be conditioned upon the final outcome of the two other sales to 
Transco from this same field under the same contract terms and conditions which 
were unconditionally certificated by the Commission in its Opinion No. 315 
and which are now under judicial review in the United States Court of Appeals 
for the 3d Circuit. 

In the brief which the intervener—The United Gas Improvement Company— 
filed herein that intervener referred to the issuance by the Commission recently 
of “orders” granting “conditional temporary authorization” for the sales of gas 
to Transco. Five of the six “orders” referred’ to appear to be identical (except 
as to names) letters, issued in each instance by the Secretary at the direction 
of the Commission and prior to any hearing, which granted temporary authority 
to make the sale proposed in the application, but conditioned upon the appli- 
cant’s agreement to refund any amount by which the proposed price should 
exceed “the rate finally determined ‘to be proper’” in the particular certificate 
proceeding. UGI goes on to say: 


UGI interposes no objection to the granting of the certificate authorization 
sought herein by Transco. However, in view of the pending litigation 
(which should be terminated within a few months) involving the initial 
price issue, which is the only contested issue in these proceedings, the 
public interest does not require permanent and unconditioned certification 
of Sunray’s proposed sales at this time. 


Accordingly, UGI insists that the Examiner either deny a permanent certifi- 
eate for this sale or alternatively grant a certificate conditioned in such a 
manner that the sale will be subject to the same treatment as other sales to 
Transco authorized by the Commission in Opinion No. 315, depending upon the 
outcome of UGI’s appeal now before the Court of Appeals. 

Along a similar vein the New York Commission in its brief said: 


* * * it appears that this entire proposal is simply an appendage to related 
proposals which were disposed of in Opinion 315. No new or different 
issues are raised. Evidently only Sunray’s late filing * * * prevented its 
inclusion among the producer dockets consolidated in that proceeding. 


This intervener urges the presiding examiner and the Commission to with- 
hold “at this critical moment” the issuance of a permanent unconditional certifi- 
cate of public convenience and necessity to Sunray, pending action by the Court 
of Appeals on the Commission’s review of Opinion No. 315. 

The presiding examiner concludes, however, that Sunray is a qualified appli- 
eant within the purview of Section 7(e) of the Natural Gas Act, that the appli- 
eant is able and willing properly to do the acts and to perform the services pro- 
posed and to conform to the provisions of the Act and the requirements, rules, 
and regulations of the Commission thereunder, and that the proposed sale is or 
will be required by the present or future public convenience and necessity. and 
that a permanent certificate therefor should be granted. It is further con- 


2The sixth requested advice from the applicant as to its willingness to accept a final 
certificate conditioned to require applicant to refund the proportionate part due the pur- 
chaser in the event a state tax should be invalidated. 
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cluded that for the examiner to attach to the certificate which he proposes 
to issue herein a condition which would require Sunray to refund a portion of 
the price agreed upon in the contract of February 12, 1958, should the Court of 
Appeals decide that the rate which the Commission found appropriate in its 
Opinion No. 315 is excessive would not be reasonable nor is such a condition 
required by the present or future public convenience or necessity. If the Com- 
mission desires to withhold final action in this proceeding pending disposition of 
the review action it can, of course, do so. But for this examiner to indulge in 
the speculation inherent in the intervener’s suggestion would, it is believed, be 
inappropriate. 

FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence 
adduced and the briefs filed, the Presiding Examiner finds and concludes, in 
addition to the findings and conclusions hereinbefore stated, that: 

(1) Upon the completion of the facilities authorization for the construction 
and operation of which to Transcontinental Gas Pipe Line Corporation was 
granted by the Commission in its Opinion No. 315 (20 F.P.C. 264) and the 
commencement of deliveries thereunder pursuant to the provisions of the con- 
tract dated February 12, 1958, between Transco and Sunray, the applicant 
herein will be an independent producer of natural gas and engaged in the sale 
of natural gas in interstate commerce for resale for ultimate public consump- 
tion, subject to the jurisdiction of the Commission and is, or by reason thereof 
will be, a “natural-gas company” within the meaning of the Natural Gas Act. 

(2) The sale of natural gas hereinbefore described, as more fully described 
in the application, will be made in interstate commerce, subject to the jurisdic- 
tion of the Commission, and such sale by Applicant, together with the con- 
struction and operation of any facilities subject to the jurisdiction of the Com- 
mission necessary therefor, is subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act, 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The sale of natural gas by Applicant, together with the construction and 
operation of any facilities subject to the jurisdiction of the Commission neces- 
sary therefor, is required by the public convenience and necessity, and a certifi- 
cate therefor should be issued as hereinafter ordered and conditioned. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Practice 
and Procedure, that: 

(A) A certificate of public convenience and necessity be and is hereby issued, 
upon the terms and conditions of this order, authorizing the sale of Applicant of 
natural gas in interstate commerce for resale, together with the construction and 
operation of any facilities, subject to the jurisdiction of the Commission, used 
for the sale of natural gas in interstate commerce, as hereinbefore described 
and as more fully described in the application and exhibits in this proceeding. 

(B) The certificate is not transferable and shall be effective only so long as 
Applicant continues the acts or operations hereby authorized in accordance with 
the provisions of the Natural Gas Act, and the applicable rules, regulations, and 
orders of the Commission. 

(C) The grant of the certificate herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Section 154 of the 
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Commission’s Rules and Regulations thereunder requiring the filing of rate sched- 
ules for the service herein authorized; and is without prejudice to any findings 
or orders which have been or may hereafter be made by the Commission in any 
proceeding now pending or hereafter instituted by or against the Applicant. 
Further, the action in this proceeding shall not foreclose nor prejudice any future 
proceedings or objection relating to the operation of any price or related pro- 
vision in the gas purchase contract herein involved. 
Epwarp B. Marsa, 

Presiding Examiner. 


THE SUPERIOR OIL COMPANY, DOCKET NO. G-16380; TRANSCONTINEN- 
TAL GAS PIPE LINE CORPORATION, DOCKET NO. G-16387 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFYING 
AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 


(Issued August 10, 1959) * 


Syllabus 




























1. Commission approves proposed initial producer price, finding that the price 
is not out of line with other prices in the area, on a comparable basis, and 
that the requirements laid down by the Supreme Court in its Catco opinion 
have been met inthiscase. P.370. 

2. Commission issues certificates of public convenience and necessity, under 
Section 7 of the Natural Gas Act, to applicants. 

Commissioner Connole not participating. 

F, P. Jones, Jr., and H. W. Varner for Superior Oil Co. 

James B. Henderson, William N. Bonner, Jr., Richard J. Connor, and John T. 
Miller, Jr., for Transcontinental Gas Pipe Line Corp. 

J. David Mann, Jr., and John I. Holtzinger, Jr., for the United Gas Improve- 
ment Co. 

Barbara M. Suchow, Kent H. Brown, and Charles J. Cor for the Public Service 
Commission of the State of New York. 

William L. Brunner and Stanley Harris, Jr., for the staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendahl, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 

On February 19, 1959, the presiding examiner issued an initial decision in the 
above-entitled proceedings by which he would grant a certificate of public 
convenience and necessity to The Superior Oil Company (Superior) authorizing 
it to render sales of natural gas to Transcontinental Gas Pipe Line Company 
(Transco). Superior would produce the gas from leases which are in the area 
offshore from Vermilion Parish in the State of Louisiana. The initial price for 
the proposed sale is 21.4 cents per Mcf, without tax reimbursement. The ex- 
aminer would also authorize Transco to construct and operate facilities esti- 
mated to cost $2,135,000, to receive the gas purchased from Superior.’ 


















*Initial decision appears on p. 372. Rehearing denied by order issued October 7, 1959, 
infra p. 655. Vacated, U.G.I. v. F.P.C., 290 F. 24 147 (CAS-1961). Cert. den. sub nom 
Superior Oil Co. v. U.G.I., 366 U.S. 965 (1961). 

1 Subsequent to the examiner’s decision, on June 22, 1959, Superior filed with the Com- 
mission a motion requesting that final decision be reached in this case as expeditiously as 
reasonably possible, since unless construction of offshore underwater pipelines is com- 
menced in the near future, inclement weather would probably prevent the accomplishment 
thereof until next summer, resulting in a delay in making this gas available to Transco and 
its customers and in the denial of income therefrom to Superior for a year. 
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Exceptions to the examiner’s decision were filed only by United Gas Improve- 
ment Company (UGI), a distributing company customer of Transco, which sells 
gas in Philadelphia and vicinity. UGI requests that final action on the applica- 
tions in this case be withheld until decision is reached by the Supreme Court 
in Atlantic Refining Co. v. Public Service Commission of the State of New York 
(the Catco case), and by the Court of Appeals for the Third Circuit in United 
Gas Improvement Co. v. F.P.C., taking the position that here as there the facts 
do not support the initial price proposed, and that Superior’s sales proposed 
herein should be treated in the same manner that the sales in the Court cases 
cited are required or permitted to be treated. 

Decisions have now been handed down in the Catco case, 360 U.S. 378, 79 Sup. 
Ct. 1246 (June 22, 1959), and the United Gas Improvement Company case, Nos. 
12797 and 12805 (CA 3, August 4, 1959), 269 F. 2d 865. 

We conclude, as more fully appears below, that with certain modifications 
the presiding examiner’s initial decision should be adopted and the exceptions 
thereto denied. 

Our understanding of the requirements of the Supreme Court’s Catco opinion 
we stated in our Opinion No. 325 and accompanying order issued August 7, 1959, 
in Matters of South Georgia Natural Gas Company, Docket Nos. G—9892, et al. 
See also our opinions in the Texas Gas Transmission Corporation case, G—17335, 
et al., and the Transwestern Pipeline Company case, G-14871, et al. Summariz- 
ing briefly, under the Catco case the producer’s proposed initial price must be 
supported by substantial evidence establishing that the price is required by the 
public convenience and necessity and is in the public interest; and that although 
the Commission should consider all the factors, price is an element of prime 
importance which the Commission should scrutinize closely with a view to pro- 
tecting the consumer. The Court further indicated what evidence might or 
should appropriately be adduced to support the proposed price, and what circum- 
stances justified the attachment of an initial price condition. Such evidence 
includes evidence of whether the proposed price is “out of line’; whether it 
would result in triggering of general price rises or an increase in the applicant’s 
existing rates by reason of “favored nation” clauses or otherwise; evidence of 
comparisons with the existing cost of gas to the purchaser; evidence of whether 
the proposed producer price would lead to an increase in the rates of the pur- 
chaser; evidence of a public need for the gas; and evidence respecting the other 
matters discussed by the Court in its opinion. 

In addition, it appears from the Court’s opinion that producer certificate pro- 
ceedings need not necessarily assume the character of rate proceedings under 
Section 4 or 5 of the Act, the Court stating at 360 U.S. 378, 392, that “Section 
7 procedures in such situations [involving the attachment of price conditions] 
thus act to hold the line awaiting adjudication of a just and reasonable rate.” 
Finally, it seems clear from the opinion that if a record sustaining the proposed 
initial price is not made, the certificate must be denied or conditioned, as the 
facts require, and that therefore it is the applicant which at least runs the 
risk of failing to substantiate the proposed price. 

In applying the Catco opinion, the Third Circuit Court of Appeals in the 
United Gas Improvement Company case cited above upheld our opinion certifi- 
eating producer sales without price conditions, concluding that on the facts there 
before it, the Commission did not err in the balancing of the weight it accorded 
the various factors of public convenience and necessity. 

Turning to the facts of this record, we conclude that the requirement laid 
down by the Supreme Court in its Catco opinion have been met in this case. In 
our opinion, the evidence in the record before us substantially establishes 
that the proposed initial price for Superior’s sale is in the public interest, 
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and the proposed sales required by the public convenience and necessity. To 
us, it is clear that there is no warrant or justification for the attachment of 
any initial price condition in this case. 

Considering whether the price is “out of line” under Catco, the facts support 
the conclusion that Superior’s proposed price is not out of line on a comparative 
basis. The price Transco is to pay for this gas is the same as that it is 
obligated to pay adjoining offshore operators. Also, the proposed price is 
less than Transco is now paying other suppliers for gas from onshore fields a 
short distance away in southern Louisiana.’ In addition, the proposed price 
is less than other pipelines such as Trunkline Gas Company in an offshore 
purchase, and United Fuel Company and Southern Natural Gas Company 
in southern Louisiana, are paying. 

As to the possibility of triggering referred to in Catco, this price will not 
trigger any favored-nation clause in Transco’s south Louisiana contracts since 
it is not within the geographic area specified by such clauses; and it will not 
affect in any way Transco’s existing contracts anywhere. Of course, this price 
will not result in other pipelines paying higher prices for gas when they are 
already paying either the same price or more. 

As to the effect of this price on Transco’s rates, as indicated in the ex- 
aminer’s decision, Transco has already acquired under Commission authoriza- 
tions over two-thirds of the gas in the two offshore fields in issue here at 
the same initial price proposed herein. This price. has already been found 
to be required by the public convenience and necessity, a conclusion found 
reasonable by the Court in the United Gas Improvement case. In our judg- 
ment the effects of such increase in Transco’s rates as may result from the 
authorization of the sale proposed herein is outweighed by the benefits of 
these sales. 

Among those benefits i= the gas supply which would be added to Transco’s 
system, the extent of which is fully described in the examiner’s decision. 
The bulk of Superior’s reserves are located in the Block 76 field, and Superior 
owns approximately 30 percent of the dedicated reserves in that field. By 
its acquisition of the reserves in the Block 76 field Transco has been able to 
acquire what in the opinion of the company is probably the largest single re- 
serve ever contracted by Transco since it commenced operations. Testimony 
was that Transco was fortunate to get it, since Superior’s reserve alone was 
large enough to attract other purchasers, one of which was offering a higher 
price. 

Further in this connection, the record establishes that Transco needs the 
gas and that the public will benefit from the company’s acquisition of this 
additional supply. This gas would be included as a part of Transco’s overall 
supply, and will help meet the continuing demands on its system. The facts 
disclose that southern Louisiana is the only area in which Transco has been 
able to acquire substantial volumes of uncommitted reserves during the past 
two years. It has sought unsuccessfully to acquire additional reserves at an 
initial price of 17 cents, and is obliged, if it is to continue to meet the customer 
requirements it has undertaken to meet, to pay producers in southern Louisiana 
a price which will induce them to sell the gas. 

The demands of Transco’s customers and of the markets it serves also 
support the authorization of this sale. The gas reserves involved in this case 
will be used to assist Transco to meet its market obligations during the 1959- 


2 An earlier proposal made by Transco involving a lesser price was not accepted. Also, 
Transco was requested to insert in the contract a favored nation and price redetermina- 
tion clause but refused. 
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1960 winter heating season as well as the increased requirements of next 
winter. The public convenience and necessity obviously will be served by 
making this gas available to help supply the allocations of natural gas which 
the Commission has already authorized Transco to serve. Looking at the 
matter from another point of view, Transco currently uses approximately one- 
half trillion cubic feet of natural gas per year. The Superior reserves will 
meet Transco’s system supply for about six months, thereby assisting the com- 
pany to maintain the inventory of its system gas supply in the face of heavy 
annual depletion and ever-increasing annual demands by Transco’s customers. 

Transco is mindful of the importance of continuing to secure supplies of 
gas, as this record shows. Transco’s witness testified that whenever it was 
possible for his company to augment its general gas supply by such a large 
reserve in an area where it was already certificated and on terms substantially 
identical with the supply contracts of previous certifications, it was to the 
benefit of the company to do so. Our knowledge of Transco’s system and the 
large and growing demands of its customers convinces us that this is so.* 

In addition, the facts disclose that the gas sales contract between Superior 
and Transco was consummated only after arm’s-length negotiation, and there 
is no affiliation or corporate control between the two, although this fact of it- 
self is not sufficient to sustain the proposed price. 

We conclude that the producer sale proposed herein is substantially sup- 
ported by the evidence of record and should be certificated at the price pro- 
posed, without the attachment of any price condition. The presiding ex- 
aminer’s initial decision should be modified to the extent inconsistent here- 
with, and as modified should be adopted by the Commission. 


The Commission further finds: 

All material exceptions, arguments and objections not discussed herein have 
been considered but are without substantial support in the record or a reason- 
able basis in law and should be denied. Except to the extent granted herein, 
exceptions of UGI should be denied. The presiding examiner’s initial de 
cision issued herein on February 19, 1959, should, except to the extent modified 
by this order, be adopted by the Commission as of the date of issuance of this 
order, to constitute with this order its decision in these proceedings. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on Febru- 
ary 19, 1959, except to the extent modified by this order, is hereby adopted by 
the Commission as of the date of issuance of this order, to constitute with 
this order its decision in these proceedings. 

(B) The exceptions filed by UGI to the aforesaid initial decision are, except 
to the extent granted by this order, hereby denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued February 19, 1959) 


FrAZEE, Presiding Examiner: The Superior Oil Company (Superior) filed an 
application on September 22, 1958, under Section 7 of the Natural Gas Act for a 


* This opinion may be shared by others most directly affected by the proposal and in a 
position to judge where their interests lie, namely, Transco’s customers. This case started 
out as an uncontested proceeding under the Commission’s Regulations and UGI is the only 
customer company which excepted to the examiner’s decision. Staff counsel did not file a 
brief or exceptions to the examiner’s decision. 
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certificate of public convenience and necessity authorizing the sale of natural gas 
to Transcontinental from Superior’s offshore leases in Block 71 and Block 76 
fields which are in the area offshore from Vermilion Parish in the State of 
Louisiana. Superior is a California corporation. Its principal place of business 
is located at 400 Oil & Gas Building, Houston, Texas. Its application was num- 
bered G-16380. 

The Transcontinental Gas Pipe Line Company (Transco) filed an application 
on September 23, 1958, under Section 7 of the Natural Gas Act, for a certificate 
of public convenience and necessity authorizing it to construct and operate cer- 
tain facilities, estimated to cost $2,135,000, to connect with its natural gas trans- 
portation system, which would enable it to purchase and receive the natural gas 
produced by Superior as above described. Transco is a Delaware corporation. 
Its principal place of business is located at 3100 Travis Street, Houston, Texas. 
Its application was numbered G—16387. 

By a notice issued on October 27, 1958, the Commission consolidated the appli- 
eations of Superior and Transco. The applicants having waived formal hear- 
ings’ the Commission, in its notice designated November 13, 1958, as being the 
final date on which protests or petitions to intervene might be filed and fixed 
November 26, 1958, as the date for hearing. 

The United Gas Improvement Company (U.G.I.) and the Public Service Com- 
mission of the State of New York (PSC-NY) filed timely petitions to intervene. 
The Commission by order dated November 25, 1958, permitted these interventions. 

As provided in the notice, above referred to, the hearing was convened on 
November 26, 1958, and, because of the aforesaid interventions, was recessed to 
January 13, 1959, on which date the hearing was held and concluded. 

Docket No. G-16380, filed by Superior, as above noted, has attached to it, and 
made a part thereof, copies of an executed sales agreement dated September 17, 
1958, in which Transco agrees, subject to Commission authorization, to purchase 
and receive natural gas from Superior in interstate commerce for resale, and 
Superior agrees to sell natural gas to Transco, at its production platforms, from 
two (2) producing wells in the Block 71 field and from four (4) producing wells 
in the Block 76? field in the Gulf of Mexico, offshore from Vermilion Parish, State 
of Louisiana, at an initial price of 21.4 per Mcf at 15.025 psia plus three-fourths 
of any taxes that may be assessed or levied.’ 

Superior owns 5,000 acres in the Block 71 field and 5,000 acres in the Block 76 
fleld. These leases were acquired from the State of Louisiana and, since they are 
offshore, the leases have been ratified by the United States Department of the 
Interior. Development of the two leases is continuing. 

The executed sales agreement between Superior and Transco, referred to above, 
provides for an initial take or pay for minimum of five (5) million cubic feet of 
natural gas per day from the Block 71 field and an initial take or pay for mini- 
mum of twenty-five (25) million cubic feet of natural gas per day from the Block 
76 field, or a quantity of gas from each field which will be ratable, based on re- 
coverable reserves, with purchases by Transco from other sellers in the field, with 
whom Transco has purchase agreements, whichever quantity is greater. The 
total estimated recoverable reserves in these two fields approximates one trillion 


1Sections 7 and 15 of the Natural Gas Act and Section 1.32 of the Commission’s Rules 
of Practice and Procedure. 

2A temporary certificate was granted by this Commission on October 22, 1958, to Transco 
for the construction of necessary facilities and the receipt and sale of this natural gas, 
from Superior. At the date of hearing on January 13, 1959, it was estimated such de- 
liveries and sales would begin in about 15 days. 

* Phillipe Petroleum Co. v. F.P.C., CCA—10, 1958, 258 F. 2d 906, 917. 
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cubic feet of gas. Transco has already acquired, with Commission authorization,‘ 
over two-thirds of the gas in these two fields at an initial price of 21.4 cents per 
Mcf. Transco, by this agreement with Superior, will acquire the remainder of 
the field production. 

UGI and PSC-NY, intervenors herein, seek to preserve and be consistent with 
the position they have taken in prior proceedings, involving the major portion of 
the gas from these fields, before the Commission.’ Intervenors seek to have the 
certificates of public convenience and necessity, if issued, conditioned upon 17 
cents per Mcf initial price. It is noted herewith that the initial price issue, as 
contended by intervenors, is presently before the Supreme Court of the United 
States.° Intervenors contend the certificates should be conditioned as to initial 
price. They made no evidential showing to establish what a new price should be 
or that the price agreed upon by the parties is unjust, unreasonable, unduly dis- 
criminatory, or preferential, and therefore unlawful. Such a showing is a pre- 
requisite to a rate, or initial price, condition if it is to be found to be “reasonable” 
as Section 7(e) of the Act requires.” 

The Commission staff introduced no witnesses and proffered no evidence what- 
ever. 

In acquiring the entire production from these two fields—about 30 percent 
under this agreement with Superior and the remainder already certificated— 
Transco has added a full two years’ reserve requirement as based upon present 
demand. The Superior sale, as provided for in this application, will meet 
Transco’s system supply for about six months. The acquisition of this natural 
gas by Transco is a part of its long term program of acquiring additional reserves 
in order to assure a continuity of service to its present and future customers. 
The acquisition of this gas from Superior will assist Transco in meeting its 
delivery obligations to its customers—it has a ready market for the gas. 

The sales agreement was negotiated ® by extensive arm’s-length bargaining, it 
contains no “favored nation” or redetermination of price clause, there is no 
corporate affiliation between Superior and Transco. Also, from the record, it is 
clear that Superior can sell and is capable of delivering this natural gas to 
Transco as proposed in the agreement. 

Applicants show the 21.4 cents per Mcf, plus taxes if any be assessed or levied, 
is the same as the initial prices heretofore certificated to them by this Commission 
for natural gas purchased by Transco from other sellers in these same two fields.’ 
It is also shown that the 21.4 cents price is less than prices currently being paid 
other sellers of onshore produced natural gas in southern Louisiana, which 
initial prices have also been certificated by this Commission.” Consequently, the 


*F.P.C. Op. 315, September 4, 1958, Transcontinental Gas Pipe Line Corporation, et al., 
Docket No. G—13148, et al., 20 FPC 264. 

5F.P.C. Op. 315, September 4, 1958, Transcontinental Gas Pipe Line Corporation, et al., 
Docket No. G—13143, et al.; United Gas Improvement Co., et al. v. F.P.C., USCA-3, No. 
12,797, 269 F. 2d 865; Public Service Commission of the State of New York v. F.P.O. 
USCA-3, No. 12805, 269 F. 2d 865. 

* Atlantic Refining Co. v. Public Service Commission of New York, No. 518, 360 U.S. 
878; Tennessee Gas Transmission Co. v. Public Service Commission of New York, No. 
536, cert. granted. 

7F.P.C. Op. 315 20 FPC 264, 269, Transcontinental Gas Pipe Line Corporation, et al., 
Docket No. G—13143, et al.; Signal Oil and Gas Co. v. F.P.C. (1956), 238 F. 2d 771, cert. 
denied (1957) 353 U.S. 923. 

8F.P.C. Op. 315, was issued on September 4, 1958, and this sales agreement was for- 
mally executed on September 18, 1958—two weeks after the issuance of Op. 315. 

°F.P.C. Op. 315, supra. 

10 G-13082, Southern Natural, April 18, 1958, 21.5¢ plus tax. G-—12878, United Gas Pipe 
Line, January 24, 1958, 21.3¢ plus tax. G-—12712, United Gas Pipe Line, December 23, 
1958, 21.25¢ plus tax. G-15394, Trunkline, 22.0¢ plus tax, certification pending. (This is 
a purchase of on-shore gas in Vermilion Parish, Louisiana.) 
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proposed rate will not trigger any favored nation provisions in any Transco con- 
tract, nor so far as the record shows, in the contract of any competitor in this 
area. 

The only issue before this Examiner is whether or not the certificate should be 
conditioned as to the initial price. No evidence whatever was introduced by 
Staff or intervenors to establish what a conditioned initial price should be. The 
only evidence in this record regarding the initial price was introduced by Superior 
and Transco. 

The cost of constructing the necessary facilities to receive and transport this 
natural gas in interstate commerce for resale will increase Transco’s cost of 
service approximately one-fourth of one percent. 

The record in this hearing shows the applicants have made, and proved, a 
prima facie case. The economic and engineering feasibility of the proposed con- 
struction is reasonable. The proposed facilities, most of which have already 
been constructed under the temporary authorization, have been paid for initially 
by short term bank loans, as will the balance of the facilities. The short term 
loans to be repaid from the proceeds of a permanent financing program to be 
initiated during 1959. There is an adequate supply of natural gas to more than 
warrant the cost of construction and to render Transco a reasonable net return 
on its investment. The applicants, Superior and Transco, are each able and 
willing properly to do the acts and perform the services proposed by them and 
there is a ready market for the gas. 

The initial price, as specified in the sales agreement is, as in all Section 7 pro- 
ceedings, an element to be considered in determining public convenience and 
necessity. It is, however, but one of the several factors to be considered. The 
record here shows this Commission has certificated identical initial prices under 
comparable sales agreements, from other sellers in these same two fields, to 
Transco.” Also this Commission has _cortifeated higher initial prices, for on- 
shore gas, in this same general area.” This record, and previous Commission 
opinions, permits but one decision. There is nothing before this Examiner from 
which to conclude the producer certificates should be conditioned by reducing the 
initial price below the levels agreed upon by the applicants in this hearing. 

It is suggested by intervenors that a decision without an initial price condi- 
tion, be withheld until the final determination of the appeal by UGI and PSC— 
NY.“ This Examiner finds no justification, nor has any been cited, in the Nat- 
ural Gas Act or in other authorities for such action. The suggestion is there- 
fore denied. 

FINDINGS AND CONCLUSIONS 


Upon consideration, of the record herein, and the briefs of the respective 
parties, it is found and concluded that: 

(1) The Superior Oil Company (Superior) is a California corporation with 
its principal place of business located at 400 Oil & Gas Building, Houston, 
Texas. It is the applicant in Docket No. G-—16380, filed September 22, 1958. 
lt is an independent producer of natural gas and will, upon the commencement 
of the respective sales authorized herein, be engaged in the sale of natural gas 
in interstate commerce for resale for ultimate public consumption, subject to 
the jurisdiction of the Commission and will, therefore, be a “natural-gas com- 
pany” within the terms of the Natural Gas Act as has heretofore been deter- 
mined by the Federal Power Commission.“ 


"1 F.P.C. Op. 315. supra. 

12 See footnote 10, supra. 

18 See footnotes 5 and 6, supra. 

4 Superior Oil Co., 15 F.P.C. 1495. 
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(2) This sale of natural gas by Superior to Transco will be made in inter- 
state commerce, subject to the jurisdiction of the Commission, and is subject 
to the requirements contained in Section 7 (c) and (e) of the Natural Gas Act. 

(3) The Transcontinental Gas Pipe Line Company (Transco) is a Delaware 
corporation having its principal place of business at 3100 Travis Street, Houston, 
Texas. It is the applicant in Docket No. G—16387, filed September 23, 1958. 
It is engaged in the transportation and sale of natural gas in interstate com- 
merce for resale for ultimate public consumption and is a “natural-gas company” 
within the terms of the Natural Gas Act, as has heretofore been determined 
by the Federal Power Commission.” 

(4) Transco, in its application noted in (3), supra, seeks a certificate of 
public convenience and necessity pursuant to Section 7 of the Natural Gas Act 
for the construction and operation of the following facilities: 

(a) 1.83 miles of 16-inch pipeline.” 

(b) 1.20 miles of 16-inch pipeline.” 

(ce) 11.50 miles of 16-inch pipeline.” 

(ad) 3 gas purchase meter stations.” 
together with such appurtenant equipment as may be necessary for the purpose 
of receiving the natural gas to be purchased from Superior in Block 71 and 
Block 76 fields, offshore from Vermilion Parish, Louisiana, and to be connected 
with its presently certificated interstate natural gas pipeline system. All as 
described in its application filed herein. 

(5) The facilities which Transco seeks authority to construct and operate 
will be used for the receipt and transportation of natural gas in interstate 
commerce for resale, subject to the jurisdiction of the Commission, as an integral 
part of its existing natural gas pipeline system, and as such are subject to the 
requirements of Section 7 (c) and (e) of the Natural Gas Act. 

(6) The proposed construction and subsequent operation of the facilities for 
which Transco seeks authorization in its application are required by the public 
convenience and necessity and a certificate should therefore be issued as herein- 
after ordered and conditioned. 

(7) Superior and Transco are each severally able and willing properly to do 
the acts and perform the services as proposed in their respective applications 
and to conform to the provisions of the Natural Gas Act and the requirements, 
rules, and regulations of the Commission promulgated thereunder. 

(8) The proposed sales by Superior to Transco are required by the public 
convenience and necessity and certificates therefore should be issued as here- 
inafter ordered and conditioned. 

(9) The initial prices (21.4 cents per Mcf plus severance taxes if any be 
hereinafter assessed or levied) proposed to be paid by Transco to Superior are 
the same as the initial prices being paid by Transco for other purchases of 
natural gas in these same identical fields and which sales have heretofore been 
certificated by the Commission.” Also this initial price is less than maximum 
existing prices now being paid within the same general area.” 


% Transcontinental Gas Pipe Line Oo., 7 F.P.C. 24. 

% This pipeline has already been constructed, and may now be in operation, under tem- 
porary authorization issued by the FPC on October 22, 1958. 

3 Jbid. 

%8 This pipeline has not yet been constructed. 

% Two of these meter stations have already been constructed, and may now be in opera- 
tion, under temporary authorization issued by the FPC on October 22, 1958. 
® See footnote 4, supra. 
2 See footnote 10, supra. 
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(10) The public convenience and necessity requires that the general terms 
and conditions as set forth in paragraphs (b), (c)(3), (c)(4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act, 
including the Rules of Practice and Procedure, should attach to the issuance of 
the certificate to Transco and to the exercise of the rights granted thereunder, 
and that the time within which the construction of the facilities authorized by 
this order should be completed and the said facilities placed in operation 
should be fixed at six (6) months from the date on which this order issues. 


ORDEB 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its rules of practice 
and procedure, that: 

(A) A certificate of public convenience and necessity is hereby issued to the 
Superior Oil Company authorizing the sale of natural gas by them in interstate 
commerce to the Transcontinental Gas Pipe Line Company together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefore, all as more fully described in its application 
and in the record of these proceedings, and subject to the terms and conditions 
of this order. 

(B) A certificate of public convenience and necessity is hereby issued to the 
Transcontinental Gas Pipe Line Company authorizing it to construct and operate 
the facilities, and to purchase the natural gas, applied for herein, subject to 
the jurisdiction of the Commission, all as more fully described in its applica- 
tion in these proceedings, and as conditioned by the terms of this order. 

(C) The certificates issued to the Superior Oil Company and to the Trans- 
eontinental Gas Pipe Line Company shail be deemed accepted and of full force 
and effect, unless refused in writing and under oath by these applicants within 
30 days from the date of the issuance of this order; and all of the facilities 
hereby authorized shall be constructed and placed in actual operation within 
six (6) months from the date of the issuance of this order. 

(D) The certificate issued to each of said applicants herein is not trans- 
ferable and shall be effective only so long as each of said applicants continues 
the acts or operations hereby authorized in accordance with the provisions 
of the Natural Gas Act and the applicable rules, regulations and orders of 
the Commission. 

(EZ) The general terms and conditions as set forth in paragraphs (b), (c) (3), 
(c) (4), and(e) of Section 157.20 of the Commission’s regulations under the 
Natural Gas Act shall attach to the certificate granted in (A) and (B) of this 
order and to the exercise of the rights granted thereunder. 

(F) The grant of the certificates to the Superior Oil Company and the Trans- 
continental Gas Pipe Line Company shall not be construed as a waiver of the 
requirements of Section 4 of the Natural Gas Act, or of Section 154 of the 
Commission’s rules and regulations thereunder requiring the filing of rate 
schedules for the service herein authorized; and is without prejudice to any 
findings or orders which have been or may hereafter be made or issued by the 
Commission in any proceeding now pending or hereinafter instituted by or 
against the Superior Oil Company or the Transcontinental Gas Pipe Line Com- 
pany. Further, the action taken in this proceeding shall not foreclose nor 
prejudice any future proceedings or objection relating to the operation of any 
price or related provision in the gas purchase contract herein involved. 


Harry W. FRaAzEz, 
Presiding Examiner. 
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TEXAS GAS TRANSMISSION CORPORATION, G-17335; TEXAS EASTERN 
TRANSMISSION CORPORATION, G-17420; HOPH NATURAL GAS 
COMPANY, G-17565; TEXAS GAS EXPLORATION CORPORATION, 
G-17336; J. RAY McDERMOTT & CO., INC., G-17337; KILROY PROP- 
ERTIES INCORPORATED, ET AL., G-17838; THE CALIFORNIA 
COMPANY, G-17339; CALLERY PROPERTIES, INC., G-17340, G-17341; 
OCEAN DRILLING & EXPLORATION COMPANY, G-17342, G-17343; 
HUMBLE OIL & REFINING COMPANY, G-17391; AMERADA PETROLEUM 
CORPORATION, G-17393, G-17407 ; KERR-McGEE OIL INDUSTRIES, INC., 
G-17396 ; BEL OIL CORPORATION, G-17397; CAROLINE HUNT SANDS 
AND LOYD B. SANDS, G-17398; RICHARDSON & BASS (LOUISIANA 
ACCOUNT), OPERATOR, G-17399; MAGNOLIA PETROLEUM COMPANY, 
G-17401 ; BECK OIL COMPANY, ET AL., G-17402; PHILLIPS PETROLEUM 
COMPANY, G-17405 ; MISSISSIPPI RIVER FUEL CORPORATION, G-17413 ; 
UNION OIL COMPANY OF CALIFORNIA, G-17457; TIDEWATER OIL 
COMPANY, G-17463, G-17474, G-17475, G-17483; CONTINENTAL OIL 
COMPANY, G-17554, G-17566; SHELL OIL COMPANY, G-17560; PAN 
AMERICAN PETROLEUM CORPORATION, G-17574 


OPINION AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 10, 1959) * 
Syllabus 


. Hope’s proposal to purchase gas in the field and have it transported by Texas 
Gas and Texas Eastern distinguished from the factual situation in Opinion 
315-—A, since the Hope sale is subject to Commission jurisdiction and the 
gas will not be used for boiler fuel. P.382. 

. For established companies with a proven ability to attach new sources of 
gas, a deliverability life of over 12 years is sufficient. P. 382. 

. Incremental cost treatment for supply facilities permitted, with the proviso 
that should Texas Gas in the future utilize any of the supply lines for 
transporting its own gas, then the supply facilities shall be ‘rolled in” 
with system-wide costs for purposes of rate making. P. 384. 

. Separate “gathering” and “transportation” rates rejected in favor of single 
“transportation” rate. P. 384. 

. Requested 644% rate of return rejected for facilities involved in this certifi- 
cate case, since if a departure from Texas Gas’ previous 6% rate of return 
is to be made, it should be done only after a rate proceeding. P. 384. 

. Texas Eastern required to file adjusted accounting entries reflecting depre- 
ciated original cost of only the facilities to be reactivated. P. 385. 

. Texas Eastern’s certificate conditioned to require it to file new rate schedule 
supported by proper cost data. P. 386. 

. Commission rejects contention that it is required under the CATCO case to 
deny or condition any producer certificate application for a sale in south- 
ern Louisiana in which the price exceeds 18¢ per Mcf, the “pre-Catco” 
price level. P. 387. 

. Commission approves proposed initial producer prices, in the light of Catco, 
finding that they compare favorably with other certificate sales in the 
area, and with pre-Catco prices, considering increased production costs, 
location of fields, and depth of sands. P. 388. 


*Designated Commission Opinion No. 327. Rehearing denied by order issued October 7, 
1959, infra p. 657. Reversed, Public Service Commission of New York vy. F.P.C., 287 F. 2d 
146 (CADC-1960). Cert. den. sub nom Hope Natural Gas Co. v. P.S.C. of New York, 
365 U.S. 880 ; Shell Oil Co. v. P.S.C. of New York, 365 U.S. 882 (1961). 
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10. Commission issues certificate of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicants. 

F. K. Rader, Christopher T. Boland, and Thomas F. Ryan, Jr., for Texas Gas 
Transmission Corp. 

James W. O'Keefe and Thomas F. Ryan, Jr., for Texas Gas Exploration Corp. 

Eugene F. Sikorovsky and T. P. Hull, Jr., for J. Ray McDermott & Co., Inc. 

J. Evans Attwell, W. B. Arnold, and W. R. Smith for Kilroy Properties, Inc., 
et al. 

L. M. Lamar, Woolen H. Walshe, Charles A. Case, Jr., and Justin R. Wolf for 
The California Co. 

John W. Martin and Robert EZ. May for Callery Properties, Inc. 

J. A. O'Connor, Jr., and H. Y. Rowe for Ocean Drilling & Exploration Co. and 
Ocean Drilling & Exploration Co., et al. 

Ralph J. Schilthius, W. H. Holloway, Joe A. Thompson, and William J. Merrill 
for Humble Oil & Refining Co. 

Albert Taylor, Robert J. Stanton, and Robert T. James for Amerada Petroleum 
Corp. 

William A. Underhill, John I. Fisher, and Jack T. Conn for Kerr-McGee Oil 
Industries, Inc. 

J. Evans Attwell, W. B. Arnold, and J. P. Field for Bel Oil Corp. 

Edward L. Atkinson, George S. Finley, and Robert E. May for Caroline Hunt 
Sands and Loyd B. Sands, Operator. 

W. B. Arnold, John B. Connally, Gene M. Woodfin, and J. Evans Attwell for 
Richardson & Bass (Louisiana Account). 

R. D. Hanley, W. S. Richardson, Ross Madole, and Tom P. Hamill for Magnolia 
Petroleum Co. 

Charles D. Beck and Neal Powers, Jr., for Beck Oil Co. 

James G. Williams, Jr., Harry D. Turner, H. K. Hudson, Kenneth Heady, and 
R. B. Stewart for Phillips Petroleum Co. 

Glenn W. Clark, William A. Dougheriy, and Spencer W. Reeder for Mississippi 
River Fuel Corp. 

Walter E. Caine, Robert M. Harris, Keith M. Pyburn, and W. D. Deakins for 
Texas Eastern Transmission Corporation. 

L. A. Gibbons, K. C. Vaughan, Patrick G. Sullivan, George D. Horning, Jr., 
Basil Kantzer, and John J. Ross for Union Oil Company of California. 

A. M. Mouser, Clyde E. Wilibern, and Robert O. Koch for Tidewater Oil Co. 

Fred B. Willson and Bruce R. Merrill for Continental Oil Co. 

W. B. Golush, Oliver L. Stone, and Joseph C. Spalding for Shell Oil Co. 

Denton Borger, C. W. Cooper, George N. Reed, Norman A. Flaningam, Ray O. 
Martin, Thomas A. White, and George C. Williams for Hope Natural Gas Co. 

John F. Jones, Dean J. Capp, John P. Sullivan, Clifford O. Stone, Jr., Joe O. 
Hammond, and William J. Grove for Pan American Petroleum Corp. 

W. C. Braden, Jr., Lambert McAllister, A. T. Beckstrand, and John A. Fergu- 
son, Jr., for Tennessee Gas Transmission Co. 

Ray Morton, George E. Morrow, and Rueben Goldberg for Memphis Light, Gas 
& Water Division. 

Carl E. Cloud, Harry A. Poth, Jr., Richard M. Merriman, and Peyton G. Bow- 
man ITI, for MidSouth Gas Co. 

Kent H. Brown, Barbara M. Suchow, and Charles J. Cox for Public Services 
Commission of the State of New York. 

William C. Hart, W. F. Laird, Frederick H. Clark, and R. A. Rosan for Ohio 
Fuel Gas Co. 


William C. Hart, William Anderson, and R. A. Rosan for The Manufacturers 
Light and Heat Co. 
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Minor C. Sumners, Richard M. Merriman, Harry A. Poth, Jr., and Peyton G. 
Bowman III, for Mississippi Valley Gas Co. 

Robert L. Russell, Eugene L. Smith, and John J. Keating, Jr., for the staff of 
the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 




















































OPINION 





These consolidated proceedings involve a proposal whereby Hope Natural Gas 
Company would purchase and produce natural gas from 11 fields in southern 
Louisiana and have such gas gathered, transported, and delivered through the 
facilities of the Texas Gas Transmission Corporation, and Texas Eastern Trans- 
mission Corporation to its own system or to various member companies of the 
Consolidated Natural Gas System for its account. Thirty-one related applica- 
tions were filed by 24 companies, each for a certificate of public convenience and 
necessity for the distribution or sale of natural gas in interstate commerce, or 
the construction of facilities or establishment of delivery points therefor, pur- 
suant to Section 7(c) of the Natural Gas Act. After hearings, the exchange of 
briefs, waiver of intermediate decision procedure and oral argument, the appli- 
cations and the issues raised by them are before us for decision. Upon such con- 
ditions as we believe to be necessary in the public interest, we are granting the 
applications as set forth below. 


THE APPLICATIONS 





The facilities which Texas Gas in Docket No. G-17335 proposes to construct for 
gathering the gas in southern and offshore Louisiana and transporting and de- 
livering it to an existing interconnection of the facilities of Texas Gas and Texas 
Eastern near Lebanon, Ohio, are as follows: 

1. Approximately 164.63 miles of 30-inch loop line and approximately 80.92 
mniles of 26-inch loop line in the States of Louisiana, Arkansas, Mississippi, Ten- 
nessee, Indiana, and Ohio; 

2. One 26-inch river crossing in the State of Kentucky ; 

3. Approximately 103.64 miles of supply lines ranging in size from 2% inch to 
12% inch pipe in the State of Louisiana and adjacent offshore areas; 

4. Seven additional compressor units, totaling 14,000 horsepower at existing 
compressor stations ; 

5. An additional 1,760 horsepower compressor station near Lafayette, Louisi- 
ana; and 

6. Twelve meter stations, one check meter station and miscellaneous appur- 
tenant equipment in the State of Louisiana and adjacent offshore areas. 

The above-proposed facilities will increase the design daily delivery capacity 
of Texas Gas’ main pipeline system by 100,000 Mcf. The entire increase in ca- 
pacity will be used to transport gas for Hope. The additional facilities will cost 
approximately $39,600,000 which Texas Gas proposes to finance through the issu- 
ance of $30,000,000 of first mortgage pipeline bonds, the sale of equity securities 
and the use of retained earnings. 

Texas Eastern in Docket No. G—-17420, in order to transport such gas from near 
Lebanon and deliver it to Hope or for Hope’s account, seeks authorization to 
place in gas service and operate the following existing facilities: 

1. Approximately 189 miles of existing 20-inch pipeline extending from Com- 
pressor Station No. 16 near Lebanon, Ohio, to a point of interconnection on 
Texas Eastern’s system near Moundsville, West Virginia ; and 

2. Two 2,000 horsepower, two 1,750 horsepower and four 1,250 horsepower 
electric compressor units at existing compressor stations. 
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Texas Eastern also seeks authority to construct and operate approximately 3,100 
additional horsepower at existing compressor stations. The estimated cost of the 
facilities proposed by Texas Eastern (excluding $6,670,000 which represents the 
depreciated value of the facilities it is reactivating) is approximately $2,230,000. 
Texas Hastern proposes to finance the cost of the proposed facilities from funds 
on hand. 

Hope, by its application in Docket No. G-17565, seeks authorization to estab- 
lish new delivery points to affiliated customers on the Consolidated Natural Gas 
System to deliver and sell up to 100,000 Mcf per day of natural gas (15.025 psia) 
to be purchased from the producer applicants and produced by Hope from vari- 
ous fields in the southern Louisiana and adjacent offshore areas. No new facili- 
ties are required or proposed by Hope in order to establish the new delivery 
points to its affiliated customers, since these necessary delivery points are exist- 
ing interconnections between Texas Eastern and Hope and its affiliated cus- 
tomers.’ 

The remaining applications are by independent producers who seek authori- 
zation to sell natural gas to Hope from fields in southern Louisiana and adjacent 
offshore areas. 

PROCEDURAL STEPS 


Notice of these related applications and consolidation thereof for hearing was 
issued by the Commission on February 9, 1959, and. published in the Federal 
Register on February 14, 1959 (24 FR 1166). The following parties filed peti- 
tions for leave to intervene which were granted by the Commission in its order 
of May 29, 1959: The Ohio Fuel Gas Company; Memphis Light, Gas and Water 
Division; Mississippi Valley Gas Company; MidSouth Gas Company; and The 
Manufacturers Light and Heat Company. The New York Public Service Com- 
mission filed a Notice of Intervention and was also permitted to intervene by 
the same order. A Petition to Intervene filed by the City of Memphis, Tennessee, 
was denied by the above order because it was not filed within the time provided 
for in the notice of February 9, 1959. By separate order of the same date, the 
Petition to Intervene filed by the Tennessee Gas Transmission Company was 
denied, and Tennessee was permitted to participate for the limited purpose of 
showing to what extent, if any, its marketing of gas to Consolidated Natural 
Gas System companies would be affected in the event certificates should be 
issued to the applicants. On June 9, 1959, Tennessee filed an application for 
rehearing of this order, which was denied by the Commission in its order of 
July 2, 1959. Pursuant to notice of date of hearing dated April 29, 1959, these 
proceedings came on for hearing on June 10, 1959, and the hearing was con- 
cluded on June 25, 1959. 

At the conclusion of the hearing, counsel for Hope moved for omission of 
the intermediate decision procedure. The Commission, in its order issued 
July 2, 1959, waived intermediate decision procedure, fixed July 16, 1959, as 
the date for filing initial briefs, directed that any parties wishing to file reply 
briefs do so by July 20, 1959, and on July 21, 1959, oral argument was held. 


THE ISSUES 


Generally, the issues presented in this case may be reduced to the questions 
of whether the various applicants should be granted certificates for their pro- 


1 These customers include all of Hope’s operating affiliates except Lake Shore Pipeline 
Company, as follows: The East Ohio Gas Company, New York State Natural Gas Corpora- 
tion, The Peoples Natural Gas Company, and The River Gas Company. These companies 
constitute the Consolidated Natural Gas System. 


556-711—64——_27 
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posals and whether it will be necessary to attach conditions to any certificates 
which we may find to be required by the public convenience and necessity. To 
determine these issues, it will be necessary to determine the more specific issues 
of (1) are the reserves of Hope sufficient to support the proposed construction 
by Texas Gas and Texas Eastern, (2) the propriety of the rates proposed by 
Texas Gas, (3) the system design and proposed rates of Texas Eastern, and 
(4) have the sales of the independent producers at the proposed rates been 
shown to be consistent with the public interest. 

While each application is, in effect, dependent upon the other applications, 
for the purposes of convenience in our discussion we will deal separately with 
each proposal except those of the producers, which will be considered together. 


THE HOPE PROPOSAL 





The application of Hope involves no new facilities and is simply an indirect 
extension to south Louisiana of Hope’s facilities to enable it to produce or 
purchase directly as much gas as can be obtained in such manner for the Con- 
solidated System consistent with its past practice.” This is not the type of 
transportation arrangement to which we objected in our Opinion No. 315-A, 
21 FPC 138, for here there is no proposal to make nonjurisdictional purchases 
and reserve a portion of a pipeline’s capacity for an inferior end use. 

The entire project is subject to our jurisdiction and the additional gas will be 
distributed by Hope throughout the Consolidated System for the same type 
services which the System has rendered for over half a century. The need of 
the Consolidated System for this additional gas was unquestioned at the hear- 
ing and detailed evidence was presented showing through past experience and 
future estimates that there will be a definite deficiency in the Consolidated Sys- 
tem’s gas supplies if additional gas is not obtained at once. (Exhibit 13.) 

Our staff has raised the point that there may be some question as to the 
adequacy of Hope’s newly obtained gas supplies to justify the expansion of the 
Texas Gas and Texas Eastern systems. If Hope takes delivery of its full 
100,000 Mcf per day, the evidence shows that there will be a reserve life index 
of approximately 16 years and a deliverability life of over 12 years. If Hope 
is unable to take 100,000 Mcf per day for 365 days per year, as the evidence 
indicates may be the situation, these figures will be increased up to 2 years both 
as to reserve and as to the deliverability. In addition to this, Hope’s claimed 
reserves include only those reserves available from 7,000 acres of the 35,000 
dedicated under the producer contracts. This additional acreage is in a highly 
productive area where further development will undoubtedly result in increasing 
Hope’s available supplies. 

In our Opinion No. 321, issued May 22, 1959, 21 FPC 704, we granted authoriza- 
tion to Trunkline Gas Company to expand its system upon a showing of 11.5 
to 13 years deliverability life. On May 12, 1959, in Opinion No. 320, 21 FPC 
653, we permitted Tennessee Gas Transmission Company to expand its system 
on a showing of a deliverability life of 11 years. While we consider these 
figures to be the minimum we can permit, we also consider that for established 
companies with a proven ability to attach new sources, such as is the case here, 
this minimum will support an expansion program. 

Hope will require no financing for its proposal and does not seek a change in 
its presently effective rates. Accordingly, insofar as Hope is concerned, certi- 
fication may be granted as requested. 






















2 Between 1898 and 1943, Hope produced or purchased directly all of its gas from wells 
in the Appalachian area and the entire Consolidated System received its gas from this 
source. At present, about 27% of the System’s gas supply is so obtained. 
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THE TEXAS GAS PROPOSAL 


The facilities which Texas Gas proposes to construct and operate appear 
adequate to enable it to render the proposed transportation service to Hope 
without impairing in any way its ability to maintain adequate service to its 
existing customers. The main line facilities, consisting of loop lines and added 
compression facilities, were designed to add 100,000 Mcf per day capacity from 
Eunice, Louisiana, to Lebanon, Ohio. The supply facilities, consisting of branch 
lines and feeder lines from Hope’s supply areas to Texas Gas’ existing lines, are 
designed to carry 125% of the supply contract quantities in order to provide 
the flexibility allowed by Hope’s supply contracts. Although these supply facili- 
ties will actually deliver approximately 150,000 Mcf per day to the main line 
station at Eunice, Louisiana, we conclude that the design is reasonable in that 
it will permit Texas Gas to transport the 100,000 Mcf per day regardless of the 
various supply areas from which any given day’s requirement is scheduled. 

Texas Gas estimates the cost of all the proposed facilities will be approxi- 
mately $39,600,000, and we find this estimate to be both adequate and reason- 
able. No issue has been raised as to Texas Gas’ ability to finance its project. 
Texas Gas proposes to finance the new construction by the sale of $30,000,000 
of 20-year first mortgage bonds and the issuance of $10,000,000 of equity securi- 
ties. Arrangements for permanent financing have not been completed but are ex- 
pected to be arranged in the latter part of 1959 or early 1960. Pending 
arrangements for permanent financing, Texas Gas has obtained an outstanding 
line of bank credit in the amount of $40,000,000, available for use for construction 
at the prime rate at the time of borrowing. Texas Gas’ over-all debt-equity 
capitalization ratio will remain within the standards employed by the Commis- 
sion. We conclude that Texas Gas will be able properly to finance the proposed 
project. 

The Texas Gas-Hope contract provides for two two-part rates for the 
transportation service. These consist of a “gathering rate” of $0.50 demand and 
1.7¢ commodity and a “transportation rate” of $2 demand and 7.4¢ commodity. 
In support thereof, Texas Gas presented two cost allocation studies, (1) a 
facilities allocation, and (2) a zone allocation of estimated costs on Texas Gas 
line from Eunice, Louisiana, to Lebanon, Ohio, allocated on a rolled-in system- 
wide basis and with incremental “gathering costs” south of Eunice charged 
solely to Hope. The rate of return used for these studies was 64%. 

The primary issue raised with respect to the proposed rates of Texas Gas is 
the cost treatment of the supply facilities to be constructed south of Eunice, 
Louisiana. Hope, Texas Gas and the intervenors, Memphis Light, Gas and 
Water Division, MidSouth Gas Company, Mississippi Valley Gas Company, The 
Manufacturers Light and Heat Company, and The Ohio Fuel Gas Company, 
unanimously contend that since these facilities will be, for the present at least, 
used only to transport gas belonging to Hope, the costs incurred in connection 
therewith should be borne by Hope. On the other hand, the staff contends that 
these facilities should be “rolled in” as a part of the costs of operating an inte- 
grated system for the benefit of all customers served by that system. The staff 
argues that the proposed facilities actually will extend the range of Texas 
Gas’ gathering system into new areas of supply and, in addition, contain excess 
capacity within the framework of the transportation contract which is always 
available to Texas Gas for transporting its own gas, so that Texas Gas could, 
if it desired, under a budget type certificate attach additional supplies of gas and 
transport it over these lines without any additional expansion or further authori- 
zation from the Commission. 
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While we are concerned lest our action in this case be interpreted as a general 
departure from our policy of “rolling in” the cost of new supply facilities with 
over-all system costs, we feel that the circumstances in this case permit, for the 
time being, a rate which requires Hope to bear the full costs incurred by Texas 
Gas in connection with these facilities. Accordingly, we shall permit the 
direct facilities cost treatment used in the design of the transportation rate 
with the proviso that should Texas Gas in the future utilize any of these supply 
lines for transporting its own supplies of gas, then at such time all of the supply 
facilities herein authorized shall be “rolled in” with system-wide costs for the 
purpose of determining proper rates; and further that Texas Gas shall not 
attach any of its own supplies of gas to these supply lines without obtaining 
the specific approval of this Commission. Because of our continuing jurisdiction 
over the rates and operations of Texas Gas, with changes continually occurring, 
we may in the future take such action as a proper record may require in con- 
nection with any future rate or certificate proceeding instituted by or against 
Texas Gas, without regard to the occurrence of the utilization of the facilities 
in the manner discussed above. 

The staff has raised further issues regarding Texas Gas’ method for computing 
the proposed rate. These are (1) the use of a 614% rate of return which the 
staff contends should be no more than 6% ; (2) the failure of Texas Gas to credit 
working capital with Federal income tax accruals which the staff contends should 
have been credited with 50% of such taxes as being the average amount avail- 
able for use by Texas Gas; (3) the charging of production costs 50% to demand 
and 50% to commodity, which the staff contends should be charged 100% to 
commodity ; and (4) the use of a separate “gathering rate” and “transportation 
rate” which the staff contends should be combined into a single “transportation 
rate.” Texas Gas has indicated in its brief that it would have no objection to 


the use of a single rate and we conclude that a single rate would more properly 
reflect the single transportation service proposed. 

We agree with the staff that if a departure from the 6% rate of return pre- 
viously allowed Texas Gas is to be made, it should be done only after a proper 
record in a rate proceeding where all the factors involved could be properly 
evaluated. Our language in Opinion No. 315 (20 FPC 264) is equally applicable 
here: 


* * * without some more convincing showing than that heretofore made, 
the rate of return on the storage facilities should not exceed 6%. Transco’s 
present rates are fixed on the basis of a 6% rate of return and it would be 
illogical to provide for a different rate on this portion of its facilities. 


The policy of offsetting working capital requirements by the average amount 
of income tax accruals and classification of production expense 100% to 
commodity are so well established and have been so constantly followed by this 
Commission that we deem it unnecessary to comment upon them at this time 
except to state that we find nothing in this record which would justify treating 
those two items in any other manner. 

Accordingly, we conclude that the certificate herein issued to Texas Gas 
should be conditioned upon the filing of a rate schedule computed in the manner 
hereinbefore discussed. 

The cost studies presented in this proceeding result in rates substantially the 
same when computed without the proposed adjustments. Since, absent the 
“rolled in” cost treatment of supply facilities issue, no serious objection was 
made by any party to the allocation method used by Texas Gas in its Exhibit 
11, we conclude that the rates of Texas Gas may be based on the study made 
in that exhibit; provided, however, that a single transportation rate consisting 
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of a demand charge and commodity charge and computed on the basis of a 6% 
rate of return, the crediting of working capital requirements with 50% of 
Federal income tax related to such return and with production expense classi- 
fied 100% to commodity shall be filed. The use of Exhibit 11 for the purpose of 
computing the proper rate for Hope in this proceeding does not constitute ap- 
proval of the allocation method or study used in that exhibit for determination 
of rates on the Texas Gas system in any pending or future rate or certificate 
proceeding. These initial rates of Texas Gas shall be filed with the under- 
standing that Texas Gas may file rate changes, as it is entitled to do under 
Section 4 of the Natural Gas Act. 


THE TEXAS EASTERN PROPOSAL 


Texas Eastern proposes to reactiviate 189 miles of the 20-inch “Little Inch” 
pipeline lying between Lebanon, Ohio and Moundsville, West Virginia. This 
is a portion of the Little Inch Line which Texas Eastern was authorized to 
abandon in Docket No. G—2508. In addition, Texas Eastern proposes to reactivate 
or construct certain compressor facilities on the Little Inch Line and on its 
existing 24-inch and 26-inch lines which parallel the Little Inch. All these lines 
and compressors will be operated as an integrated pipeline system, being inter- 
connected at each of the compressor stations on the lines. With the exception 
of the specific compressor facilities discussed below, we find that the facilities 
which Texas Eastern proposes to reactivate or construct are adequate to render 
the proposed transportation service and that their construction and operation 
are required by the public convenience and necessity. 

Texas Eastern proposes to reactivate or construct certain compression facili- 
ties which are clearly in excess of facilities necessary to provide additional 
capacity of 100,000 Mcf per day over its existing capacity. These excess facili- 
ties are as follows: 

Station 17—1 2,000 horsepower unit. 
Station 18—1 1,100 horsepower unit. 
Station 19—2 1,250 horsepower units. 

The record does not show that the public convenience and necessity requires 
the installation of these excess compressor facilities. Examination of the flow 
diagrams submitted by Texas Eastern reveals that excess horsepower will exist 
as each of the stations, 17, 18, and 19, even without the installation of the com- 
pressor units listed above. The general statements of Texas Eastern’s design 
witness regarding the need for flexibility in this portion of the line is not sup- 
ported by any concrete showing of the need therefor. Accordingly, authoriza- 
tion to install and operate these facilities should be denied on the basis of the 
record. Should Texas Eastern, in a future application, desire to present a more 
complete showing of the need for these facilities, we will again consider the 
necessity for their installation. 

The total cost of reactivating and constructing all of the facilities proposed 
is estimated by Texas Eastern to be $2,230,000 which the evidence shows Texas 
Eastern can finance from funds on hand. Texas Eastern assigns a depreciated 
original cost of $6,670,000 to the facilities to be reactivated. We conclude that 
Texas Eastern can adequately finance the proposed project. However, since we 
are authorizing construction or reactivation of only a portion of the facilities 
proposed, appropriate adjustments should be made to the accounting entries 
proposed by Texas Eastern. Accordingly, we shall condition the certificate to 
require Texas Eastern to file adjusted accounting entries satisfactory to the 
Commission reflecting the depreciated original cost of only such of the facilities 
as are herein authorized to be reactivated. 
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There is no conclusive or substantial evidence in the record to support the 
rate of 414%4¢ per Mcf which Texas Dastern proposes to charge Hope for trans- 
porting its gas. Bxamination of the purported incremental cost study presented 
by Texas Eastern reveals that it includes even those excess compressor facilities 
which we have determined should not be certificated, and that it has no relation- 
ship to the cost of the proposed transportation service. Such a study is of no as- 
sistance to the Commission in determining whether or not the contract price 
provides a proper rate. 

In view of this situation, we will condition the certificate issued to Texas 
Eastern so as to require Texas Eastern to file a rate schedule satisfactory to 
the Commission, fully supported by proper cost data. Such data shall include 
a system-wide cost of service, and proper allocation thereof between the various 
services rendered by Texas Eastern, including the proposed transportation 
service. 

THE PRODUCER APPLICATIONS 


Hope will itself produce about 4% of the gas supply obtained for this project, 
and the remainder will be purchased from 21 independent producers under 26 
contracts. These contracts call for initial prices of 21¢ per Mcf for about 5% 
of the volumes dedicated and 21.5¢ per Mcf for the remaining 95%. These 
prices are exclusive of reimbursement of the Louisiana severance tax. The 
contracts also call for periodic increases of 1¢ every 4 years and for price 
redeterminations after 8 years in some cases and after 12 years in others. 
There are no favored-nation clauses in the contracts, and the evidence clearly 
discloses that they were made after a long period of arm’s-length bargaining. 
Such contracts with their relatively firm price provisions will not result in 
any immediate increase in Hope’s prices to its customers, and they give Hope 
the advantage of having fixed purchase prices over a fairly long period of time. 

The evidence also shows that the prices in the proposed producer sales will 
have no adverse effect on any other purchasers in southern Louisiana. The 
prices to be paid by Hope will set no new plateaus either offshore or in the 
onshore fields. In fact, numerous unconditioned sales are already being made 
at and above the proposed prices and many of the contracts therefor call for 
2¢ increases every 4 years and contain favored-nation and redetermination 
clauses. These are the first purchases by Hope in this area and no favored- 
nation clauses will be triggered, either to Hope or to other purchasers. The 
evidence shows that these sales will only be sufficient to cover normal require- 
ments and additional customers of the Consolidated System for about one year. 
After 1961, Hope and its affiliates will need even more additional gas supplies 
to continue to render adequate service. 

The only parties to these proceedings who have questioned the producer 
prices were the Public Service Commission of the State of New York and, 
quite properly, our own staff. Both insist that these producer sales must be 
considered in the light of the recent Supreme Court (Catco) decision in The 
Atlantic Refining Company, et al. v. Public Service Commission of New York, 
et al., 360 U.S. 378, 79 Sup. Ct. 1246 (decided June 22, 1959), which set forth 





? Our staff's Exhibit No. 32 in this case shows that as of January 1, 1959, there were 61 
interstate sales accepted from southern Louisiana at prices ranging from 22.0¢ to 22.9¢ 
per Mcf, including tax, and 41 at prices between 23.0¢ and 23.9¢, including tax. In the 
specific parishes in which the sales proposed herein will be made, we have certificated 16 
sales at base prices equal to or higher than Hope will pay. Also see, In the Matters of 
Trunkline Gas Company, et al., Opinion No. 321, 21 FPC 704, issued May 22, 1959; and 
In the Matters of Transcontinental Gas Pipeline Corporation, et al., Opinion No. 315, 20 
FPC 264, issued September 4, 1958, 21 FPC 653, affirmed as United Gas Improve- 
ment Company, et al. v. FPC, 269 F. 2@ 865, 3d Circuit, decided August 4, 1959. 
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certain elements which should be fully considered in determining whether pro- 
posed initial prices for producer sales are in the public interest. 

We are in complete accord with the view of the New York Commission and 
our staff that the prices at which the producers’ sales are to be made should 
be carefully considered and examined in the light of the Catco decision, and in 
determining that the producer sales herein proposed should be neither denied 
nor conditioned we have considered every element required or indicated by the 
Court. 

As we understand the Catco decision, the Supreme Court held, in essence, 
that the producer’s proposed initial price must be supported by substantial evi- 
dence establishing that the price is required by the public convenience and 
necessity and is in the public interest; that although the Commission should 
consider all the factors and has broad discretion in determining whether an 
initial price is so supported, price is an element of prime importance and the 
Commission should scrutinize the price closely with a view to protecting the 
consumer and holding the line against price rises. The Court further held 
that the Commission can attach such price conditions as it believes necessary 
when the proposed price is out of line, when it might result in a triggering of 
general price rises by reason of favored-nation clauses, or when its approval 
might result in a general increase in applicant’s existing rates. 

The Court did not attempt to prescribe rigidly the quantum of evidence which 
must be adduced in every case, but indicated what kind of evidence was insuf- 
ficient; what kind of evidence might or should have appropriately been adduced 
in consideration of the record there; and thereby, what kind of evidence might 
or should be adduced in other cases, depending on the factual circumstances 
present in such cases. Thus, the Court held that evidence of the contract, with 
little more, is not sufficient to support the issuance of a producer certificate. 
Evidence which the Court indicated would have probative value in a given 
case, even though the necessity for such evidence might depend on the facts 
of the particular case, includes evidence of comparisons with the weighted 
average cost of gas to the purchasers; evidence of whether the proposed pro- 
ducer price would lead to an increase in the rates of the purchaser, and evidence 
in the record of a public need for the gas. In addition, it appears from the 
Court’s opinion that producer certificate proceedings need not assume the 
character of rate proceedings under Sections 4 or 5 of the Act. 

From our foregoing analysis of the evidence adduced to support the producer 
prices in this case and the Supreme Court’s Catco decision, it appears that the 
producer applicants have sustained their burden of showing that the prices are 
required by the public convenience and necessity, and that there is no adequate 
basis or reason for denying or conditioning the producer certificates herein 
sought. As the record shows, the prices are the same or lower than numerous 
other certificated sales in this area. 

The New York Public Service Commission vigorously urges that the effect 
of the Catco decision is to require us to deny or condition any producer cer- 
tificate application for a sale in southern Louisiana in which the price exceeds 
18¢ including tax, which price it calls the “pre-Catco” level of price. We do not 
so interpret the decision of the Supreme Court. As we have stated, our view 
is that the Catco case held that we should consider in each case all of the 
elements of public convenience and necessity, giving particularly careful atten- 
tion to the element of price, and in the exercise of our sound discretion, decide 
whether the public interest requires a certificate to issue at the proposed price 


in such case. We do not read into the opinion any such interpretation as is 
suggested. 
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We also disagree with the statement that 18¢ was the “pre-Catco” level of 
prices in southern Louisiana. True, the majority of the sales in that area were 
made at prices at or below 18¢, but there were many sales at higher prices. In 
early 1953 before we took jurisdiction over producer prices, this Commission 
certificated the Gulf Interstate Gas Company with the knowledge that it was 
paying producers in southern Louisiana an initial price of 20¢ with fixed esca- 
lations each year.‘ In 1954, we certificated producers supplying American Lou- 
isiana at 20¢ per Mcf and in October 1955, we certificated producers supplying 
gas to Texas Gas, one of the parties herein, at a price of 20¢ per Mcf.. We 
have earlier called attention to staff Exhibit 32 in this case, which sets forth 
other sales made in this area and certificated by us under contracts executed 
prior to our Catco decision of June 24, 1957, which were at prices equal to or 
higher than those applied for herein. 

In comparing 1953 and 1954 prices with present prices, we must bear in mind 
that the natural gas production business, like other businesses, has been subject 
to inflation and increased labor and material costs. Thus, if there has been 
an increase for natural gas producers in the cost of doing business of 20% 
between 1954 and 1959, a price of 20¢ in 1954 is comparable to a price of 24¢ 
in 1959. In making this comparison, we wish to make it clear that we are doing 
so only for the purpose of showing that a price of 21.5¢ per Mcf, under the 
circumstances here existing, is not out of line with previously certificated 
prices when the effects of inflation are considered. We shall consider any new 
application based upon a price in excess of any price we have heretofore cer- 
tificated to be “out of line’ and shall require conclusive proof from the applicant 
that the public convenience and necessity requires certification at that price. 

In considering whether or not the proposed price is out of line with other 
prices in the south Louisiana area, we have also taken into consideration the 
fact that most of the gas here involved is produced either offshore or in the 
bayous which are almost inaccessible, and where drilling operations are much 
more expensive than on dry land. We have also taken note of the fact that 
this gas is obtained from deep horizons which are located at depths of 10,000 
to 13,000 feet. 

We find nothing in the evidence that signals the existence of a situation which 
would indicate that the issuance of a permanent certificate is not in the public 
interest. The proposed price is not out of line with other prices currently be- 
ing charged in Louisiana, nor, as we have shown, is it out of line with the 
pre-Catco prices, particularly when we consider the increase in the costs of pro- 
ducing gas, the location of the fields here involved and the depth of the sands 
from which the gas is produced. Certification at these prices will not result in 
any triggering, there will be no increase in Hope’s existing rates to its custom- 
ers, nor will there be any increase in the weighted average cost of Hope’s gas. 

On the contrary, considering the need of Hope for this gas, the fact that it 
has been unsuccessful in locating gas for its customers in its own exploration 


4In the Matter of Gulf Interstate Gas Company, Docket No. G-2058, 12 FPC 116. 

SIn the Matter of Atlantic Refining Company, et al., Docket No. G-8809. All of the 
producer prices mentioned with respect to sales to these three pipelines are exclusive of 
tax. 

*The U.S. Bureau of Labor Statistics in its report “Employment and Earnings” shows 
that in 1954 the average hourly wage of production workers in the Crude Petroleum and 
Natural Gas Production Industries was $2.27 and in May 1959 was $2.80, an increase of 
23.8%. ‘The Bureau’s report on “Wholesale Prices and Price Index” shows that the 
wholesale price of finished steel products has risen from 142.8 in 1954 to 186.7 in June 
1959, an increase of 30.7%, and the wholesale price of oil field machinery and tools has 
risen from 129.5 in 1954 to 154.1 in June 1959, an increase of 19%. In computing whole- 
sale prices, the 1947-1949 average was used as a basis of 100. 
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activities in south Louisiana and has been unable to purchase any at a lesser 
price than it is here paying, that the prices will be relatively firm for at least 
8, and sometimes for 12 years, that none of its customers have raised any ques- 
tion as to the producer prices and the fact that every other aspect of the public 
convenience and necessity has been met, we conclude that the public convenience 
and necessity requires the issuance of the producer applications at the proposed 
prices. To deny these supplies to Hope would be a disservice to all of the 
consumers dependent upon it for their gas. 


The Commission further finds: 


(1) Hope, Texas Gas and Texas Eastern are natural gas companies as here- 
tofore found by the Commission and each producer applicant is, or will be, 
upon the commencement of the service authorized herein, a natural gas company 
within the meaning of the Natural Gas Act. 

(2) The facilities described above and more fully described in the applica- 
tions of Texas Gas in Docket No. G-17335 and Texas Hastern in Docket No. 
G-17420 will be used for the transportation of natural gas in interstate com- 
merce for resale as integral parts of the pipeline systems of their respective 
owners, and their construction or reactivation and operation are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The delivery points propose to be established on the Texas Eastern system 
by Hope will be used for the transportation and sale of natural gas in inter- 
state commerce by Hope and their operation in this manner by Hope and the 
sales effectuated thereby are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(4) The sales of natural gas by the producer applicants as hereinbefore 
described, and as more fully described in the applications, will be made in 
interstate commerce, subject to the jurisdiction of the Commission, and such 
sales by the producer applicants, together with the construction and operation 
of any facilities subject to the jurisdiction of the Commission necessary there- 
for, are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(5) Hope, Texas Gas, Texas Eastern and the producer applicants are able 
and willing properly to do the acts and perform the service proposed and to con- 
form to the provisions of the Natural Gas Act and the Rules and Regulations 
of the Commission thereunder. 

(6) The sales by the producer applicants, the transportation by Texas Gas 
and Texas Eastern, the sales by Hope and the establishment of delivery points 
therefor, together with the reactivation or construction and operation of the 
facilities necessary therefor, are required by the public convenience and neces- 
sity and certificates therefor should be issued as hereinafter ordered and con- 
ditioned. 

(7) The excess compressor facilities, as hereinbefore described, proposed to 
be reactivated or constructed by Texas Eastern are not shown to be required 
by the public convenience and necessity and, accordingly, authorization therefor 
should be denied. 

(8) Public convenience and necessity and the orderly administration of the 
Natural Gas Act requires that the certificates issued herein to Texas Eastern 
and Texas Gas be conditioned to require the filing of proper rates satisfactory 
to the Commission as hereinbefore discussed and as hereinafter ordered. 

(9) It is appropriate and in the public interest in carrying out the provisions 
of the Natural Gas Act that the certificate herein issued to Texas Eastern be 
conditioned to require the filing of proper accounting entries satisfactory to 
the Commission as hereinbefore discussed. 
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The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued to 
Texas Gas and Texas Eastern to construct or reactivate, as the case may be, 
and operate the facilities described above and more fully described in the appli- 
cations in Docket Nos. G—17335 and G—17420 and to transport up to 100,000 Mcf 
per day of natural gas for Hope, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued to Hope 
to establish delivery points and sell natural gas to its affiliates as hereinbefore 
described, subject to the jurisdiction of the Commission, upon the terms and 
conditions of this order. 

(C) Certificates of public convenience and necessity are hereby issued upon 
the terms and conditions of this order, authorizing the sales by the producer 
applicants of natural gas in interstate commerce for resale, together with the 
construction and operation of any facilities, subject to the jurisdiction of the 
Commission, used for the sale of natural gas in interstate commerce, as here- 
inbefore described and as more fully described in the applications and exhibits 
in these consolidated proceedings. 

(D) The general terms and conditions set forth in paragraphs (a), (b), 
(c), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificates granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(B) The time within which the facilities hereby authorized shall be con- 
structed or reactivated and placed in actual operation as provided in paragraph 
(b) of Section 157.20 of the Commission’s Regulations is hereby fixed at six 
months from the date on which this order issues. 

(F) The certificate issued to Texas Eastern in paragraph (A) hereof shall 
not be construed to authorize the construction, reactivation or operation of the 
excess compressor facilities hereinbefore described and authorization to con- 
struct or reactivate, and operate those facilities is hereby denied. 

(G) The certificate issued to Texas Eastern in paragraph (A) hereof is 
further conditioned to require Texas Eastern to file a rate schedule applicable 
to the proposed transportation service satisfactory to the Commission. Such 
rate schedule shall be filed not less than 90 days prior to commencing service. 
The company’s filing shall be accompanied by satisfactory system data with 
cost and allocation thereof, supporting the rates for the proposed transportation 
service, including Mcf-mile study, and based on a rate of return not in excess of 
6%, crediting of 50% of applicable Federal income taxes to working capital and 
a proper classification of costs. 

(H) The certificate is further conditioned to require Texas Eastern to file 
appropriate accounting entries satisfactory to the Commission reflecting the 
depreciated original cost of only such of the facilities as are herein authorized to 
be reactivated. 

(I) The certificate issued to Texas Gas in paragraph (A) hereof is further 
conditioned upon the filing of a proper rate and rate schedule satisfactory to the 
Commission, to be computed in the manner utilized in hearing Exhibit 11, with 
the following adjustments thereto: 

(1) A 6% rate of return shall be used in lieu of 614%, 

(2) A credit to the working capital requirement by an amount equal to 50% of 
Federal income tax related to the return, 

(3) Production expense shall be classified 100% to commodity ; 
and is further conditioned to require that Texas Gas shall not attach any of its 
own supplies of gas to the authorized gathering facilities without first obtaining 
the specific approval of this Commission. 
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TRANSWESTERN PIPELINE COMPANY, G-14871; GULF OIL CORPORA- 
TION, G-—14925, G-14940, G-14950, G-16139, G-16141, G—16218; PURE OIL 
COMPANY, G-—15040; MONSANTO CHEMICAL COMPANY, G—15318; HUM- 
BLB OIL & REFINING COMPANY, G-15714; SUN OIL COMPANY, G—15791 ; 
UNION OIL COMPANY OF CALIFORNIA, G—15810; WARREN PETRO- 
LEUM CORPORATION, G~—16030, G-—16031; BRITISH AMERICAN OIL 
PRODUCING COMPANY, G-—16091, G—16093, G-16103; CURTIS R. INMAN, 
G-—16106 ; RICHARDSON & BASS, ET AL., G-16137; G. H. VAUGHN, JR., ET 
AL., G-16195; CITIES SERVICE GAS COMPANY, G-16216; SUPERIOR OIL 
COMPANY, G-—16261; MAGNOLIA PETROLEUM COMPANY, G-16367, 
G-16368, G-16432 ; HUNT OIL COMPANY, G-—16445 


OPINION AND ORDER MODIFYING AND ADOPTING PRESIDING EXAMINER’S DECISION AS 
MODIFIED 


(Issued August 10, 1959) * 
Syllabus 


. Mere fact that a pipeline may have inexpensive expansibility is not adequate 
justification to depart from Seaboard allocation method. P. 394. 

. Commodity charge in minimum bill reduced to 75% of monthly contract de- 
mand, and Transwestern allowed to increase commodity charge to offset 
elimination of high minimum bill provisions. P. 395. 

. Producers required to revise take-or-pay provisions to bring them into balance 
with Transwestern’s minimum bill toGas Supply. P. 395. 

. In the absence of sufficient reason, it is not in the public interest to permit 
an accumulation of gas paid for but not taken, and as yet unproduced, for 
which money has already exchanged hands. P. 395. 

. Gas supply with 13-year deliverability life is sufficient for new pipeline since 
Transwestern’s gas reserves will be steadily increased. P. 395. 

. Commission concludes that there has been no substantial showing, as required 
by Catco, that the proposed producer prices which would here establish 
new high price levels are required by public convenience and necessity or 
are in the publicinterest. P. 397. 

. Certificate conditioned to require Cities Service to file a satisfactory rate 
schedule supported by a cost of service consistent with that under which the 
present rates were established. P. 401. 

. Commission conditions certificates to require producers to agree that, in the 
event proposed changed and increased prices are filed with the Commission 
after service has commenced, and the proposed prices suspended, the pro- 
ducers will not move to make the prices effective until after a determination 
under Section 4(e) of the Natural Gas Act as to the justness and reasonable- 
ness of the prices. P. 404. 

. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 

Commissioner Hussey dissenting in part. 

Commissioner Connole not participating. 

Gene M. Woodfin, J. Evans Attwell, Raybourne Thompson, and Harold C. 
Rrown for Transwestern Pipeline Co. 


*Designated Commission Opinion No. 328. Initial decision appears on p. 407. Proceed- 
ing reopened for admission of additional producer price evidence, and opinion modified in 
other respects by order issued September 23, 1959, as amended by order issued September 
29, 1959, infra., p. 542 and 574, respectively. 
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Jesse P. Luton, Jr., 8. W. Mark, and John EF. Thomason for Gulf Oil Corp. 
John C. Snodgrass for Pure Oil Co. 
B. L. Allen, Sam Pickard, and J. Evans Attwell for Monsanto Chemical Co. 
W. H. Holloway and William J. Merrill for Humble Oil & Refining Co. 
Leo J. Hoffman and John A. Ward III, for Sun Oil Co. 
George D. Horning, Jr., for Union Oil Company of California. 
Warren M. Sparks, Arthur EB. Whitt, and Lambert McAllister for Warren 
Petroleum Corp. 

Donald Prentice, Bernard A. Foster, Jr., and Sherman 8. Poland for British 
American Oil Producing Co. 

Gene M. Woodfin and J. Evans Attwell for Richardson & Bass, et al. 

George S. Finley and Joseph Nardozza for G. H. Vaughn, Jr., et al. 

Conrad C. Mount, O. R. Stites, Robert R. McCracken, and Robert N. Berry for 
Cities Service Gas Co. 

H.W. Varner, F. P. Jones, Jr., and O. G. Collins, Jr., for Superior Oil Co. 

Ross Madole, William S. Richardson, and Tom P. Hamill for Magnolia Petro- 
leum Co. 

George S. Finley, Edward L, Atkinson, and Ralph B. Shank for Hunt Oil Co. 

Franklin G. Campbell for the People of the State of California and the Public 
Utilities Commission of the State of California. 

Norman Deutsch, Edmund G. Brown, and William M. Bennett for the State 
of California. 

Roger Arnebergh and Alan G. Campbell for the City of Los Angeles and Depart- 
ment of Public Utilities & Transportation. 

Harry P. Letton, Jr., and T. J. Reynolds for Southern California Gas Co. 

Harry P. Letton, Jr., and Milford Springer for Southern Counties Gas Company 
of California. 

E. D. Sherwin and C. Hayden Ames for San Diego Gas & Electric Co. 

Oscar C. Sattinger and James R. Elliott for Pacific Lighting Gas Supply Co. 

Richard H. Peterson, F. T. Searls, and Malcolm A. Furbush for Pacific Gas 
and Blectric Co. 

John S. Carlson for Oklahoma Natural Gas Co. 

Raymond N. Shibley and Richard P. Taylor for Panhandle Eastern Pipeline Co. 

Rollin E. Woodbury, Harry W. Sturges, Jr., and John R. Bury for Southern 
California Edison Co. 

Allen R. Grambling, Edwin M. Zimmerman, Arthur H. Dean, and Charles V. 
Shannon for El Paso Natural Gas Co. 

Henry E. Jordan for the City of Long Beach, Calif. 

David Lichtenstein for the staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


OPINION 


These proceedings arose under Section 7 of the Natural Gas Act upon an 
application by Transwestern Pipeline Company (Transwestern) for a certificate 
of public convenience and necessity authorizing it to construct and operate 
a natural gas pipeline system from the Panhandle-Hugoton area of Texas and 
Oklahoma, and the Permian Basin area of Texas and New Mexico, to a 
terminus on the California-Arizona border near Topock, Arizona, and to sell 
and deliver a contract demand of 300,000 Mcf of natural gas per day at that 
point to Pacific Lighting Gas Supply Company (Gas Supply) for resale in 
Southern California through the latter’s affiliated distribution companies, South- 
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ern California Gas Company and Southern Counties Gas Company of California 
(California Companies) .* 

Applications for certificates of public convenience and necessity were also 
filed by producers Gulf Oil Corporation, Pure Oil Company, Monsanto Chemi- 
cal Company, Sun Oil Company, Humble Oil & Refining Company, Union Oil 
Company of California, Warren Petroleum Company, British American Oil 
Producing Company, Curtis R. Inman, Richardson & Bass, et al., G. H. Vaughn, 
Jr., et al., Cities Service Gas Company, Superior Oil Company, Magnolia Pe- 
troleum Company, and Hunt Oil Company for authorization to sell and de- 
liver to Transwestern the natural gas which it proposes to supply to the 
Southern California markets. 

Gas Supply and the Southern California Companies were permitted to inter- 
vene and appear as parties in these proceedings, as were the Attorney General 
and Public Utilities Commission of the State of California; the City of Los 
Angeles, California ; the City of San Diego, California; the City of Long Beach, 
California; San Diego Gas & Electric Company; Pacific Gas & Electric Com- 
pany; Southern California Edison Company; Panhandle Eastern Pipeline Com- 
pany; Oklahoma Natural Gas Company; and El Paso Natural Gas Company. 

On July 1, 1959, the presiding examiner issued an initial decision by which 
he would grant all of the applications in these proceedings. Exceptions to 
the examiner’s decision were filed by Sun Oil Company, Union Oil Company 
of California, Superior Oil Company and Magnolia Petroleum Company, the 
Attorney General and Public Utilities Commission of the State of California, 
San Diego Gas & Electric Company, Southern California Edison Company, 
and the Commission’s staff. Oral argument on these exceptions was held 
before the Commission on July 23, 1959. 

Upon consideration of the evidence of record in these proceedings, the parties’ 
briefs, the examiner’s decision, the exceptions thereto, and the oral argument 
before the Commission, we are of the opinion that the examiner correctly 
concluded that certificates of public convenience and necessity should be issued 
to the applicants, but that he erred in not finding that conditions should be 
attached with respect to certain producer prices and Transwestern’s and Cities 
Service’s tariffs and rates. Except as it may otherwise appear in this order, we 
shall therefore adopt so much of the examiner’s decision as treats of the 
need for this gas in the Southern California markets, the adequacy of the 
proposed facilities to render the proposed service, the reasonableness of the 
cost of the proposed facilities, the adequacy of the gas supply and reserves, 
and the economic and financial feasibility of the project, and shall modify so 
much of his decision as treats of the producer’s prices and Transwestern and 
Cities Service’s tariffs and rates as herein ordered. 

The Attorney General and the Public Utilities Commission of the State of 
California (California Interveners) except to the examiner’s approval of the 
design of Transwestern’s proposed rates. These rates were designed on the 
basis of the Seaboard* method of cost classification and provide for a daily 
demand charge of 13 cents per Mcf and a commodity charge of 32 cents per Mcf. 
The California Interveners contend that the Seaboard cost classification method 
is not reasonable where the pipeline system has been overdesigned as is the 
case with Transwestern, and object to such overdesign being reflected in the 
form of rate. They contend that Transwestern’s proposed rates would assign 
a higher percentage of Transwestern’s billings to the demand charge than any 


1 The initial capacity of the proposed pipeline will be 350,000 Mcf per day. 
2 Atlantic Seaboard Corp., 11 F.P.C. 43. 
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other present or proposed rate for pipeline sales to California. A proper form 
of rate, they contend, would assign 20 percent to demand and 80 percent to 
commodity, which on the basis of Transwestern’s total cost of service would 
be approximately $2.75 per month per Mecf of contract quantity as a demand 
charge and 36 cents per Mcf as a commodity charge. The California Inter- 
veners further object to the provision in Transwestern’s proposed rate schedule 
for deliveries in excess of the contract demand at a commodity rate of 32 cents, 
contending that there should be a separate tariff schedule for excess gas such as 
the El Paso Natural Gas Schedule “G—X”’. 

It is clear from the record that the estimated delivery from the pipeline as 
proposed to be constructed is 300,000 Mcf per day on an average basis or 350,000 
Mcf per day on a peak day basis. It may well be that when the system is fully 
powered, its deliverability will be 640,000 Mcf per day, and that this capacity 
may be realized with only nominal additions to Transwestern’s investment, but 
as proposed herein it cannot deliver more than 350,000 Mcf per day. 

We recently considered a situation where Trunkline Gas Company * proposed 
to loop 64 percent of its main line, which would result in an increase in capacity 
of 135,000 Mcf per day.. We there found (21 FPC 704, 711) that the looping of the 
remaining 36 percent of its main line would “provide Trunkline with greatly 
increased capacity over and above the 135,000 Mcf without additional compres- 
sion, and will be even greater with compression.” In that case we used the 
Seaboard classification. The mere fact that a pipeline may have inexpensive 
expansibility is not of itself adequate justification to depart from the Seaboard 
method. In Northern Natural Gas Company, et al., Docket Nos. G-17485, et al. 
(Opinion No. 324, July 31, 1959, 22 FPC 164), we permitted some departure from 
Seaboard as to Northern based upon historical differentials; however, in that 
same case we prescribed rates for Iron Ranges Natural Gas Company “in ac- 
cordance with the Seaboard method of classification” (22 FPC 164, 177), since it 
had no historical pattern of rates, being a new company. Accordingly, we 
shall permit Transwestern to file its rates in the form proposed but as modified 
to reflect the changes herein provided. 

Transwestern’s rate schedule provides a very high minimum bill with respect 
to payment of the commodity charge amounting to 100 percent annual use of 
the contract demand of 300,000 Mcf per day. This minimum bill is in addition 
to the monthly minimum bill of the demand charge. On the other hand the 
record shows that Gas Supply will be taking gas during the first year of 
operation in the amount of 280,000 Mcf per day or 9344 percent annual use of 
the contract demand. Thus Gas Supply will be paying $2,330,000 (20,000 McfX 
365 X32 cents per Mcf) for the first year, with decreasing amounts thereafter, 
for gas which it does not receive. The amount will aggregate almost $4,500,000 
through 1963.4 The volume of gas paid for but not received may be made up 
over a 10-year period with an adjustment in the commodity charge to reflect 
any difference in the rate at the time of payment and at the time of receipt. 
The record shows that such make-up will occur for the most part in 1964. 

Such a device in the minimum bill cannot be said to be required by the public 
convenience and necessity. It is unknown in the natural gas industry to have 
such a high minimum bill for normal firm service.’ To permit it would give 
Transwestern all the protection of a cost of service tariff without giving to the 


2In the Matter of Trunkline Gas Company, et al., Docket Nos. G—15394 et al. 
No. 321, May 22, 1959, 21 FPC 704). 
* Sum of the deficiencies (13,933,000 Mcf x 82 cents per Mcf). 
5In the Matter of Trunkline Gas Company, et al., Docket Nos. G—15394, et al. (Opinion 
No. 321, May 22, 1959, 21 FPC 704). ? 
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public such benefits of the cost tariff as declining rate base or possible lower 
rate of return. 

We shall require that this high minimum bill provision be eliminated. To 
make Transwestern whole, however, we shall permit it to raise the commodity 
component of its rate to reflect the lesser volumes actually sold as compared with 
the annual contract quantity. The volumes to be used by Transwestern in the 
recomputation of the rate shall bear a reasonable relationship to the estimate 
of sales reflected in Exhibit No. 1, Table 3. 

The need for a high minimum bill is apparently caused in part at least by 
the take-or-pay provisions in Transwestern’s gas purchase contracts.” Such 
volumes aggregate 350,000 Mcf although Transwestern’s requirements through 
1963 are less than 308,000 Mcf.* The public convenience and necessity require 
that this imbalance be corrected. The supply take-or-pay should, therefore, be 
brought into balance with Transwestern’s sales to Gas Supply. 

The rationale of our realining the Transwestern minimum bill with the con- 
current adjustment in its commodity charge and the realinement of the take- 
or-pay provisions in Transwestern’s supply contracts is basically the requirement 
that payment be made for services rendered. Ratepayers of Gas Supply ought 
not to be called upon to supply a constant flow of dollars to Transwestern for 
a variable supply of gas from it, which dollars Transwestern in turn must pass 
on to the producers with still more cash supplied by extra-revenue sources. 
The producers have not shown a need for a constant income independent of 
their sales or the price proposed. Absent good and -sufficient reason shown, it 
is not in the public interest to permit an accumulation of gas paid for but not 
taken, and as yet unproduced, for which money has already exchanged hands. 

Staff excepts to the examiner’s finding that Transwestern has shown an 
adequate supply of gas to support its project. The record shows that as of 
January 1, 1958, Transwestern had proved natural gas reserves of 2,754,329 
Mef under contract and dedicated to it. Considering only these reserves, com- 
mitted to it under the contracts which are part of these proceedings, the record 
shows a minimum deliverability of 308,000 Mcf per day for 13 years. Staff 
contends that 13 years deliverability life is less than has been heretofore required 
by the Commission for major new pipeline systems such as this. No other 
party to these proceedings, however, has objected to the adequacy of these 
reserves. 

We agree with the examiner that “it is reasonable to conclude from evidence 
in this record, that Transwestern’s reserves will be steadily increased.” The 
record shows that 16 gas wells were completed between January 1, 1958, and 
March 16, 1959, on some 850,000 acres of prospective producing oil and gas 
leases dedicated to Transwestern in the Panhandle area. Furthermore, as the 
examiner notes, “Transwestern’s laterals and attached supply and gathering 
lines traverse and completely integrate the major portion of the proved natural 
gas potential and producing areas of the Panhandle-Hugoton and the West 
Texas-Permian Basin areas,” and “construction of the Transwestern line into 
these areas will undoubtedly stimulate drilling and development for new gas 
reserves.” Considering the extent of the natural gas reserves committed to 


¢Both California Interveners’ brief and Staffs’ brief note that a take-or-pay provision 
exists, but raise no objection to it. The exceptions of both are silent on the matter. 

™Exhibit No. 56, page 2. The record shows that the cost of these excess volumes in 
the amount of $3,000,000 per year through 1963 will not be included in Transwestern’s 
cost of service but will be financed from cash on hand or bank borrowing. 

8 The record shows that Transwestern under some contracts may take gas paid for but 


not taken before for periods ranging from one, two, or four years up to the full term of 
the contract. 
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Transwestern, together with the showing of additional new producing wells on 
acreage dedicated to it, and recognizing that this dedicated acreage is in some 
of the most active developing gas producing areas in the country today, the 
examiner was justified in finding that Transwestern’s gas supply is adequate 
to render the service proposed.® 

Staff also excepts to the examiner’s approval of what staff contends is an 
excessive investment in supply laterals, and to his finding that the full capacity 
of the lateral lines, as presently designed, will soon be reached. These are 
arguments which staff advanced in its brief and which were considered by the 
examiner in his decision and specifically rejected by him on the basis of the 
evidence of record. The examiner properly found that Transwestern’s facilities, 
including these laterals in the Panhandle-Hugoton area to which staff’s exception 
has reference, are reasonable and feasible as to cost and design. 

Such other exceptions as have not been specifically disposed of, and which 
are directed to the examiner’s treatment of issues other than that of the pro- 
ducer’s prices and Cities Service’s tariff and rates, have been considered but are 
either without substantial support in fact or reasonable basis in law, or are 
not material, and should be denied. 

Transwestern’s contracts for its proposed gas supply fall generally into two 
groups on the basis of price and location. The first group includes contracts 
in the West Texas-Permian Basin Area, and the second group includes con- 
tracts in the Panhandle-Hugoton area. Out of a total initial daily average 
deliverability of 308,000 Mcf, 211,411 Mcf will be delivered under the contracts 
in the first group, and 96,589 Mcf will be delivered under the contracts in the 
second group. 

The West Texas-Permian Basin contracts provide for wellhead sales at initial 
prices of 12 cents, 16 cents, 19.5 cents, and 21.8 cents per Mcf at 14.65 psia, and 
for plant sales at initial prices of 18 cents and 21.8 cents per Mcf at 14.65 psia. 
All of these contracts are for 20-year terms and, except for the 21.8-cent Rich- 
ardson & Bass contract, and the Warren Petroleum Corporation 18-cent plant 
contract, provide for a 1 cent per Mcf escalation each 4 years. Under the 
Richardson & Bass contract, the 21.8-cent price is fixed for the first 10 years, 
escalating to 27.2 cents for the remaining 10 years. The 18-cent price in the 
Warren Petroleum Corporation contract is also fixed for the first 10 years, 
escalating thereafter to 20 cents. The prices in all of these contracts include 
the prevailing state taxes. 

In the Panhandle-Hugoton area, all but two of the contracts are for wellhead 
sales and provide for an initial price of 23 cents per Mcf at 14.65 psia. These 
contracts are for 20-year terms, and the 23-cent price is fixed for the first 10 
years, escalating to 26 cents for the remaining 10 years. In addition to the 
above wellhead contracts, Transwestern has a contract with Warren Petroleum 
Corporation for plant gas at the same prices and for the same term, and a con- 
tract with Cities Service for delivery for the latter pipeline on an interruptible 
basis at a straight 21 cents per Mcf and for a 5-year term. The 23 cent con- 
tracts require the producers to pay severance taxes, so that the contract prices 
include the prevailing state taxes. 

The highest price for comparable wellhead gas in the West Texas-Permian 
Basin area which the Commission has heretofore certified is 16 cents per Mcf, 
including taxes, as shown in staff’s Exhibit No. 61. That exhibit and related 
testimony further show that 18 cents is the highest certificated price which may 


® We also take notice of the fact that since the close of the hearing numerous new 
producer applications have been filed to sell additional volumes of gas to Transwestern. 
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reasonably be compared with plant gas in that area. In the Panhandle- 
Hugoton area, the highest price for comparable wellhead gas heretofore certif- 
icated is shown to be a contract price of approximately 17 cents per Mcf. 

Although the evidence is clear that the proposed producer prices would 
establish new high price plateaus in these two extensive gas producing areas, 
and that certification of these high price contracts would result in an annual 
increase of $17,860,000 in the price to be paid by consumers in California, 
the examiner nevertheless found that the proposed initial prices do not “arouse 
suspicion or indicate the existence of a situation that would be contrary to the 
public interest.” There is no substantial basis in fact for this finding on the 
record in these proceedings. Furthermore, there is no basis in law for the ex- 
aminer’s findings that these initial prices “carry a presumption of justness and 
reasonableness,” and that “those who would overturn this presumption carry 
the heavy burden of making a convincing showing that the initial prices are 
unlawful because they are too high and therefore unjust and unreasonable.” 

The United States Supreme Court, in the recent Catco decision, Atlantic 
Refining Co. v. Public Service Commission, 360 U.S. 378, 79 Sup. Ct. 1246, de- 
cided June 22, 1959, held that price is “a consideration of prime importance” 
in producer certificate cases, and that “a most careful scrutiny and responsible 
reaction to initial price proposals of producers” is required. Such price pro- 
posals, the Court held, “must be supported by evidence showing their necessity 
to ‘the present or future public convenience and necessity’ before permanent 
certificates are issued,” and “where the application on its face or on presenta- 
tion of evidence signals the existence of a situation that probably would not 
be in the public interest, a permanent certificate should not be issued.” 

The Court, however, recognized the Commission’s authority under Section 7 (e) 
of the Natural Gas Act to condition certificates in such manner as the public 
convenience and necessity may require, and held that the Commission, in exer- 
cising its discretion, might attach such price conditions as it believes necessary 
“where the proposed price is not in keeping with the public interest because it 
is out of line or because its approval might result in triggering of general price 
rises or an increase in the applicant’s existing rates by reason of ‘favored nation 
clauses or otherwise.” The Court noted that “Section 7 procedures in such 
situations thus act to hold the line,” so that the consuming public may be pro- 
tected until a just and reasonable rate is “determined under other sections of 
the Act.” 

Considering the facts before us in these proceedings, we conclude that there has 
been no substantial showing, as required by Catco, that the proposed producer 
prices which would here establish new high price levels are required by the 
public convenience and necessity or are in the public interest. We shall, therefore 
attach price conditions to the certificates herein issued to the producers of this 
high priced gas such as are reasonably required to “hold the line” and protect the 
gas consuming public against any further increase in the general level of prices 
paid for natural gas in these two major producing regions, until such time as just 
and reasonable rates are determined under Section 4 or 5 of the Act. 

In reviewing the initial prices proposed by Transwestern’s suppliers, we have 
earefully considered and weighed the increasing demand for gas in the proposed 
California markets, the present trend of the markets in the various gas supply 
areas of Transwestern, the existing prices in those areas which have been certifi- 
cated by the Commission, the quantities of reserves committed under the supply 
contracts, the quality and delivery conditions of the gas, the depth of the pro- 
ducing areas, and other evidence, including such evidence of costs as was adduced 
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at the hearing in these proceedings. Relating and weighing all such factors to 
determine whether the public convenience and necessity require certification of 
the prices as proposed or the imposition of a condition at some lower price, we 
reach the conclusions set forth below. 


Gulf Oil Corporations’s Puckett-Ellenburger Gas, Docket No. G—14940 


As the record shows, the proposed sale of this gas at an initial price of 12 cents 
per Mcf, constituting 44.9 percent of Transwestern’s committed reserves, is the 
very “backbone” supply of Transwestern’s application and the need of this gas 
supply is incontrovertible. The gas is produced from 13,000 to 14,000 foot depths 
at high pressure (delivered up to 1,100 psig maximum), but contains about 30 
percent carbon dioxide and other inert ingredients and must be treated by Trans- 
western. Costs of treatment and shrinkage must be borne by Transwestern. The 
estimates of these costs vary from 4 cents to 8 cents per Mcf, but no firm measure 
of these costs is available in the record. It is difficult without such evidence 
to determine whether the proposed 12-cent price is comparable to 16 cents per 
Mcf for pipeline quality gas, which is the highest price we have certificated for 
such gas at the wellhead in this area and which is the price which Transwestern 
proposes to pay for such gas in the area. It appears, however, that the 12-cent 
gas, after treatment and shrinkage, will be equivalent to wellhead gas of pipeline 
quality at a price in excess of 16 cents per Mcf™ and that the proposed sale 
should be conditioned at a lower price. To determine the condition to be at- 
tached, we take administrative notice of other sales from the Ellenburger forma- 
tion which are on file with the Commission—sales of gas with similarly high 
percentages of carbon dioxide made at 11 cents per Mcf before treatment.“ In 
some of these sales the contract price is 16 cents per Mcf less 5 cents per Mcf 
for treating, thus giving a reasonable comparison to the subject sale by Gulf. 
We shall therefore condition the certificate issued to Gulf in the above docket 
at a price of 11 cents per Mcf. This condition is required by the public con- 
venience and necessity. 


16-cent Permian Basin Gas Supply, Docket Nos. G-14925, G-14950, G—15040, 
G-15318, G—16103, G—16106, G-16141 


The gas sales proposed under the contracts in the above dockets are at initial 
prices of 16 cents per Mcf for merchantable pipeline quality gas delivered at the 
wellhead at delivery pressure up to 1,000 psig. The reserves committed under 
the subject contracts constitute approximately 14.6 percent of Transwestern’s 
reserves. As has been found, prices of 16 cents per Mcf for other gas of slightly 
lower quality but generally produced from greater depths, have been certificated 
by the Commission in the area. No strong contentions were made by either the 
staff or interveners that this proposed 16-cent price was not consistent with 
recently negotiated prices in the area, or should be conditioned. The 16-cent 
price for this gas is required by the public convenience and necessity. 


Richardson & Bass’ Gas Supply, Docket No. G—16137 


The subject gas is to be sold primarily from the tailgate of the Keystone gas 
plant in Winkler County, Texas, at a proposed price of 21.8 cents per Mcf deliv- 
ered at 600 psig maximum pressure. Smaller quantities of gas are to be sold 
from fields in Lea County, New Mexico, at the same price, but there is no firm 


#0 The varying estimates of costs in the record indicate that the cost of the 12-cent gas 
after treatment and shrinkage could be as high as 20 cents per Mcf. 


11 Standard Oil Company of Texas, Docket No. G—13861; George 8S. Hammond, No. 1, 
Docket No. G—10647; Atlantic Refining Company, No. 149, Docket Nos. G-10354 and 


G-9078 ; Phillips Petroleum Company, Docket No. G—2621; L. L. Horne, Docket No. G— 
14949 : Scott Hammonds, et al., No. 1, Docket No. G—14919. 
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commitment that such New Mexico gas will-be processed, A portion of the pro- 
posed supply of plant gas is now being sold to El Paso Natural Gas Company at a 
rate of 10 cents per Mcf and a termination of that sale is required before Rich- 
ardson & Bass may make this sale. Applicants, however, contend that because 
of exchange arrangements involving the termination of a carbon black produc- 
tion sale, El Paso will suffer no loss of gas by reason of the termination of appli- 
cants’ sale to it of the Keystone plant gas, and indeed will receive increased vol- 
umes in the future. 

Applicants contend that the 21.8-cent price is the result of arm’s-length bar- 
gaining, that it is in line with the current market price for gas in the area, and 
that additional reserves will be dedicated to Transwestern. 

The closest comparable sale to the Richardson & Bass plant sale that has been 
certificated by this Commission is the sale by West Texas Gathering Company to 
El Paso Natural Gas Company in the same county (Winkler) at an interim price 
of 18 cents per Mcf.“ The Richardson & Bass gas appears from the record to be 
slightly better quality than the West Texas Gathering gas, is residue gas deliv- 
ered after gathering, but apparently does not have the high deliverability or con- 
stant availability of the West Texas Gathering gas. 

There is no exact method of determining the proper rate for Richardson & 
Bass’ proposed plant sale, but considering all the factors brought forth in the 
record, it is the Commission’s judgment that 18 cents per Mcf for this proposed 
sale will best meet the requirements of public convenience and necessity. We 
shall therefore condition the certificate herein issued to Richardson & Bass for 
the sale of gas from the Keystone plant at an initial price of 18 cents per Mcf 
at 14.65 psia. 

The smaller quantities of New Mexico gas to be delivered at the wellhead 
will be conditioned to sell at a rate of 16 cents per Mcf comparable to other recent 
wellhead sales in the area and in line with the 16-cent Permian Basin contracts 
considered above. 


Warren Petroleum Corporation’s Monument Plant Gas in Lea County, New 
Mezico, Docket No. G—16031 


Warren proposes to sell surplus residue gas from its Monument Plant to Trans- 
western for an estimated period of nine years at a rate of 18 cents per Mcf. The 
gas is to be delivered after gathering, treatment for removal of acid gases, and 
compression from 200 to 550 psig. The record shows the 18-cent plant price was 
bargained for on the basis of the 16-cent wellhead price now being paid by West 
Texas Gathering Company, and the contract price of 16 cents per Mcf herein 
proposed for gas in the Bell Lake area of New Mexico. Applicant also contends 
that the 18-cent price will furnish additional incentive for it to obtain more 
casinghead gas for processing. 

Although Warren’s dedicated reserves constitute only 1.5 percent of Trans- 
western’s total reserves as contrasted to about 23.6 percent of Transwestern’s 
total dedicated under the Richardson & Bass contract, the sale seems otherwise 
comparable, the 18-cent price is satisfactory and is required by the public con- 
venience and necessity. 


Union Oil of California’s New Megico Gas, Docket No. G—15810 


Union proposes to sell wellhead delivered gas from Crawford Field, Eddy 
County, New Mexico, to Transwestern at a proposed rate of 20 cents at 15.025 


42 West Texas actually has a cost of service rate and has estimated that the actual rate 
to El Paso will be between the 16 cents per Mef which it pays to its suppliers and the in- 
terim rate of 18 cents per Mcf to El Paso. 
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psia (19.5 cents at 14.65 psia). This gas is merchantable pipeline quality gas to 
be delivered at pressures up to 850 psig maximum. The volumes dedicated con- 
stitute approximately 1 percent of Transwestern’s total dedicated reserves. The 
record shows that Union was primarily interested in transporting the gas to 
California for its own use but after negotiatitons involving the necessity of 
Transwestern constructing a lateral to take the gas, an arrangement was made 
whereby Transwestern will purchase 50,000 Mcf per day and will transport 
50.000 Mcf per day for Union, if and when such amounts are produced. 

There is no substantive evidence in the record to support an initial price for 
this sale greater than 16 cents per Mcf, which is the highest heretofore certifi- 
cated in this area, and such price compares favorably with other recent prices in 
the area. The public convenience and necessity require that Union Oil of Cali- 
fornia’s certificate be conditioned to reflect an initial price of 16 cents per Mcf 
at 14.65 psia (16.4 cents per Mcf at 15.025 psia). 


Panhandle-Hugoton Area Wellhead Sales, Docket Nos. G-15714, G-15791, 
G-16091, G-16098, G—16139, G-—16195, G—16218, G—16261, G—16367, G—16368 
and G-16445 


The producer sales proposed in the above dockets are to be made in the Pan- 
handle-Hugoton area of Texas and Oklahoma at 23 cents per Mcf at 14.65 psia for 
wellhead delivered gas of merchantable quality with a maximum delivery 
pressure of 1,000 psig. The subject contracts cover approximately 14.6 percent 
of Transwestern’s total dedicated reserves and also commit large undeveloped 
acreages. 

As the record shows, the 23-cent price greatly exceeds the highest price which 
the Commission has certificated in this general area. The examiner, in his 
decision, seemingly attempts to justify the 23-cent price on the basis that it will 
hold for 10 years, and that other contracts in the area at prices of 21 cents 
per Mcf (plus liquid revenues) and 22 cents per Mcf have established a market 
price in this range in the area. The Commission, however, has neither con- 
sidered nor approved the rates so cited. Furthermore, the fact of no escalations 
for 10 years is not of sufficient weight in our judgment to justify a price as high 
as 23 cents per Mcf. The proposed 23-cent price, if approved, could only lead to 
a general increase of initial prices to 23 cents per Mcf in the Hugoton-Panhandle 
area. The public convenience and necessity require that the proposed price be 
conditioned at a lower level. 

The record shows that the highest certificated prices in the subject area are 
17 cents per Mef for sales to Michigan Wisconsin Pipe Line Company in the 
Laverne Field area and 16.5 cents per Mcf for sales to Northern Natural Gas 
Company in the Texas Panhandle area. The Laverne Field sales to Michigan 
Wisconsin were originally certificated in April 1958. After adjustments for 
Btu content and processing for liquids, it appears that the price for the Laverne 
gas equates to approximately 17 cents per Mcf. Since lower prices being paid 
for gas in the Panhandle-Hugoton area apparently are not conducive to drilling 
the deep wells required to develop the large reserves being discovered and to 
bringing this gas to market in large quantities, we look to the recent prices in 
this area in determining the price condition to be imposed on the certificates 
in these dockets. 

Weighing all the factors in the record concerning these sales and keeping in 
mind the necessity of this gas for the proposed operation of Transwestern’s 
facilities, it is our considered judgment that the public convenience and neces- 
sity require the subject certificate applications [sic] be conditioned to provide for 
an initial rate of 17 cents per Mcf at 14.65 psia. 
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Warren Petroleum Corporation's Sitter plant sale, Docket No. G-16030 


In this docket Warren proposes to sell gas from its Sitter Plant in Wheeler 
County in the Panhandle area of Texas at an initial rate of 23 cents per Mcf. 
However, because of previous commitments, such sale will not be inaugurated 
until 1962. The gas will be delivered at the tailgate of Warren’s gasoline plant 
at a maximum delivery pressure of 850 psig. 

The record shows that the 23 cents per Mcf rate proposed here followed the 
pattern of Transwestern’s negotiated 23-cent prices in the Panhandle-Hugoton 
area, although the Sitter gas is not to be delivered until 1962 and will be sold 
after gathering a delivered pressure of 850 psig maximum. We shall therefore 
condition this sale by Warren at an initial price of 17 cents per Mcf, the price 
at which we are conditioning all of the other proposed 23-cent sales to Trans- 
western, and this condition is required by the public convenience and necessity. 


Cities Service Gas Company Sale, Docket No. G—16216 


Cities Service proposes to sell an average of 50,000 Mcf per day to Trans- 
western at a price of 21 cents per Mcf for a 5-year period corresponding to the 
period it expects to have allowable gas in the Kansas and Oklahoma Hugoton 
Fields in excess of estimated market requirements of its present customers. 
Under the sales agreement Transwestern is to take or pay for 18,250,000 Mcf 
annually. Variation is allowed in the maximum daily quantity. Deliveries to 
Transwestern may be interrupted to protect firm service for domestic customers 
with consequent reduction in the above annual minimum bill. 

In the regulation of pipeline companies, the Commission has over the years 
accumulated considerable experience and has formulated rules and regulations 
which are very much more precise and detailed than the regulations applicable 
to independent producers. It has been the Commission’s practice to require 
satisfactory cost data in support of proposed rates by pipeline companies. 

Cities Service submitted estimated cost data for the year 1960 in support of 
its proposed 21 cents per Mcf and the unit cost derived for this proposed service 
was 22.23 cents. This cost of service, however, includes costs which we have 
questioned in suspending its recent rate increase filing.* Thus we cannot accept 
these costs at this time as preliminary justification for the rate. Reference in 
particular is made to (1) the claimed rate of return of 6.75 percent, in lieu of 
the 6 percent allowed when we approved the last rate case settlement of a 
Cities Service rate increase proposal; (2) the claimed depreciation rate of 3.75 
percent; and (3) the inclusion of “Minimum Bank Balances” in claimed work- 
ing capital. 

The certificate for the sale by Cities Service Gas Company will be issued sub- 
ject to the condition that Cities Service Gas Company, prior to commencing 
deliveries, shall file a satisfactory rate schedule supported by a cost of service 
consistent with that under which its present rates were established. In filing 
a new rate schedule, Cities Service should give more consideration in its minimum 
bill to the possible curtailment of service than is embodied in the 100 percent 
minimum bill here proposed.* Additionally, the rate schedule should be made 
part of the tariff for main line sales and be accompanied by an appropriate service 


agreement. The imposition of this condition is required by the public conven- 
ience and necessity. 


13 Docket No. G—18799. 
pendible industrial rates. 

1% Cities Service Rate Schedule P, Pipeline Deliveries, provides for firm service and con- 
tains a minimum bill related to 60% take of the demand. We do not believe that an inter- 


ruptible service such as is here proposed should have a higher minimum bill than that for 
a pipeline firm service. 





Rates suspended until November 23, 1959, except for non-sus- 
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Magnolia Petroleum Company’s Gas in Rio Ariba County, New Mezico, Docket 
No. G—-16432 


Magnolia Petroleum Company in this certificate application proposes to sell 
Transwestern gas from the Four Corners area, Rio Ariba County, New Mexico, 
at an initial rate at 17 cents per Mcf at 15.025 psia delivered at a central field 
point. There is little discussion of this particular sale in the record as no 
reserves have been actually available under the contract and under Trans- 
western’s amended construction plan the gas to be sold under this contract will 
not be picked up by Transwestern. Accordingly, the certificate application in 
the above docket should be dismissed. 


The Commission further finds: 


(1) Transwestern, upon completion of its proposed project and commence- 
ment of the service herein authorized, will be engaged in the transportation and 
sale of natural gas in interstate commerce for resale for ultimate public con- 
sumption; subject to the jurisdiction of the Commission, and will be a “natural- 
gas company” within the meaning of the Natural Gas Act. 

(2) Tranwestern’s proposed facilities hereinabove referred to, and more fully 
described in its application, will be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and such facilities, together with the construction and operation thereof, 
are subject to the requirements of subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) Transwestern’s proposed sales of natural gas hereinabove referred to, 
and more fully described in its application, will be made in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the 
Commission, and such sales are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(4) Subject to the requirements of this order and the conditions of the certifi- 
eate herein issued to it, Transwestern is able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(5) The construction and operation of the facilities proposed by Trans- 
western, and the sales of natural gas proposed by it, are required by the public 
convenience and necessity, and a certificate of public convenience and neces- 
sity should be issued to Transwestern as hereinafter ordered and conditioned. 

(6) Each of the independent producers, Gulf Oil Corporation, Pure Oil Com- 
pany, Monsanto Chemical Company, Humble Oil & Refining Company, Sun Oil 
Company, Union Oil Company of California, Warren Petroleum Corporation, 
British American Oil Producing Company, Curtis R. Inman, Richardson & Bass, 
et. al., G. H. Vaughn Jr., et al., Superior Oil Company, Magnolia Petroleum 
Company and Hunt Oil Company, is now or, upon initiation of the proposed sales 
to Transwestern, will be, engaged in the sale of natural gas in interstate com- 
merce for resale for ultimate public consumption, subject to the jurisdiction of 
the Commission, and is or will be a “natural-gas company” within the meaning 
of the Natural Gas Act. 

(7) Cities Service Gas Company is a “natural-gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission. 

(8) The sales of natural gas proposed by each of the independent producer 
applicants and by Cities Service Gas Company hereinabove referred to, and 
more fully deseribed in their applications, are subject to the jurisdiction of 
the Commission, and such sales, together with the construction and operation 
of any facilities subject to the jurisdiction of the Commission necessary there- 
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for, are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(9) Each of the independent producer applicants and Cities Service Gas 
Company, subject to the requirements of this order and the conditions of tke 
certificates issued to them, are able and willing properly to do the acts and to 
perform the services proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations thereunder. 

(10) The sales proposed by each of the independent producer applicants and 
by Cities Services Gas Company, together with the construction and operation 
of any facilities subject to the jurisdiction of the Commission necessary there- 
for, are required by the pubile convenience and necessity, and certificates of 
public convenience and necessity should be issued to each of them as herein- 
after ordered and conditioned. 

(11) The public convenience and necessity require that the certificates herein 
issued shall be conditioned as ordered below. 

(12) The sale and delivery of natural gas to El Paso Natural Gas Company 
by Sid Richardson Gasoline Company, et al., as more fully described in Docket 
No. G—16137 herein, is a sale of natural gas in interstate commerce for re- 
sale, subject to the jurisdiction of the Commission, and the proposed abandon- 
ment of all or any part of the facilities used in making this sale and any 
service rendered by such facilities are subject to the requirements of sub- 
section (b) of Section 7 of the Natural Gas Act. 

(18) The present and future public convenience and necessity permit the 
abandonment of the sale, referred to in paragraph (12), by Sid Richardson 
Gasoline Company, et al., to El Paso Natural Gas Company contemporaneously 
with the commencement of the delivery and sale by Richardson & Bass to 
Transwestern for which a certificate is herein issued. 

(14) The application filed by Magnolia Petroleum Company in Docket No. 
G-—16432 should be dismissed. 

(15) Such arguments, contentions, objections and exceptions advanced by 
any party to these proceedings as have not been specifically disposed of herein 
have been considered but are either without substantial support in fact or 
reasonable basis in law, or are not material, and should be denied. 

(16) The presiding examiner’s initial decision issued July 1, 1959, should 
be modified as herein provided, and as so modified and consistent with this 
opinion and order, said decision should be adopted as the decision of the 
Commission as of the date of issuance of this order. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Transwestern upon the conditions set forth below for the construction and 
operation of the facilities proposed, ard for the sales of natural gas proposed. 

(B) Transwestern, 90 days prior to commencement of service hereunder, 
shall file a tariff and rate schedules satisfactory to the Commission which 
shall include (1) schedules of rates and charges revised to reflect the reduced 
cost of its gas supply by reason of the price conditions imposed on the cer- 
tificates herein issued to its suppliers, (2) a separate schedule of rates and 
charges for the sale of excess gas, (3) a minimum bill consisting of demand 
charge plus commodity charge for a volume not in excess of 75 percent of the 
contract demand times number of days in the billing month, and (4) an 
increase in the commodity component of its rates, if desired, to offset the 
elimination of the high minimum bill provisions. 

(C) Transwestern shall pay no dividends on its common stock until the 
5 percent interim notes are converted into preferred or common stock or until 
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the total long term debt, which includes the 5 percent interim notes, has been 
reduced to 75 percent, or less, of the total capitalization. 

(D) Certificates of public convenience and necessity are hereby issued to 
each of the independent producer applicants named in finding paragraph (6) 
above, except as provided in paragraph (N) below, and to Cities Service 
Gas Company, upon the conditions set forth below, for the sales of natural 
gas in interstate commerce for resale as proposed together with the con- 
struction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor. 

(E) Each of the following named applicants, within 20 days from the 
date of issuance of this order, shall file with the Commission a duly executed 
amendment of the appropriate provision or section of the pertinent contract 
providing for the sale of natural gas to Transwestern Pipeline Company which 
shall provide that the initial price for the sale of such gas to Transwestern 
upon commencement of service shall be not in excess of that price specified in 
the following tabulation: 








Name of applicant Docket No. Maximum initial price 
per Mcef 


Gulf Oil Corporation 1l¢ 

Richardson & Bass, et al q : 18¢ at 14.65 psia 

Union Oil Company of California 16¢ at 14.65 psia 

Humble Oil & Refining Company f 3 | 

Sun Oil Company 

rove = penn Oil Producing Company 
ulf Oil Corporation -- -- ; 

C. H. Vaughan, Jr., et al __.| /17é at 14.65 psia 

Superior Oi] Company a 

Magnolia Petroleum Company. 

Hunt Oi] Company = 5 

Warren Petroleum Corporation 17¢ 





Provided, however, That after the respective maximum prices specified above 
have become effective upon the commencement of service, each of the respective 
applicants may file with the Federal Power Commission a proposed changed 
and inereased price which shall not be more than that price specified in the 
contract prior to the amendment required hereby; Provided further, however, 
That each of the applicants referred to above shall agree in a writing to be 
filed with the Federal Power Commission that, in the event proposed changed 
and increased prices are filed with the Commission after service to Transwestern 
Pipeline Company has been commenced and such changed and increased prices 
have been suspended by the Commission, the respective applicants referred to 
above will not move to make such proposed changed and increased prices effec- 
tive until after a proceeding has been held pursuant to Section 4(e) of the 
Natural Gas Act and a determination has been made with respect to the 
justness and reasonableness of the proposed changed and increased prices. 

(F) The certificates issued by paragraph (D) hereof shall be accepted in 
writing and under oath within 30 days from the date of issuance of this order. 
Each of the respective applicants referred to in paragraph (E) as part of its 
written acceptance shall specifically bind itself to abide by the provisions of 
such paragraph relating to the time when each of the respective applicants may 
move to make proposed changed and increased prices effective, and such accept- 
ances in the case of corporations, shall be accompanied by a resolution of the 
Board of Directors duly authenticated indicating the approval of the acceptance 
of the certificates hereby granted. 

(G) The independent producer applicants shall, as a condition of the certifi- 
cates herein issued, revise the take-or-pay provisions in their supply contracts 
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with Transwestern to be filed as rate schedules to bring such supply take-or-pay 
into balance with Transwestern’s minimum bill to Gas Supply. 

(H) Cities Service Gas Company, 90 days prior to commencement of service 
hereunder, shall file a service agreement and rate schedule satisfactory to the 
Commission, providing for a straight rate for volumes of interruptible gas to 
be sold, based upon a system cost of service containing among other appropriate 
costs (1) a 6 percent rate of return on an average rate base including working 
capital determined in a manner consistent with that which was approved in 
the settlement of Cities Service Company’s rate increase in Docket No. G-2410 
(15 F.P.C. 1148-1461), (2) associated income taxes, (3) a 3 percent composite 
depreciation rate and (4) classification of the cost of service to demand and 
commodity components and allocation thereof consistent with the above settle- 
ment; and further providing for a minimum bill for the proposed service pro- 
viding a charge for a volume of gas not in excess of 60 percent take of the 
average demand. 

(I) The general terms and conditions set forth in paragraphs (a), (b), (c) 
and (e) of Section 157.20 of the Commission’s Regulations Under the Natural 
Gas Act shall attach to the issuance of the certificate granted to Transwestern 
in paragraph (A) and to the certificate granted to Cities Service Gas Company 
in paragraph (D) above, and to the exercise of the rights thereunder. 

(J) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of said 
Section 157.20 of the Regulations, is hereby fixed at six months from the issuance 
of this order. 

(K) The certificates issued to the independent producer applicants in para- 
graph (D) above are not transferable and shall be effective only so long as 
each of said applicants continues the acts or operations hereby authorized in 
accordance with the provisions of the Natural Gas Act, and the applicable 
rules, regulations and orders of the Commission. 

(L) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the 
Commission’s Regulations Under the Natural Gas Act, requiring the filing of 
rate schedules for the service herein authorized; and is without prejudice 
to any findings or orders which have been or may hereafter be made by the 
Commission in any proceeding now pending or hereafter instituted against the 
applicants. Further, the action taken in this proceeding shall not foreclose or 
prejudice any future proceedings or objection relating to the operation of any 
price or related provision in the gas purchase contracts here involved. 

(M) Sid Richardson Gasoline Company, et al., is hereby permitted to abandon 
the sale and delivery of natural gas from its Keystone Plant to El Paso Natural 
Gas Company contemporaneously with the commencement of the delivery and 
sale of natural gas to Transwestern by Richardson & Bass for which a certifi- 
cate of public convenience and necessity is herein issued in Docket No. G—16137. 

(N) The application filed by Magnolia Petroleum Company in Docket No. 
G-—164382 is hereby dismissed. 

(O) Exceptions to the presiding examiner’s initial decision, except to the extent 
hereinabove granted, are hereby denied. 

(P) The presiding examiner’s initial decision issued July 1, 1959, to the extent 
that it is inconsistent with this opinion and order, is hereby modified, and as so 
modified is hereby adopted as the decision of the Commission as of the date of 
issuance of this order. 

Commissioner Hussey dissenting in part, filed a separate statement. 
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Hussey, Commissioner, dissenting in part. 


It is my sincere belief that large volumes of natural gas, exist in deep horizons 
in the gas producing areas of New Mexico, Panhandle and West Texas, and 
Oklahoma, which have not been developed and opened to the market because the 
price offered for the deep gas in these areas did not warrant the expense and risk 
of drilling to the deeper horizons. To meet the increasing demands for natural 
gas, I feel that it would be beneficial to establish a price differential for shallow 
gas, intermediate depth gas and gas produced from deeper horizons in these areas, 
in order to encourage the search for and development of deeper gas reservoirs, 
without affecting the lower price paid for gas produced from the shallower (and 
hence less expensive) reservoirs. 

The majority opinion conditions producer certificates for gas produced from 
the Panhandle-Hugoton Field to an initial price of 17¢ per Mcf. That is the 
contract price for gas produced from the Laverne Field in Oklahoma, before ad- 
justment for Btu. 

Laverne Field gas is produced from formations at an approximate depth of 
7,500 feet. New production from the Panhandle-Hugoton area comes from 
formations approximately 10,000 feet deep. The 10,000-foot wells in the Pan- 
handle area cost more to drill and operate than the 7,500-foot wells in the Laverne 
Field. Ifa price of 17¢ per Mcf of gas would enable and encourage the develop- 
ment of the 10,000-foot gas bearing formations in the Panhandle area, the 17¢ 
price would be appropriate. But, if the 17¢ price would not bring about the de- 
velopment of the 10,000-foot gas reservoirs we would have a perfectly valid 
reason to establish a 17¢ price ceiling for the 7,500-foot gas and a higher ceiling 
or price for the 10,000-foot gas. 

Transwestern plans to commence deliveries of gas to California in volumes of 
300,000 Mcf per day at a rate of 45¢ at the California state line. As these daily 
volumes increase, the price will be reduced until, at its maximum planned capac- 
ity of 640,000 Mcf per day, the delivered price will be 38¢, or a savings of 7¢ per 
Mcf. Transwestern has committed to its Panhandle area contracts more than 
800,000 acres of undeveloped leases located in potentially productive gas areas. 
Some discovery wells producing gas from 10,000-foot depths have been completed 
on these leases, and development of the reservoirs is continuing on the basis of 
the prices stipulated in Transwestern’s gas purchase contracts. 

In the oral argument of this case, several statements were made that leases 
committed to this project in the Panhandle area had been known to have deep 
gas reservoirs or deep producing possibilities which had not been developed while 
the price offered for the deep gas was 19¢ per Mcf. It was stated that, when 
Transwestern contracted to pay 21.5¢ per Mcf for the deep gas plus tax reimburse- 
ment, that price stimulated a flurry of deep drilling and development in the Pan- 
handle area which was greatly increasing the reserves available to this project, 
and would continue to furnish additional reserves needed for the ultimate 640,000 
Mcf per day capacity planned for this project which would result in a reduction 
of 7¢ per Mcf in the price of this gas delivered at the California border. 

These arguments were quite persuasive, and, if sustained by the evidence, could 
have been sufficient basis for a price differential based on deeper depths and 
higher developmental costs. However, the increased drilling activity described 
at the oral argument must have developed after the hearing in this case, as there 
is not an adequate coverage or presentation of these facts on the record. 

If the need for the price at the level proposed to encourage deeper drilling had 
been emphasized and more fully developed in the evidence adduced at the hear- 
ing, and had we been given the price ranges and correlative depths necessary to 
formulate and define such a policy, the Commission might have been persuaded 
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to allow higher prices for gas produced from deeper reservoirs, The Commission 
was not willing to do so on the record presented here. 

However, because of my firm belief that a policy of price differential predicated 
upon depth ranges would be beneficial in encouraging the search for and develop- 
ment of new gas reserves, without disrupting the established price of gas pro- 
duced from shallower gas reserves, and, because I feel that the producer prices 
prescribed in the majority opinion are not sufficient to provide the incentive for 
such deeper development, I respectfully dissent to the price conditions in the 
producer certificates issued herein. 

My convictions in this respect are substantiated by the testimony of the engi- 
neering witness for the California Public Utilities Commission, who made a study 
of the cost of producing gas from the various fields involved here. While, ad- 
mittedly, his studies were not based on actual costs, but are based on industry 
averages gathered from trade journals and other sources, nevertheless, it does 
sustain the reasonableness of the price differential based on depth ranges, and, 
when employing a 9% rate of return (which I consider low for most extractive 
industries, particularly petroleum production with its inordinate hazards), the 
study virtually confirms the rates sought by the producers in this case, and is 
certainly well above the prices at which the majority would condition the pro- 
ducer certificates in this case. 


DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE, AND NECESSITY 


(Issued July 1, 1959) 


FRAZEE, Presiding Examiner: The Transwestern Pipeline Company (Trans- 
western), a recently organized Delaware corporation with its principal place of 
business located at Houston, Texas, filed an application on April 15, 1958, which 
was numbered G-—14871. It was amended on July 21, 1958, and supplemented on 
September 2, 1958. The applicant seeks a certificate of public convenience and 
necessity under Section 7 of the Natural Gas Act authorizing it to construct 
and operate a complete new natural gas pipeline system, as hereinafter de- 
scribed, having its origin in the Panhandle-Hugoton and the West Texas-Permian 
Basin areas and its terminus at the Arizona-California State line near Topock, 
Arizona. At this point Transwestern proposes to sell and deliver in interstate 
commerce for resale an initial average daily volume of 300,000 Mcf/d of natural 
gas to the Pacific Lighting Gas Supply Company (Gas Supply Co.) for resale 
through its affiliated natural gas distribution companies in Southern California. 

Applications for certificates of public convenience and necessity pursuant to 
Section 7 of the Natural Gas Act, authorizing the sale of natural gas in inter- 
state commerce to Transwestern were filed by the Gulf Oil Corporation, Docket 
Nos. G-14925, G-—14940, G—14950, filed April 21, 1958; G-—16139, G—16141, filed 
August 25, 1958; G—16218, filed September 5, 1958; the Pure Oil Company, 
Docket No. G—15040, filed May 5, 1958; the Monsanto Chemical Company, Docket 
No. G—15318, filed June 18, 1958; the Pan American Petroleum Corporation, 
Docket No. G—15389, filed June 30, 1958, this application was withdrawn; the 
Sun Oil Company, Docket No. G—-15791, filed July 20, 1958; Humble Oil & Refin- 
ing Company, Docket No. G—15714, filed July 29, 1958; Union Oil Company of 
California, Docket No. G—15810, filed August 1, 1958; Warren Petroleum Com- 
pany, Docket Nos. G—16030, G—16031, filed August 18, 1958; British American 
Oil Producing Company, Docket Nos. G—16091, G—16093, filed August 19, 1958, 
Docket No. G-—16103, filed August 21, 1958; Curtis R. Inman, Docket No. G— 
16106, filed August 22. 1958: Richardson & Bass. Docket No. G—16137, filed 
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August 25, 1958; G. H. Vaughn, Jr., et al., Docket No. G—16195, filed September 
2, 1958; Cities Service Gas Company, Docket No. G—16216, filed September 5, 
1958; The Superior Oil Company, Docket No. G-16261, filed September 5, 1958; 
Magnolia Petroleum Company, Docket No. G—16482, filed September 25, 1958, 
and Hunt Oil Company, Docket No. G—16445, filed September 24, 1958. 

By an order issued October 31, 1958, the foregoing applications were con- 
solidated and set for hearing on December 15, 1958. 

Petitions to intervene in the consolidated hearing were timely filed, and per- 
mitted by the Commission, as follows: 

The Attorney General of the State of California 

The Public Utilities Commission of the State of California 

The City of Los Angeles, California 

The City of San Diego, California 

The City of Long Beach, California 

The Pacific Lighting Gas Supply Company 

The Southern California Gas Company and Southern Counties Gas Company 
of California 

The San Diego Gas & Electric Company 

The Pacific Gas & Electric Company 

The Southern California Edison Company 

The Panhandle Eastern Pipeline Company 

The Oklahoma Natural Gas Company 

The El Paso Natural Gas Company 

The Pacific Lighting Gas Supply Company (Gas Supply Company), an inter- 
venor, is a wholesale natural-gas company selling natural gas to its two dis- 
tribution affiliates, the Southern California Gas Company and the Southern 
Counties Gas Company (the Southern California Companies). Each is a Cali- 
fornia utility and a subsidiary of the Pacific Lighting Corporation. The market 
area served by the Southern California Companies comprises 14 counties in 
Southern California. They serve more than 2,250,000 natural gas meters. An 
additional 325,000 meters are served through wholesale service to the San Diego 
Gas and Electric Company and the City of Long Beach, both intervenors herein. 
Unit sales per customer in this area have been increasing by about 114 percent 
annually for the past several years. Approximately 100,000 new meters have 
been attached each year for the past 10 years. The demand for natural gas by 
firm customers is expected to increase proportionately over the long-range 
future. The present estimated population of this market area is 8 million 
people. An increase to 11 million is estimated by 1967 and by then the 
Southern California Companies will have 3.2 million meter connections. 

Fuel oil is seldom used in Southern California for house heating where gas is 
available. Over 90 percent of the residential customers use gas for space and 
water heating, also for cooking. If alternate fuels were available nearly all 
of the residential and commercial establishments are not equipped for their 
use. The only alternative source of energy for space and water heating, cooking, 
etc., available to residential and commercial customers is electricity—and its 
generation is largely dependent on natural gas. 

Industrial growth in the area served by the Southern California Companies, in 
terms of fuel requirements, has been greater than the phenominal growth in pop- 
ulation in this area. Limited hydroelectric potential remains available for 
development. This places a greater demand on steam electric generating capa- 
ity to supply the requirements for electric power. Coal is not produced or used 
commercially in this area. The available fuels are therefore limited to gas 
and fuel oil. These fuels are competitive, yet neither fuel alone can meet the 
total fuel requirements of the market. 
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The market area served by these Southern California distribution companies 
has another serious problem in addition to the diminishing supply of natural gas. 
This is the increasingly critieal air-pollution problem, especially in Los Angeles 
County. The Commission recognized this smog problem in Hl Paso Natural Gas 
Company, 1958, 19 F.P.C. 393, 396. The smog, or air-pollution, problem is thought 
to be the result of a continuously steady industrial growth. These industrial 
concerns generally use fuel oil. In an effort to minimize this smog problem the 
Los Angeles County Board of Supervisors enacted a smog ordinance, Rule 62, in 
November of 1958. This Rule 62 prohibits the use of fuels containing sulphur 
during the months of May through September 1959, and during the months af 
May through October in each year thereafter. Since even refined fuel oil con- 
tains a small percentage of sulphur the effect of Rule 62 is to require the use 
of natural gas for all industrial, as well as commercial and residential purposes 
during these months. Because of this smog problem it has become necessary for 
the gas distributing companies in Southern California, at the request of the 
Air Pollution Control Authority, to enter into a voluntary program under which 
gas will be made available to industries on those days when the Air Pollution 
Control authority forecasts critical eye irritation conditions. On these days 
gas is made available to interruptible industrial customers even to the extent 
of withdrawing it from storage or diverting storage injection gas. 

Before 1940 there was sufficient natural gas produced within the State of 
California to satisfy the domestic demand. Since then there has been a steady 
decline in gas reserves within the State, from 11.7 trillion cubic feet in 1948 
to 8.7 trillion cubic feet in 1958, and relatively few new discoveries. As a result, 
the people of the State of California are now dependent upon imported gas for 
their requirements. Present gas supplies available to the Southern California 
Companies are not sufficient to meet a cold year seasonable requirement of their 
firm customers in 1960-61 or their peak day requirements by the winter season 
of 1961-62 unless additional supplies of natural gas are obtained. 

The Southern California Edison Company, an intervenor, is a regulated Cali- 
fornia public utility. It is obligated to provide electric service to its customers, 
none of whom are being served on interruptible schedules. Its principal source 
of gas fuel is from the Southern California Gas Company and the Southern 
Counties Gas Company (the Southern California Companies) on interruptible 
service schedules. This type of service does not adequately provide for Edison’s 
needs. It estimates its overall fuel requirements will more than double within 
the next 10 years. Edison is one of the largest interruptible customers of these 
two distributors. It has been actively engaged in efforts to increase the supply 
of gas to this market area, in fact Edison competed against the Pacific Lighting 
Gas Supply Company for the purchase of the Transwestern gas which is the 
subject of this hearing. Also at the time of this hearing the El Paso Natural Gas 
Company, in G—12580, had an application pending before this Commission, under 
Section 7 of the Natural Gas Act, to authorize it to sell 100 MMcf/d of natural 
gas, from fields in West Texas, New Mexico and Oklahoma, to the Southern 
California Edison Company for direct use as boiler fuel, thereby replacing 
fuel oil at Edison’s steam generated electric plants in and around the Los 
Angeles area. This El Paso gas is to be delivered to the Pacific Lighting Gas 
Supply Company, and its two distributing affiliates, at points on the Arizona- 
California State line to be transported by them to the Edison plants. The 
Examiner, in an initial decision on May 12, 1959, in G—12580, authorized this 
sale by El Paso to Edison and approved the transportation of the gas by the 
Southern California Companies. The record herein also shows that Edison has 
been actively negotiating for the purchase of substantial quantities of natural 
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gas, both off-shore and on-shore, in Louisiana, to be transported to Edison's 
steam generating plants in California to replace fuel oil and interruptible gas 
service. Edison’s contract for service, except for the transporting of the El 
Paso gas, with the Southern California Companies expires in mid-1962. 


The Proposed Facilities 


The facilities which Transwestern requests authority to construct and operate 
are described in its application, as amended, and in the record herein. Gen- 
erally they are as follows: 

(a) Approximately eighteen hundred and nine (1,809) miles of pipeline as 
follows: 
670 miles of 30-inch line 
485 miles of 24-inch line 
65 miles of 20-inch line 
45 miles of 16-inch line 
108 miles of 12-inch line 
158 miles of 10-inch line 
116 miles of 8-inch line 
103 miles of 6-inch line 
59 miles of 4-inch line 

(b) Compressor stations: 

(1) Compressor Station No. 3—to be located in Coconino County, Arizona, 
with 7,000 installed horsepower. 

(2) Compressor Station No. 5—to be located in McKinley County, New Mexico, 
with 7,000 installed horsepower. 

(3) Compressor Station No. 7—to be located in Socorro County, New Mexico, 
with 7,000 installed horsepower. 

(4) Compressor Station No. 9—to be located in Chaves County, New Mexico, 
near Roswell, at the juncture of the 30-inch main line with the West Texas and 
Panhandle lateral systems, with 7,000 installed horsepower. 

(5) Compressor Station WT-1—to be located in Eddy County, New Mexico, 
with 7,000 installed horsepower. 

(6) Keystone Field Station to be constructed in the vicinity of Keystone 
Field with 1,930 installed horsepower. 

(7) Hugoton Field Station to be constructed in the vicinity of Hugoton Field 
with 1,320 installed horsepower. 

(8) Cities Service Field Station to be constructed in the vicinity of Guymon, 
Beaver County, Oklahoma, with 2,640 installed horsepower. 

(ce) Metering and regulatory facilities. 

(d) A carbon dioxide removal plant to be constructed in the Puckett Field in 
Pecos County, Texas. 

(e) All appurtenant facilities required and necessary for the operation and 
maintenance of the foregoing facilities. 

The facilities are presently designed for an initial delivery capacity of 300,000 
Mcf/d at 800 psig with a peak delivery of 350,000 Mcf/d. 

The purchase agreement between Transwestern and the Pacific Lighting Gas 
Supply Company provides that the purchaser may vary its daily takes, or pur- 
chases, from 75 percent to 115 percent of its daily contract quantity of 300,000 
Mcf, or a variation of 225,000 to 345,000 Mcf/d. To assist in satisfying any 
sudden peaks in demand by the purchaser, Transwestern proposes to utilize the 
last section of its mainline between Station No. 3 and the point of delivery to 
the buyer, a distance of 245.8 miles, as a storage pack whereby it is estimated 
an additional volume of 23,000 Mcf can be maintained. Also under the agree- 
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ment. between the parties, additional volumes of gas are to be transported in the 
future by Transwestern for delivery to the Pacific Lighting Gas Supply Com- 
pany. Therefore, a 30-inch main line was selected as being the most economical 
to transport the total quantities of gas from Roswell, New Mexico to the Arizona- 
California State line where the sale and delivery of the natural gas will be 
made in interstate commerce to the Pacific Lighting Gas Supply Company for 
resale. A large diameter lateral line will be constructed from the vicinity of 
the Puckett Field in the Permian Basin area, another from the Panhandle- 
Hugoton Field, each to connect with the main pipeline at Roswell, New Mexico. 

The Commission staff contend the lateral lines in the Panhandle-Hugoton area 
are overdesigned and therefore too costly for the volumes of natural gas pres- 
ently under contract for transportation through these lines. The record shows 
that only eight small fields with a small daily volume were attached to the 
lateral lines complained of at the date of this hearing. The eight fields attached 
to these lateral lines contained in each case only the discovery well. Develop- 
ment in each field was underway. Transwestern has some 94,000 acres of 
potential oil and gas leases under contract to it in the area served by the lateral 
lines to which the staff takes exception. Transwestern witnesses testified that 
these lateral lines had purposely been overdesigned but that, in their opinion, 
it was cheaper to overdesign them at this time than it would be to go back later 
and loop or enlarge the system to pick up and transport additional gas as further 
development of the field would necessitate. From -the evidence adduced it is 
evident the full capacity of the lateral lines, as presently designed, will soon be 
reached. Supply and gathering lines will be connected to these two lateral lines 
from the various field sources. 

The system is basically designed, when fully powered—additional compressors 
and horsepower will be required—for an ultimate deliverability of 640,000 
Mcf/d at 800 psig delivery pressure, which volume is the maximum delivery 
contemplated in the agreement between the parties. The lateral, supply and 
gathering system is also designed at sufficient capacity to permit the full con- 
templated ultimate delivery. Beyond this capacity—640,000 Mcf/d at 800 psig 
delivery pressure—looping would be necessary. 

The Transwestern system has been designed by an engineering firm that has 
designed and constructed other presently existing and efficiently operating major 
interstate natural gas pipeline systems. The proposed Transwestern facilities 
are designed for automatic operation and, according to the record herein, all 
presently known economies in pipeline design and operation have been incorpo- 
rated into this system. 

The compressor station design contemplates the use of four-cycle gas engines, 
gear-driven centrifugal compression units, to be operated in series and designed 
for fully automatic operation from a remote control point. The record herein 
indicates such operational experience on other major pipelines has resulted in 
lower fuel and maintenance expense than has been obtainable from their 
reciprocal counterparts. 

Transwestern has entered into tentative contracts, subject to the issuance of 
an acceptable certificate of public convenience and necessity in this hearing, 
with pipeline contractors for the construction of its system at costs which are 
well within the estimates prepared by the design engineers. In further evidence 
of the economies being practiced by Transwestern in the construction of this 
line, if certificated, it has placed firm orders for the delivery of the necessary 
pipe prior to July 1, 1959, on which date there is the possibility of a major steel 
strike. Thus the cost of the pipe and the expense of laying the line, the two 
major items in pipeline construction, have been arranged within the limits of 
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the cost estimates as prepared by the engineers. No question was raised at 
the hearing by any party thereto as to the adequacy of the facilities, the design, 
or the estimated cost thereof. 

The Pacific Lighting Gas Supply Company has applied for and received from 
the Public Utilities Commission of the State of California a certificate of public 
convenience and necessity, subject to the issuance of a certificate to Trans- 
western in this hearing, for the construction of the necessary facilities and 
pipeline system within the State of California which will be necessary to trans- 
port the Transwestern gas from the point of connection with Transwestern at 
the Arizona-California State line near Topock, Arizona, to Newberry, California, 
where the gas will be delivered to the Southern California Companies. 


The Southern California Market 


No party who participated in this hearing denies or even questions the present 
urgent need and steadily increasing demand for additional large quantities of 
natural gas in the market area served by the Southern California Companies. 
Policy officials of the Gas Supply Company testified they were under continuing 
pressure to find and purchase additional supplies of natural gas for their 
affiliates, the Southern California Companies, hence, when approached by the 
officials of the proposed Transwestern system to supply a substantial quantity 
of natural gas per day for this market they were interested. After first carefully 
ehecking on the individuals and their proposals, Gas Supply Company decided 
to try to work out a deal with Transwestern. 

After extended negotiations, the Gas Supply Company entered into a letter 
agreement on February 7, 1958, with Transwestern for the purchase of a contract 
demand quantity (C.D.Q.) of 350 MMcf/d of natural gas, delivery to commence 
by November 1, 1959. This initial agreement was subsequently amended at. the 
request of the Gas Supply Company so that the C.D.Q. was reduced to 300 
MMcf/d for the period to November 1, 1963. The Gas Supply Company could, 
however, on giving 6 months advance notice to Transwestern, reinstate the 
350 MMcf/d. The delivery capacity of Transwestern’s pipeline may be increased 
to 640 MMcf/d by the addition of more horsepower. By further agreement, the 
delivery pressure at the Arizona-California border was increased to 800 psig. 
Delivery at this pressure permits a substantial savings in construction costs 
to the Gas Supply Company by eliminating the need for a compressor station 
at Needles, California. 

The agreement, as amended, provides for rates to the Gas Supply Company, 
on a take-or-pay-for basis, as follows: 

45¢ per Mcf at 300 MMcf/d 
42¢ per Mcf at 350 MMcf/d 
40¢ per Mcf at 450 MMcf/d 
38¢ per Mcf at 640 MMcf/d 

The Gas Supply Company has priority to purchase the entire capacity of the 
Transwestern system and, should Transwestern at some future date have addi- 
tional quantities of firm or temporary surplus gas, it must first offer this gas 
to the Gas Supply Company. The agreement provides for full 100 percent 
take-or-pay-for on the part of the Gas Supply Company. This feature of the 
agreement is especially important to Transwestern since they will have only the 
one customer, the Gas Supply Company. However, the take-or-pay-for provision 
was tempered by some flexibility so that the Gas Supply Company may increase 
its daily take to 115 percent of the C.D.Q. or reduce it to 75 percent, and during 
the following 10 years it may take any quantities of deferred natural gas paid 
for but not delivered. 








FEDERAL POWER COMMISSION 413 


The Transwestern gas acquired by the Gas Supply Company for distribution 
by its affiliates, the Southern California Companies, may eliminate the develop- 
ment of additional storage* by these companies to the extent that the system 
load fluctuations are absorbed by the load factor variations permitted im the 
agreement. 

In further evidence of the urgent need for substantial additional quantities of 
natural gas in this market area, the Gas Supply Company, was conducting nego- 
tiations at this time with the El Paso Natural Gas Company (El Paso) for 
additional quantities of natural gas from what is herein termed the “Rock 
Springs Project.” Under this project, the Gas Supply Company has entered 
into a tentative agreement with El Paso, which is the subject of El Paso’s 
Federal Power Commission Docket No. G—16235, et al., filed September 10, 1958, 
whereby El Paso proposes to sell and the Gas Supply Company agrees to pur- 
chase, 237.7 MMcf/d of natural gas on June 1, 1960, an added 118.9 MMcf/d 
commencing on January 1, 1961, and an additional 118.8 MMcf/d commencing 
on January 1, 1962. These quantities from El Paso are in addition to the 
quantities to be received from Transwestern.” 

This record is replete with evidence that both the Transwestern and the El 
Paso quantities of natural gas are urgently required to meet the heavy actual 
and anticipated growth in peak-day firm demand experienced in this market 
area, also that in the very near future the Gas Supply Company, and its 
affiliated companies, the Southern California Companies, will require additional 
quantities. 

The record reflects that if the Gas Supply Company and its affiliates the 
Southern California Companies receive both the Transwestern and the El Paso 
gas, herein referred to, that 79 percent of the gas from both projects will be 
required to meet the needs of their firm customers and only 21 percent will ge 
to interruptible customers. Peak-day firm requirements in this market are ex- 
pected to increase by an average annual rate of 176 MMcf/d, therefore the ad- 
ditional gas provided by the Transwestern and El Paso contracts will provide 
only future short term peak-day requirements. Curtailments of firm customers 
during a cold year may be postponed beyond 1967 if both the Transwestern 
and the El Paso quantities of natural gas become available. 

Turning now to the prices that the Gas Supply Company will pay Trans- 
western for the delivered gas. The record herein shows the Gas Supply Com- 
pany, from the very beginning of these negotiations, told Transwestern officials 
they expected to purchase the Transwestern gas at the lowest possible price 
that would enable them to acquire this gas. To carry out this expressed intent 
of holding the cost of the entire Transwestern project to a minimum, the Gas 
Supply Company participated in all of the Transwestern negotiations, except 


1A policy witness for the Gas Supply Company, and the Southern California Companies, 
testified these companies maintain approximately 62 MMcf of natural gas in four under- 
ground storage reservoirs with an annual storage cycle of approximately 27 MMcf. 

20n March 31, 1959, during the course of this hearing, El Paso filed a motion with the 
Commission requesting in the alternative (1) that a separate finding be made in the Trans- 
western hearing that the market requirements of the Southern California Companies are 
adequate to support both the quantities of gas proposed to be delivered by Transwestern 
as well as that of El Paso in G—16235, et al., and that those two projects—Transwestern 
and El Paso—are not exclusive of one another for reasons of inadequacy of the market, or 
(2) that the El Paso applications, G—16235, et al., be consolidated with the Transwestern 
applications herein for the purpose of affording a comparative hearing on the two projects. 
El Paso, in its motion, relied heavily on the application of the doctrine set out in Ash- 
backer Radio Oo. v. F.C.C., 326 U.S. 327. The Commission in an order issued April 28, 
1959, denied El Paso’s motion. [21 FPC 594.] 


556-711—64——29 








414 FEDERAL POWER COMMISSION 


those with the independent producers. Transwestern furnished initial studies 
showing the design and the estimate cost of its facilities, the average price to 
be paid independent producers and other suppliers of natural gas and the cost 
of delivering this gas to the California border, to the Gas Supply Company for 
review by them. The record herein shows that the Gas Supply Company, in 
reviewing Transwestern’s cost estimates, sent representatives to the Trans- 
western home office to review and prepare briefs on all gas purchase contracts 
entered into by Transwestern for natural gas supplies to be sold and delivered 
to the Gas Supply Company. Also the Gas Supply Company sent their repre- 
sentative to the office of DeGolyer and MacNaughton, who had estimated the 
reserves covered by the Transwestern supply contracts, to carefully check and, 
so far as it was possible, to verify these reserves. As further evidence of the 
arm’s-length negotiating when the agreement was amended whereby the daily 
take by the Gas Supply Company was reduced from 350 MMcf/d to 300 MMcf/d, 
and the price increased from 42¢ to 45¢ per Mcf, the Gas Supply Company sent 
their cost accountant to the Transwestern home office to work with Arthur 
Anderson & Company, Transwestern’s accountant, to make a detailed check on 
Transwestern’s cost estimates. With this background of detailed checking into 
each Transwestern estimate and contract no one at the hearing questioned the 
existence of complete arm’s-length bargaining between the parties. It was 
under these circumstances the final delivery prices were agreed upon. 

The record clearly indicates the delivered price of the Transwestern gas, even 
though the delivered price decreases as the volume increases, is higher than the 
Gas Supply Company is presently paying for out of state natural gas. The rec- 
ord is equally clear that these contracts with present suppliers were made nearly 
10 years ago that any additional quantities of natural gas which could be obtained 
from these same suppliers today would be at the Transwestern rate herein, or 
higher. By way of illustration, the Gas Supply Company produced evidence to 
show a 52¢ per Mcf delivered price at the California border for Canadian gas in 
volumes comparable to the Transwestern gas. Also, a California border de- 
livered price, based on a 19¢ per Mcf Louisiana price, would be more expensive 
than the Transwestern gas herein. 

The 42¢ per Mcf California border delivered price based on 350 MMcf/d at 
800 psig delivery pressure was calculated on a 6% percent rate of return to 
Transwestern. When the C.D.Q. was reduced from 350 MMcf/d to 300 MMcf/d, 
and the price increased from 42¢ to 45¢ per Mcf, the rate of return to Trans- 
western was reduced from 6% percent to 6.02 percent. Transwestern indicated 
on the record, at this point, they did not presently contemplate a request for a 
rate increase nor a cost of service schedule. 

The provisions of the final amended agreement—wherein the 45¢ per Mcf 
price at 100 percent load factor and 300 MMcf/d at 800 pounds delivery pressure 
was agreed upon—have been incorporated into Transwestern’s proposed FPC 
gas tariff, original volume No. 1, together with a Service Agreement and were 
made a part of the record herein. Witnesses pointed out they had followed the 
methods of cost allocation as a guide to rate design as outlined by the Commis- 
sion In the Matter of Atlantic Seaboard Corporation, 11 F.P.C. 43, and reaffirmed 
In the Matter of the Midwestern Gas Transmission Co., in Op. 320, 21 F.P.C. 653, 
in arriving at a demand charge of 13¢ per Mcf and a commodity charge of 32¢ 
per Mcf. 

Witnesses for the Southern California Companies testified it was economically 
feasible for that company to purchase and distribute the Transwestern gas at 
the agreed prices. Present supplies of basic gas amounting to 1,300 MMcf/d 
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being purchased from El Paso, and from local California sources, cost from 
2914¢ to 293%,¢ per Mcf delivered to the market area served by the Southern 
California Companies. Adding to this the 300 MMcf/d of natural gas from 
Transwestern at approximately 4914¢ per Mcf delivered to the market area, the 
overall cost of natural gas delivered to the Southern California Companies would 
be increased by approximately 4¢ per Mcf resulting in an overall delivered gas 
supply cost to the market of 33¢ to 3324¢ per Mcf. Witnesses in comparing the 
costs of natural gas after adding the cost of the Transwestern gas, with alter- 
nate fuels, i.e., electricity and fuel oil—coal is not a competitive fuel in this 
market—for the principal uses of natural gas found the alternate fuels to be 
more costly for firm as well as interruptible natural gas consumers. 


The Gas Supply and Reserves 


The firm of DeGolyer and MacNaughton presented the principal natural gas 
reserve and deliverability study for Transwestern. DeGolyer and MacNaughton 
is a private oil and gas consulting firm with its main office located at Dallas, 
Texas. Its principal business is the estimation of oil and gas reserves, the 
appraisal of the value thereof and the availability of these reserves. The record 
shows that in the opinion of DeGolyer and MacNaughton, Transwestern had a 
total proved natural gas reserve under contract and dedicated to it on January 1, 
1958, in the amount of 2,754,329 MMef, of which 2,663,575 MMcf are available 
under long-term purchase contracts and 90,754 MMcf are available under a 
short-term contract with the Cities Service Gas Company (Cities Service), pro- 
viding for a delivery of 49,728 Mcf/d to October 31, 1964. The record shows 
Transwestern has available to it, considering only the reserves of the producer- 
applicants committed to it under the 33 contracts which are a part of this con- 
solidated hearing, a minimum deliverability of 308 MMcf/d for a period of 13 
years, thereafter Transwestern has a declining deliverability from these reserves 
until the 20th year.’ As a part of the contracts under which these reserves were 
acquired the sellers have dedicated in excess of 850,000 acres of prospective 
producing oil and gas leases to Transwestern in the Panhandle area. The poten- 
tial value of this dedicated acreage to Transwestern was shown on the record by 
evidence that 16 gas wells had been completed on this dedicated acreage between 
the period January 1, 1958, which was the cut-off date of the DeGolyer and 
MacNaughton reserve study, and March 16, 1959. The reserves of these 16 new 
gas wells were not made a part of the DeGolyer and MacNaughton study. 
These 16 producers have applications pending before this Commission seeking 
certificates of public convenience and necessity which would authorize the sale 
and delivery of these additional supplies of natural gas to Transwestern. 

The Commission Staff, in their brief, contend that Transwestern has not shown 
a supply of gas reasonably adequate to support its project. Staff have no 
difficulty in finding that Transwestern has a 13-year supply, assuming authori- 


*Transwestern’s laterals and attached supply and gathering lines traverse and com- 
pletely integrate the major portion of the proved natural gas potential and producing areas 
of the Panhandle-Hugoton and the West Texas-Permian Basin areas. ‘The record estab- 
lishes the existence in these areas of substantial undeveloped acreage, much of which has 
been dedicated to Transwestern, together with the likelihood for discoveries on other acre- 
age from which Transwestern may be expected to secure its share of the gas. The con- 
struction of the Transwestern line into these areas will undoubtedly stimulate drilling and 
development for new gas reserves. These factors give strength to Transwestern’s supply 
situation. 

*Six additional discoveries have been made since this date and applications are on file 
with this Commission to sell these additional supplies of natural gas to Transwestern. 
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zation to Richardson & Bass to abandon certain sales shown to be of less para- 
mount interest to the public convenience and necessity than the demand for 
natural gas in the Southern California area. It is reasonable to conclude, from 
the evidence in this record, that Transwestern’s reserves will be steadily in- 
creased, as is evidenced by the 16 newly developed wells, from the 850,000 acres 
of prospective producing oil and gas leases already dedicated to Transwestern 
and from future purchases of natural gas in the area of its two gathering 
systems. 

The Gas Supply Company did not participate with Transwestern in the 
negotiations for the purchase of gas reserves from the producers. However, 
after the contracts were signed with independent producers, Transwestern then 
submitted copies thereof to the Gas Supply Company. Transwestern sub- 
mitted 33 contracts with independent producers which were considered in this 
hearing. The record further shows it was the desire of Transwestern to pur- 
chase the gas for the Gas Supply Company, and ultimately for the Southern 
California consumer, as cheaply as it could. This evidence is unmistakably 
shown by the efforts of Transwestern to purchase the gas at lower prices than 
those finally negotiated. Transwestern submitted 89 additional purchase pro- 
posals to 51 producers, in addition to the 33 contracts which were signed and 
accepted, for other supplies of gas and in addition to this they had discussions 
or preliminary negotiations with 96 other various producers concerning 137 
possible other sources of natural gas supply. The record is replete with testi- 
mony to the effect that Transwestern officials meticulously went over the known 
areas of supply of natural gas in an endeavor to find additional supplies of gas 
that might be made available for the California market at lower prices. A 
witness for one of the Southern California marketing companies testified that 
at the time the agreement was made with Transwestern, his company had con- 
sidered the direct purchase of natural gas in Louisiana for transmission to 
California. He also testified that the price they would have had to pay for 
the gas in South Louisiana, plus the transportation charge to Southern Cali- 
fornia, would be substantially greater than the price which they have agreed to 
pay to Transwestern. 

The search for gas for use in the Southern California area is further illus- 
trated by one of the intervenors herein, The Southern California Edison Com- 
pany, seeking to purchase gas in the Bastian Bay Field in South Louisiana 
for transportation to California for boiler fuel use. The price offered for this 
gas was 23.4¢ per Mcf. This offer was not accepted. It is reported another 
pipeline company offered in excess of 27¢ for this gas. This evidence was 
offered to show that the prices being paid by Transwestern in the 33 contracts 
under consideration in this hearing are lower than the prices currently being 
offered in gas producing areas and if this Transwestern gas is not certificated for 
sale and consumption in the Southern California market it will find a ready 
market elsewhere and the Southern California consumer will undoubtedly be 
forced to rely upon a supply of gas from South Louisiana at a price in excess 
of the agreed delivery price of the Transwestern gas. 

Transwestern has been able to acquire this vast reserve of gas, together with 
the dedication of a large amount of potentially oil and gas producing acreage— 
on which 16 producing gas wells have been cut since January 1, 1958—at an 
average cost of approximately 19.36¢ per Mcf, which price includes the Texas 
State Severance tax. This is an accomplishment of some proportion for no 
pipeline company in recent times in South Louisiana or elsewhere has been able 
to assemble such a quantity of reserves of natural gas at such a low average 
initial cost. 
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Transwestern Financing 


The estimated cost of Transwestern’s project including working capital and 
financing expenses, is $191,700,000. Transwestern proposes to finance this cost 
as shown below with the capitalization ratios indicated at the completion of 
construction : 


Percent 

First mortgage pipeline bonds, 5%-------------------- $142, 000,000 74.0 
IE NAGI: Tc: sc:ciastnncaiems Bostienideatiisiaisaiidagieatiamnedaiieaiaes 20, 700,000 11.0 
I. I aia ccstiicnsties cia raciintataasioeaieiaabinanidiibtceita tacit ili 29,000,000 15.0 
FC UIIIIE, :chiadeian slept sesamin aisles 191, 700,000 100.0 


Transwestern has arranged to sell the bonds privately to institutional in- 
vestors on approximately a 5 percent basis and the total bond issue is to be 
retired by end of the 20th year. 

The interim 5 percent notes will be underwritten and sold to the public 
in units combined with the common stock. The terms on which these units 
will be offered and the proportions of notes to common stock are to be deter- 
mined at offering time. The life of the interim 5 percent notes are assumed 
to be for a 4-year period by a partner in the accounting firm of Arthur Ander- 
sen & Co., an internationally recognized accounting firm, yet a witness for the 
underwriters said he assumed the life of these 5 percent notes might be as 
long as 10 years. It was stipulated by Transwestern that “the term (life) of 
these notes, whether it is for any period substantially beyond the construction 
period or not, has not been decided upon, but they would be convertible at the 
option of the company (into) either common or preferred’” stock. 

A partner of Lehman Brothers appeared on behalf of the underwriters, who 
are Lehman Brothers and Merrill Lynch, Pierce, Fenner & Smith, each a 
reputable and conservative investment house and who have each played major 
roles in natural gas pipeline financing, and testified in support of the financing 
plan, stating, in his opinion, the financing was feasible and could be readily 
consummated. This opinion, he stated, was based upon Transwestern’s ultimate 
pipeline capacity, its present and potential gas supply and reserves and the 
urgent need for the gas in the Southern California market. 

As evidence of its credit, Transwestern has been able to secure loans in the 
amount of $75 million from New York and Chicago banks with which to pur- 
chase its steel requirements under a guarantee of delivery prior to an anticipated 
steel strike about July 1, 1959. 

From a 3-year forecast of earnings, based upon costs estimated by the con- 
struction engineers, and upon the revenues from the sale of natural gas to the 
Gas Supply Company, it was estimated by the Arthur Andersen & Co. witness 
that Transwestern would earn 6.02 percent the first year of its operation, 
6.04 percent the second year, and 6.07 percent the third year. 

The Gas Supply Company, the purchaser of this Transwestern gas, made 
its own independent investigation of the Transwestern project and says it 
is satisfied that Transwestern will be able to completely fulfill its agreement 
and yet earn an estimated 6 percent return during each of the first 3 years 
of operation. 

The Commission Staff have expressed concern with the financing proposed 
by Transwestern. They contend it does not attain the standard of safety 
and stability established by the Commission in prior hearings. In the past 
the Commission has said the common equity should amount to at least 15 
percent and the debt securities be not greater than 75 percent of the total 
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capitalization. San Juan Pipe Line Co., et al., 9 F.P.C. 170, 187; Virginia 
Gas Transmission Corp., et al., 9 F.P.C. 453, 455; Transcontinental Gas Pipe 
Line Corp., 9 F.P.C. 32, 61; Permian Basin Pipeline Co., et al., 12 F.P.C., 85, 
93: Houston, Teras Gas & Oil Corp., et al., 16 F.P.C. 118, 140; Midwestern 
Gas Transmission Co., Op. 320 issued May 12, 1959, 21 F.P.C. 653. The Staff 
recommend, in the public interest, if a certificate is issued to Transwestern, 
it contain at least three financial conditions: (1) that the interim notes be 
convertible into preferred, or common stock at the option of Transwestern, 
(2) that Transwestern agree not to pay any dividends on the common stock 
until the interim notes have either been converted into equity securities or 
until the total of long-term debt plus interim notes is less than 75 percent 
of the total capitalization, and (3) that Transwestern’s complete plan for 
financing its proposed project be submitted to the Commission for approval 
prior to the consummation thereof, including a statement of the bonds, notes 
and common stock or other securities proposed to be issued, the terms and 
conditions of the sale thereof, including sinking funds and call provisions, non- 
refundability provisions, if any, etc., and the method of distribution or sale. 

This Examiner is entirely aware that economic conditions have changed 
since the above-cited cases were decided. It is noted that the prospective com- 
mon stock ratio of 15 percent of the total capitalization after financing meets 
the minimum requirement used in prior cases. However, if the 5 percent 
interim notes be treated as long-term debt—and that is what they are—then 
the debt total comes to 85.0 percent of the total capitalization. This ratio 
would exceed the standard of not more than 75 percent debt used by the 
Commission. It is noted, however, that these interim 5 percent notes are to be 
payable either in (1) cash, or (2) in preferred stock, or (3) in common stock 
at the option of Transwestern. In view of the economic conditions, and the 
tight money situation at the present time, this departure from Commission 
standards may be condoned as did the Commission In the Matter of the Mid- 
western Gas Transmission Co., Op. 320, issued May 12, 1959, 21 F.P.C. 653, 
but this Examiner shall require as a condition of the certificate issued herein 
that Transwestern pay no dividends on its common stock until these 5 percent 
interim notes are converted into preferred or common stock or the total 
long-term debt, including these 5 percent interim notes, is reduced to 75 percent 
or less of the total capitalization. 


Producer Applications 


Staff counsel, during the hearing and in their brief, questioned the prices 
proposed to be paid by Transwestern to the producers as being at such levels 
as to be contrary to the public interest and therefore recommend denial of 
Transwestern’s application. The Public Service Commission of the State of 
California (PUC) also, during the hearing and in their brief, questioned the 
prices to be paid to the independent producers and contend that such prices are 
not consistent with the public convenience and necessity. Instead of recom- 
mending a denial of the Transwestern application, the PUC urges that certificates 
be issued to the producer applicants and to Transwestern, for reasons of public 
interest, with a condition as to price, which conditioned price should be some- 
where between the minimum and maximum prices shown in its Ex. 67. 

All the other parties to this proceeding ask that the certificates be issued] 
as applied for in the applications except that the Gas Supply Company, the 
California Companies, the San Diego Gas and Electric Company, and the City 
of Long Beach, request that the interest of the Southern California Companies, 
and their customers, be considered in any determination of whether to condition 
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the initial producer prices in a manner that would be “fair and reasonable” to 
all parties concerned. 

The subject of the regulation of independent producers has been a problem 
for the Commission and the producers since the decision in Phillips Petroleum 
Company v. Wisconsin, 347 U.S. 672. Under Commission opinions, since that 
time, any analysis of the price being paid for natural gas in a producer certificate 
proceeding has proceeded along one of two courses. One being the “rate base” 
method which involves a determination of the relationship of the rate being 
charged, or sought to be charged, to the revenue required by the producer to 
maintain his business and to provide for reasonable growth, the other being the 
“area or field price’ method and which has no relationship to the economic 
status of the producer or his revenue requirements. The market level is, in this 
second instance, the foundation of the price for such a sale. This Commission 
has, many times in the past, stated that it was impractical, because of the time 
which inevitably must be consumed, to determine in a certificate case what is 
a “just and reasonable rate.” Also a set of standards for the determination 
of the justness and reasonableness of producer rates has not yet been developed. 
In the Matters of the Transcontinental Gas Pipe Line Corporation, et al., G— 
13148, et al.; Seaboard Oil Co., et al., 19 F.P.C. 416. 

The issuance of a certificate to Transwestern is wholly dependent on the gas 
supply contracts which are the subject of the independent producer appli- 
cations in this hearing. In turn, these gas supply contracts are contingent 
upon the issuance of an acceptable certificate of public convenience and neces- 
sity to Transwestern. Should such a certificate not be issued, it is shown on 
this record there is a demand and a market for this natural gas at prices higher 
than those proposed in the applications in this hearing. Transwestern’s purchase 
agreements with independent producers are each for a 20-year term and they 
may be classified generally into two groups on the basis of price and location. 
The first group includes the West Texas-Permian Basin area. These contracts, 
except the Richardson & Bass contract, are for a 20-year term and provide for 
the sale and delivery of natural gas at initial prices ranging from 12¢ to 16¢ 
per Mcf with a 1¢ per Mcf escalation each 4 years, which price includes the 
prevailing state tax. Under the Richardson & Bass contract, there is dedi- 
cated to Transwestern 648,204 MMcf of gas at a price of 21.8¢ for the first 10 
years, increasing to 27.2¢ per Mcf for the remaining 10 years of the agreement, 
which price includes the state tax. A large part of this gas dedicated by 
Richardson & Bass to Transwestern is the surplus residue gas currently being 
sold to the El Paso Natural Gas Company (El Paso) by the Sid Richardson 
Gasoline Company, et al., from their Keystone Plant in Winkler County, Texas. 
Sid Richardson Gasoline Company, in this hearing, request authority to aban- 
don this sale to Bl Paso. 

The contract under which the sale to El Paso was made expired December 
31, 1958. The contract was cancelable on that date on written notice by either 
party to the other. Richardson & Bass gave notice of cancellation prior to the 
termination date as provided in the agreement. Richardson & Bass sold on an 
average of 35,000 Mcf/d of surplus easinghead residue gas from the tailgate 
of the Keystone plant to El Paso. In exchange, therefore, El Paso sold and 
delivered 35,000 Mcf of gas per day to the Sid Richardson Carbon Company 
which said gas El Paso purchases and receives from the Phillips Petroleum Com- 
pany at Phillips’ Goldsmith plant in Ector County, Texas. Under its terms the 
Phillip-El Paso contract also expired on December 31, 1958. 


& The current Texas severance tax is 7 percent of the price paid to the producer. 
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The 35,000 Mcf/d of gas which El Paso purchased from Phillips and delivered 
to the Sid Richardson Carbon Company was burned by that company in its 
carbon black plant. The record shows that upon the commencement of the 
sale to Transwestern from the tailgate of the Keystone plant, El Paso will be 
released from its contract with the Sid Richardson Carbon Company, thus re- 
leasing this 35,000 Mcf/d to El Paso which could be made available to the Cali- 
fornia consumers through the El Paso system. 

The record also shows, if this abandonment is permitted, the Southern Cali: 
fornia market will receive about 579 MMcf of gas which it would not otherwise 
receive except for this transaction. This volume is composed of 252,000 MMcf, 
which would otherwise be burned for carbon black, and the additional dedica- 
tion to Transwestern of 327,212 MMcf by Richardson & Bass. It is therefore in 
the public interest that the abandonment be authorized and that the gas which 
has heretofore been burned for carbon black now be allocated to the Southern 
California market where additional quantities of natural gas are urgently re- 
quired. The contract between Richardson & Bass and Transwestern not only 
includes this surplus residue gas presently being sold to El Paso but also covers 
and dedicates to Transwestern additional quantities of gas available from the 
Keystone plant not covered by the El Paso contract. There is also dedicated 
to Transwestern all of Richardson & Bass’ natural gas interests and production 
in the Halley Field, South Kermit Field, North Monahans Field, Scarborough 
Field, Crawar Field, Warsham Field, and the Bell Lake Field in New Mexico. 
The Richardson & Bass agreement with Transwestern provides that all of such 
gas produced by Richardson & Bass in Winkler, Crane, Ward, and Reeves 
Counties, Texas, will be gathered, processed, and delivered at the tailgate of 
the Keystone plant to Transwestern. Under the contract, Richardson & Bass 
has dedicated 664° wells on approximately 43,392.42 acres. 

The second group of gas supply contracts includes the Panhandle-Hugoton 
area. These contracts are fer a 20-year term, except the Cities Service agree- 
ment, at an initial price of 23.0¢ per Mef for the first 10 years and 26.0¢ per Mcf 
for the remaining 10 years of the contract. These contracts obligate the pro- 
ducer to pay the severance tax, they do not contain Btu adjustment clauses, 
they do not give the producer any of the hydrocarbons, or liquids, which may 
be extracted by Transwestern and, of importance to this Commission as well as 
to the parties concerned, they do not escalate for 10 years. The Cities Service 
contract is for a 5-year term at a flat 21.0¢ per Mcf. This sale will be made 
on an interruptible basis to the extent necessary to maintain deliveries to all of 
Cities Service firm customers, although Cities Service says, in its best judgment, 
there will be no interruptions and that the provision was inserted only for 
emergency purposes. The delivery to Transwestern will be made from Cities 
Service’s existing 26-inch main transmission lines in Texas County, Oklahoma. 
Cities Service shows on this record that it has natural gas allowables available 
to it in the Kansas and Oklahoma Hugoton Fields over the next 5 years far in 
excess of its demand. These excess allowables are cancelled by the two states 
and lost to Cities Service. By virtue of this sale of 49,728 Mcf/d to Trans- 


®492 of these wells are located in the Keystone Field and are presently dedicated to El 
Paso. 53 wells are located in the Keystone Field and producing from the McKee forma- 
tion and are not dedicated to El Paso. 106 wells are in the Scarborough Field; 12 wells 
are in the Halley Field and one triple completion well is in the North Monahans Field. 
During this hearing, it was shown that Richardson & Bass had, sinee mid-December 1958, 
completed a producing well in the South Kermit Field with reserves estimated at 10 billion 
cubic feet of natural gas. Also that Richardson & Bass has completed 12 additional wells 
in the Scarborough Field and has 3 more in the process of completion. One additional 
wel] has been completed in the Halley Field which produces both oil and gas. 
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western, Cities Service will have salvaged from cancellation 90,754 MMcf of 
natural gas. After 1964, when the agreement with Transwestern terminates, 
Cities Service will need all of the allowables available to it from these fields. 
Cities Service contends this sale to Transwestern will improve their purchasing 
position in the Panhandle-Hugoton fields by alleviating their excess allowable 
situation and assist them in contracting for additional long-time reserves for 
their existing customers. At the present time, producers and sellers of natural 
gas in this area are reluctant to dedicate and sell natural gas to Cities Service 
because of their inability to take delivery of same without causing an equal 
reduction in take elsewhere in the fields. Cities Service presented a cost-of- 
service study, Dx. 60, which clearly set forth the estimated cost of service for 
the first calendar year after the commencement of service. Cities Service also 
introduced Item K, which is FPC Form 2 for the year ended December 31, 1957, 
to show that practically all of its sales under both its F-1 and F-2 rates will 
produce revenues in excess of the 21¢ rate proposed herein. Sales to the Gas 
Service Company under the F-2 rate for the period December 23, 1956, to April 
22, 1957, amounted to 26.9¢ per Mcf and during the period April 23, 1957, to 
December 22, 1957, an amount equal to 24.6¢ per Mcf. Cities Service has, since 
this hearing, filed an application for an overall rate increase, as it indicated 
during the hearing it would, which, if allowed, will increase the rates shown 
above, except the rate to Transwestern. Cities Service contends it would be 
unfair to its existing customers to sell their gas.to Transwestern at a price 
less than the 21¢ level. 

The Commission Staff introduced one witness, who sponsored Ex. 61, to show 
the prices certificated by this Commission under filed rate schedules in the Pan- 
handle-Hugoton area, which did not exceed 17¢ and the West Texas-Permian 
Basin area, which did not exceed 16¢. This Ex. 61 reflects only the base prices 
and does not show the total prices received by the producers by way of tax 
reimbursement, Btu adjustment, percent of liquids extracted, ete. The Staff wit- 
ness, on cross examination stated that certificate applications were presently 
on file with the Commission, but not yet approved, under which El Paso pro- 
poses to buy natural gas from Atlantic, Phillips, Magnolia, and Shell in the 
Panhandle area at an initial base price of 21¢ plus one-fourth of the liquids 
or a guaranteed one cent plus 2¢ escalations each 4 years. Also that Northern 
Natural has a certificate application on file with the Commission, but not yet 
approved, for the purchase of gas from Gulf in the Panhandle area at a price 
of 22¢ per Mcf (tr. 2143). It was shown from this witness that the El Paso 
and Northern Natural applications reflect the “current market” price for natural 
gas in the Panhandle area as of the date those contracts were signed (tr. 2234). 
The PUC introduced an “Engineering Test of Cost” study as reflected by their 
Exs. 62, 63, 64, 65, 66, and 67 for the purpose of showing that the prices 
proposed to be paid to the producers by Transwestern were excessive and not 
consistent with the public convenience and necessity. This study was directed 
toward determining the cost of producing natural gas. This “Engineering Test 
of Cost” study was prepared by the PUC witness who testified that the “avail- 
able material from the testimony and exhibits in this record was utilized wher- 
ever pertinent. In addition, we drew upon all available information which we 
could find from trade journals, engineering texts, professional experience, and 
contracts with industry people. ‘Specific requests were made to representatives 
of Transwestern Company and the data thus furnished was utilized. From this 
source material a method of analysis of reasonable average costs has been de- 
veloped.” This “Engineering Test of Cost” study was admitted in evidence 
by this Examiner over the objection of all parties to this hearing, except the 
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Commission Staff. The Commission Staff did not comment on the PUC’s 
study in their brief. The PUC’s study provided no tax allowance for depletion 
or intangible drilling costs, which would, if included, substantially increase the 
cost determined by PUC to be just and reasonable in such study under 20-year 
contracts at a 9 percent rate of return, which were the figures used in the 
study. Applying the formula of the PUC’s “Engineering Test of Cost” at a 
9 percent rate of return’ and giving credit for tax allowance for depletion or 
intangible drilling costs would produce a price, for the most part, in excess 
of those provided for in the Transwestern contracts with the independent pro- 
ducers herein. 

This Commission has repeatedly held that the type of evidence introduced 
by the Commission Staff and the PUC affords no proper basis for determining 
that the initial price agreed upon between the independent producer and the 
purchaser should be conditioned as being excessive and therefore unjust and 
unreasonable. Assuming that the independent producer prices, as reflected in 
their agreements with Transwestern, are higher than have heretofore been cer- 
tificated in these areas by this Commission. Then the question arises what 
prices are just and reasonable and in the public interest? There is no substan- 
tial evidence in this hearing of the type which would rebut the presumption 
that the initial prices in the producer agreements are just and reasonable. 

The Commission In the Hope Natural Gas Company, 19 F.P.C. 405, 407, con- 
sidered the question of what evidence of prices an independent producer appli- 
eant must adduce in order to sustain a finding by the Commission that the 
public convenience and necessity requires a sale of the gas at the proposed 
price. The Commission, in this case, stated “we are of the view that if the 
applicant proves there is a market for the gas at the proposed price and that 
the project is economically feasible at the proposed price (both market and 
economic feasibility being factors which we consider in determining public con- 
venience and necessity) that it has sustained its burden of going forward with 
the evidence, and in the absence of evidence showing that the proposed price 
or rate adversely affect the public convenience and necessity, the applicant has 
made a prima facie case and a certificate should issue to it.”* In the Hope 
case it was contended, as it was in this hearing, that an independent producer 
applicant must not only show that public convenience and necessity requires 
the sale but that the public convenience and necessity requires it at the pro- 
posed price rather than at some unspecified lower price, and that an applicant 
who fails to introduce evidence that ‘the public convenience and necessity re- 
quires the sale at the proposed price has failed to sustain the burden of proof, 
and must be denied a certificate. 

When an applicant has adduced into the record the requirements fixed by 
the Hope case, 19 F.P.C. 405, then the presumption must be that the initial 
price provided for in the independent producer contract is a just and reasonable 
price until some evidence is adduced of the quality and weight that would 
enable the examiner or the Commission to make a determination that such a 
price is not just and reasonable. The burden is upon the intervenor to establish 
the reasonableness of his request for a price condition. Sunray Mid-Continent 
Oil Co. v. F.P.C., CA 10, 1956, 239 F. 2d 97, 101. This rule was well settled 
in Federal Power Commission v. Hope Natural Gas Co., 1944, 820 U.S. 591. The 


*The PUC “Engineering Test of Cost” exhibits were based, and computed, on a 6% and 
a 9 percent rate of return. 

® Florida Economic Advisory Council v. Federal Power Commission, 1957, CADC, 251 
F. 2d 6438, cert. denied 356 U.S. 959; Panhandle Eastern Pipe Line Company v. Federat 
Power Commission, 169 F. 2d 881. 
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initial prices proposed in this hearing do not, when the evidence is all in, arouse 
suspicion or indicate the existence of a situation that would be contrary to the 
public interest. Initial prices fixed, as here, by well known independent pro- 
ducers and a competent purchaser—who was continually being checked as to 
costs and prices by the utility distributor to whom the gas would be sold— 
became the product of expert judgment and therefore carry the presumption of 
justness and reasonableness. Those who would overturn this presumption carry 
the heavy burden of making a convincing showing that the initial prices are 
unlawful because they are too high and therefore unjust and unreasonable. 
Those who challenge the proposed initial prices also carry the burden of show- 
ing what initial prices are just and reasonable if the challenged prices are not. 
The producer has a legal right to fix the initial selling price of his natural 
gas and that this initial price is subject only to review by this Commission in 
a Section 4 or 5 proceeding under the Natural Gas Act. 

No one denies the fact, that each of these independent producers contracts 
with Transwestern were the result of extensive arm’s-length bargaining as 
to prices and the dedication of undeveloped potentially producing acreage. 
Transwestern was under a mandate from the Gas Supply Co.—buy the gas as 
cheaply as you can and let us take a look at the purchase agreements as you 
get them signed. Thus the Gas Supply Company kept a running survey of the 
average cost of gas to Transwestern as well as to themselves. The evidence 
on this record clearly reflects there is no affiliation between the independent 
producers and Transwestern and that each of the producers herein are both 
capable of and willing to sell their natural gas to Transwestern in accordance 
with the terms of the contracts. The market demand for the gas has been 
considered in another part of this decision. Does the public convenience and 
necessity require the certification of these sales at the initial prices proposed? 
Considering Commission and court decisions, and the facts in this hearing, 
certificates should be issued as being in the public interest and required by 
the public convenience and necessity. 

There would be no objection to the certification of these two groups of sales, 
and it is doubtful if any party in this hearing would have recommended a 
price condition, if this natural gas was being purchased from Louisiana pro- 
duction. The only factual cost of production evidence in this record was 
offered by Richardson & Bass in their Ex. 45 which illustrates their direct 
eost of drilling 334 wells in West Texas, New Mexico, and Louisiana. This 
evidence, from an actual producer, compares their costs of cutting a 15,000 foot 
well in each of these three areas and clearly shows that a West Texas well 
costs from $100,000 to $225,000 more to drill than does a Louisiana well. An 
official of Richardson & Bass testified that the prices being certificated for 
natural gas in West Texas and New Mexico were too low to justify the risk 
and expense necessary to explore for, develop, and market the natural gas 
when discovered. As an example, Richardson & Bass own 106 gas producing 
wells in the Scarborough Field in West Texas. This field was discovered in 
1927. Gas in this field has always been flared, even though there are natural 
gas pipeline facilities in the area, for the reason that it would cost more to 
gather and process this gas than it was worth at prices being approved. This 
witness stated there were other natural gas fields in West Texas in this same 
situation. The natural gas from these 106 Scarborough Field wells, as well 
as from other wells similarly situated price-wise, can be gathered, processed 
and delivered to Transwestern at the 21.8¢ per Mcf price in the agreement, 
otherwise the natural gas would continue to be dissipated and unavailable to 
an insatiable gas-consuming public. Under such circumstances there appears 
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to be no question but that an initial price which would bring such natural gas 
to market would unquestionably be in the best interests of the public. It 
is true the highest prices heretofore certificated in Texas have been 18¢ per 
Mcf,* but the fact remains that price was not sufficient to bring this natural gas 
to market. 

There is no evidence in this record that Transwestern could have acquired 
any of this natural gas at any lower initial prices, in fact, the record is 
replete with testimony from witnesses for the independent producers and 
Transwestern as well as the purchaser, the Gas Supply Co., that the initial 
prices agreed upon were the lowest that would acquire the gas. The record 
also shows from testimony by Gas Supply Co. witnesses, as well as witnesses 
for its two distributing companies, the California Companies, that the rates 
agreed upon and to be paid to Transwestern on delivery of the gas at the 
Arizona-California border were worked out on a 6.5 percent cost-of-service 
basis to Transwestern and that such rates are, in their opinion, required by 
public convenience and necessity because of the insatiable demand for natural 
gas in the 14 Southern California counties served by them. 

This Commission recognized in its Op. 321, In the Matter of the Trunkline 
Gas Co. issued May 22, 1959, 21 FPC 704, that the increasing demand for 
natural gas at higher prices should cause it to give more weight to the element 
of price in determining the public convenience and necesssity in order to dis- 
courage price increases unless the need therefore was clearly shown. In this 
same opinion the Commission expressed its doubt regarding its authority to 
place limitations upon, or to condition at a lower price, an initial price agreed 
to between the seller and the buyer and as established by these parties in their 
agreement. 

It is true the Commission’s authority to impose price conditions in certificate 
proceedings under Section 7 of the Natural Gas Act was affirmed in Signal 
Oil and Gas Co. v. Federal Power Commission, 1956, CA 3, 238 F. 2d 771 if 
the Commission found such price conditions were required by the public 
convenience and necessity. In the same year and just a few months before 
the Signal Oil decision by the Court of Appeals, third circuit, the Supreme 
Court had decided the Mobile case, United Gas Pipe Line Co. v. Mobile Gas 
Service Co., 1956, 350 U.S. 332. The Mobile case did not directly involve the 
question of an initial price condition, or reduction, in a Section 7 application, 
however, the court did consider the Commission’s authority to require changes— 
impose a price condition—in price provisions fixed by contract between the 
seller and the buyer, and held that initial prices are established in the first 
instance by contract between the seller and the buyer. The court went on to 
say the Natural Gas Act merely defines the review powers of the Commission 
and that, when the initial rates are once fixed by contract they can only be 
changed by the mutual consent of seller and buyer under Section 4 of the 
Act, or after an investigation by the Commission under Section 5 of the Act. 
Following the Mobile decision, the Court of Appeals, 10th Circuit, in Phillips 
Petroleum Company v. Federal Power Commission, 1958, 258 F. 2d 906, 917, 
quoting Mobile, held that “Under the Natural Gas Act the rate to be charged 
for natural gas is initially fixed by contract between the seller and the pur- 
chaser. The initial rates thus fixed may be changed by order of the Commis- 
sion in a proceeding under Section 5(a) of the Natural Gas Act, upon a find- 
ing by the Commission that the rate charged is unjust, unreasonable, unduly 


®In the Matter of the Trunkline Gas Company, Op. 321, issued May 22, 1959, 21 FPC 
704, p. 705. 
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discriminatory, or preferential, and therefore unlawful, but the Commission 
has no initial rate-making powers and an initial rate fixed by contract remains 
in effect unless and until it is changed in a proceeding under Section 4 (d) and 
(e) or Section 5(a) of the Natural Gas Act.” Judge Phillips went on to say 
“that being the rate fixed by the contract, it could not be changed other than 
by an order of the Commission after it had found the contract rate to be 
unlawful in a proceeding under Section 5(a) of the Natural Gas Act, or by 
a proceeding commenced by Phillips for a change in rates, under Section 4(d).” 

Applying the standards outlined in the Mobile and Phillips Petroleum cases 
to the evidence of record in this hearing leaves but one conclusion—the appli- 
cations of the independent producers should be certificated. There is another, 
and very compelling reason for issuing certificates of public convenience and 
necessity to these independent producers, there is an urgent need for this gas in 
Southern California. They have followed the statutory requirements prerequi- 
site to the issuance of such certificates and have shown, in a prima facie case, 
that the purchase of these supplies of natural gas at these initial prices, the 
transportation and sale in interstate commerce, for resale, and the price to the 
Gas Supply Co. at the Arizona-California border, are required by the public 
convenience and necessity and therefore in the public interest. 

In previous opinions the Commission has looked to comparative field prices 
in considering initial prices of independent producers. There are a great many 
factors that enter into the determination of a price in any area. Perhaps the 
principal factor, at this time, is the competition for the gas between intrastate 
and industrial consumers, and the interstate carriers. To encourage the gas to 
move in interstate commerce for resale to a gas hungry consuming public this 
Commission must certificate an initial competitive price which will make the 
gas available to the public. Evidence in this hearing shows industrial users of 
gas paying 25¢ per Mcf under 10-year contracts for natural gas produced in the 
areas from which Transwestern has contracted to purchase gas. A Texas utility 
was shown to have paid 21.5¢ per Mcf with 1%4¢ per Mcf escalation every 2 years, 
for a large reserve for intrastate use. An interstate pipeline was offering 25¢ 
per Mcf for natural gas in Louisiana for transportation to Southern California 
on a nonjurisdictional basis for boiler fuel. These, and other, sales at similar 
prices and terms make the competition keen among purchasers of natural gas 
in these areas and certainly have their effect on the price of gas for the inter- 
state market. Interstate carriers to maintain an adequate reserve in order to 
continue to serve their consumers of natural gas must meet, or better, such 
competitive prices. Therefore, if the prices of the independent producers herein 
exceed the previous field level of prices heretofore certificated, such prices are 
shown to be necessary in order to move these supplies of natural gas in inter- 
state commerce to an area becoming more and more wholly dependent on natural 
gas for its energy needs. This is clearly within the scope of the intent of Con- 
gress in its enactment of the Natural Gas Act and is required by the public 
convenience and necessity. 

This hearing was before this Examiner on the applications of the various 
parties for certificates of public convenience and necessity under Section 7 of the 
Natural Gas Act. This section of the statute is distinctively, as held by the 
courts and discussed above, the certificate section. It was designed by the Con- 
gress to serve a fundamentally different purpose than were Sections 4 and 5, 
which are the rate sections. 

There has been no showing in this hearing that the initial prices agreed to 
between the independent producers and Transwestern or that the delivered 
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price at the Arizona-California border to the Gas Supply Company are so high 
as to be detrimental to the consumers in the market areas served by the South- 
ern California Companies. In fact, the Gas Supply Company and the Southern 
California Companies adduced an abundance of evidence to show that there was 
a market demand for this Transwestern gas at the proposed prices and conse- 
quently required by the public convenience and necessity. Perhaps the most 
dominant factor in this entire hearing is the uncontroverted preponderance of 
the evidence showing the critical need for this Transwestern natural gas in the 
14 counties served by the Southern California Companies. The urgency of this 
need is conceded by all the parties in this hearing. Under comparable circum- 
stances, this Commission, in a certificate application, refused to attach a condi- 
tion to independent producer prices in Oklahoma Natural Gas Company v. Fed- 
eral Power Commission, CADC 1958, 257 F. 2d 634, 638. 

While the Commission Staff and the PUC each devoted a great deal of time 
and effort in the preparation and presentation of their exhibits they are of 
little value in determining the equities in this hearing for the reason that 
neither attempts to show a dollars and cents price that either considers to be 
just and reasonable and therefore in the public interest. The Commission 
Staff’s presentation merely shows the base prices without other benefits hereto- 
fore certificated in the areas from which Transwestern proposes to draw its 
gas. The PUC presentation, which was well prepared and ably presented, was 
almost entirely composed from circumstantial evidence and which concluded 
only that the independent producer prices proposed to be paid by Transwestern 
should be conditioned at some point between the minimum and the maximum 
price range presented therein. 

This Commission has held, in numerous opinions, that it is not sufficient to 
pick a price at random and then argue that the initial prices of the independent 
producer should be reduced to that level without a showing that the price 
selected affords the producer a fair return on his investment, considering the 
risks involved in finding and producing the natural gas and that such selected 
price is required by the public convenience and necessity. 

There is no denial in this hearing that each independent producer agreement 
with Transwestern was the result of extensive arms-length bargaining. The 
Gas Supply Company had told Transwestern in the very beginning of their 
negotiations that they desired to buy the Transwestern gas at as cheap a price 
as was possible. As Transwestern signed a purchase agreement with a pro- 
ducer they promptly sent a copy to the Gas Supply Company which informa- 
tion kept the Gas Supply Company completely informed, both as to the initial 
prices being paid and the estimated quantities of natural gas under contract. 
There is ample evidence in this record to show that Transwestern, in each 
purchase agreement, negotiated the lowest possible price which would effect the 
purchase. 

Transwestern, by its evidence and Ex. 28, contends there is no existing level 
of producer prices in either the Panhandle-Hugoton or the West Texas-Permian 
Basin area. It is their contention, and the evidence in this hearing supports 
it, that natural gas is being bought and sold at various prices above those 
reflected in the Staff’s Ex. 61 for intrastate as well as interstate use. Also, by 
Ex. 28, Transwestern shows that none of the prices to be paid by it will trigger 
any “favored-nation” clauses in any other producers contract. 

The evidence herein is clearly that the producer applicants, as well as Trans- 
western, are each severally able and willing properly to do the acts and to 
perform the service proposed in their respective applications and to conform 
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to the provisions of the Natural Gas Act and the Commission’s Rules and Regu- 
lations thereunder. Each has established by a preponderance of the evidence 
that there is a market demand for the natural gas proposed to be sold to 
Transwestern for transportation and sale in interstate commerce for resale by 
Transwestern to the Gas Supply Company at the Arizona-California border at 
the prices proposed in their several agreements filed herein. The engineering 
design and proposed construction of the facilities proposed by Transwestern 
are determined to be adequate. The cost and financing of the proposed facil- 
ities, as hereinafter conditioned, are determined to be adequate and economically 
feasible and, after deducting operating and debt expenses, will net Transwestern 
a return of 6.02 percent. The market demand is expected by both Transwestern 
and the Gas Supply Company to increase to a maximum of 640,000 Mcf/d which 
in turn will increase the return to Transwestern as well as reduce the delivered 
price to the Gas Supply Company. Transwestern put in evidence estimated 
costs of materials and construction, and plans for securing before July 1, 1959 
the needed materials, including contingent contracts for the construction of the 
project. Transwestern’s estimates of material and construction costs are found 
to be reasonable, they compare favorably with costs experienced by other pipe- 
line companies that have heretofore been certificated as being reasonable. Wach 
applicant herein has sustained the burden of proof imposed upon them and has 
made a prima facie case in each instance as required by the Natural Gas Act 
and in conformance with the standards prescribed by the Commission in the 
Hope Natural Gas Company, et al., 1958, 19 F.P.C. 405, 407. 

Upon consideration of the entire record herein, the Commission opinions and 
court reviews of a number of these opinions, it is the judgment of this Examiner 
that certificates should issue to the independent producer applicants herein 
authorizing their proposed sales to Transwestern at the initial prices set out in 
their respective agreements, that a certificate, as hereinafter conditioned, be 
issued to Transwestern to purchase these supplies of natural gas in accordance 
with their agreements, to construct and operate an interstate natural gas pipe- 
line for the sale and delivery of natural gas in interstate commerce for resale, 
all as more fully set out in the respective applications filed herein. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence ad- 
duced and the briefs filed, the Presiding Examiner finds and concludes, in addi- 
tion to the findings and conclusions hereinbefore stated, that: 

(1) The Transwestern Pipeline Company (Transwestern) is a Delaware 
corporation with its principal place of business located at Houston, Texas. 
Upon the completion of the project for which a certificate of public convenience 
and necessity is requested herein, and the inauguration of operation thereunder, 
Transwestern will be a “natural-gas company” within the meaning of the 
Natural Gas Act. 

(2) The facilities which Transwestern seeks authority to construct and 
operate, will be used for an initial delivery of 300 MMcf/d of natural gas, to 
be increased to 640 MMcf/d, to the Pacific Lighting Gas Supply Company (Gas 
Supply Company), its only customer, all as more fully described and set forth 
in the applications, as amended, filed herein. These facilities which Trans- 
western seeks authority to construct and operate will be used to receive, trans- 
port and sell for resale natural gas in interstate commerce for ultimate public 
consumption, all being subject to the jurisdiction of the Federal Power Com- 
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mission and subject to the requirements of Section 7 (c) and (e) of the Natural 
Gas Act. 

(3) The rates to be charged the Gas Supply Company by Transwestern for 
the sale and delivery of natural gas in interstate commerce for resale for ulti- 
mate public consumption are at such levels as to make the proposed project 
economically feasible, all being subject to the jurisdiction of the Federal Power 
Commission under the Natural Gas Act. 

(4) The natural gas reserves committed to Transwestern, together with the 
showing of additional new producing wells on acreage dedicated to Trans- 
western, are adequate to render the service herein proposed. 

(5) Transwestern’s facilities as proposed in its applications, as amended, 
are adequate to render the service proposed and to meet the demands that may 
be placed upon them, the facilities are determined to be both reasonable and 
feasible from the standpoint of cost and design. 

(6) Transwestern’s financing as proposed in its applications, as amended, 
and as described in detail on the record is found to be both reasonable and 
feasible as hereinafter conditioned. 

(7) Transwestern shall pay no dividends on its common stock until the 5 
percent interim notes are converted into preferred or common stock or until the 
total long term debt, which includes these 5 percent interim notes, is reduced 
to 75 percent, or less, of the total capitalization. 

(8) Transwestern is financially able and willing properly to do the acts and 
to perform the service proposed by it in its applications, as amended, and to 
conform to the provisions of the Natural Gas Act and the requirements, rules 
and regulations of the Federal Power Commission promulgated thereunder. 

(9) The construction and operation by Transwestern of the facilities de 
scribed in its applications, as amended, filed herein, together with the sale of 
natural gas to the Gas Supply Company, as proposed in said applications, as 
amended, are required by the public convenience and necessity and a certificate 
of public convenience and necessity, conditioned as set out in paragraphs (6) 
and (7) above, should be issued to Transwestern as hereinafter ordered. 

(10) Each of the independent producers, the Gulf Oil Corporation, the Pure 
Oil Company, the Monsanto Chemical Company, the Humble Oil & Refining 
Company, the Sun Oil Company, the Union Oil Company of California, the 
Warren Petroleum Corporation, the British-American Oil Producing Company, 
Curtis R. Inman, Richardson & Bass, et al., G. H. Vaughn, Jr., et al., the 
Superior Oil Company, the Magnolia Petroleum Company and the Hunt Oil 
Company, is now, or will be on the initiation of the proposed sale to Trans- 
western, engaged in the sale of natural gas in interstate commerce for resale 
for ultimate public consumption subject to the jurisdiction, of the Federal Power 
Commission and will therefore be a “natural-gas company” within the meaning 
of the Natural Gas Act. 

(11) The Cities Service Gas Company (Cities Service), who proposes to make 
a pipeline sale of natural gas to Transwestern, is a Delaware corporation with 
its principal place of business located at Oklahoma City, Oklahoma. It has 
heretofore been determined to be a “natural-gas company,” within the meaning 
of the Natural Gas Act, by this Commission In the Matter of the Cities Service 
Gas Company, 3 F.P.C. 459, 462. 

(12) The sales of natural gas to Transwestern as proposed by each of the 
independent producers, listed in paragraph (10) above, and by the Cities Serv- 
ice Gas Company, a “natural-gas company,” as more fully described in their 
applications filed herein, are subject to the jurisdiction of the Federal Power 
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Commission under the Natural Gas Act and such sales, together with the con- 
struction and operation of any transportation facilities used for such sales, are 
also subject to the jurisdiction of the Federal Power Commission, and are re- 
quired by the public convenience and necessity under Section 7(e) of the 
Natural Gas Act and a certificate of public convenience and necessity should be 
issued to each as hereinafter ordered and under the terms and conditions of 
this order. 

(13) Each of the independent producer applicants, named in paragraph (10) 
above, and the Cities Service Gas Company, described in paragraph (11) above, 
is able and willing properly to do the acts and to perform the service proposed 
in their respective applications filed herein and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regulations of the Fed- 
eral Power Commission promulgated thereunder. 

(14) The sale and delivery of natural gas to the El Paso Natural Gas Com- 
pany by the Sid Richardson Gasoline Company, e¢ al., as more fully described 
in G—16187 herein, is a sale in interstate commerce for resale, subject to the 
jurisdiction of the Federal Power Commission, and the proposed abandonment 
of all or any part of the facilities used in making this sale and any service 
rendered by such facilities are subject to the requirements of Section 7(b) of 
the Natural Gas Act. 

(15) The present and future public convenience and necessity permit the 
abandonment of the sale, referred to in paragraph (14) above, by the Sid 
Richardson Gasoline Company, et al., to the El Paso Natural Gas Company 
contemporaneously with the commencement of the delivery and sale by Richard- 
son & Bass to Transwestern for which a certificate of public convenience and 
necessity has been authorized in paragraph (12) above. 

(16) The public convenience and necessity requires that the general terms 
and conditions as set forth in paragraphs (a), (b), (¢c)(1), (c) (3), (ce) (4) 
and (e) of Section 157.20 of the Federal Power Commission’s Regulations under 
the Natural Gas Act, including the Rules of Practice and Procedure, should 
attach to the issuance of the certificate to Transwestern, and to the exercise of 
the rights granted thereunder and that the time within which the construction of 
the facilities authorized by this order should be completed and the facilities 
placed in operation should be fixed at twelve months from the date on which 
this order issues. 
ORDER 

















Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Prac- 
tice and Procedure, that: 

(A) A certificate of public convenience and necessity is hereby issued to the 
Transwestern Pipeline Company authorizing it to construct and operate the 
facilities, and to purchase the natural gas applied for herein, subject to the 
jurisdiction of the Commission all as more fully described in its application, 
as amended, in these proceedings, and as conditioned by this order. 

(B) The certificate of Public convenience and necessity issued to the Trans- 
western Pipeline Company in paragraph (A) hereof is conditioned as follows: 


Transwestern shall pay no dividends on its common stocks until the 5 
percent interim notes are converted into preferred or common stocks or until 
the total long term debt, which includes the 5 percent interim notes, has 
been reduced to 75 percent, or less, of the total capitalization. 


556-711—64——_30 
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(C) Within 60 days prior to the inauguration of operation of the facilities, 
and the service, for which a certificate of public convenience and necessity was 
authorized in paragraph (A) hereof, the Transwestern Pipeline Company shall 
file with the Commission its FPC Gas Tariff, original volume No. 1, in the form 
as set forth in its Exhibit 22 as presented in this proceeding, with the rates and 
charges as set forth in said Exhibit 22. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Rules and Regulations is hereby fixed at 12 months 
from the date on which this order issues. 

(E) Certificates of public convenience and necessity are hereby issued to each 
of the independent producers, as applied for in each of their respective applica- 
tions, specifically named in paragraph (1) of the Findings and Conclusions above, 
and to the Cities Service Gas Company, authorizing the sales of natural gas 
by these applicants to the Transwestern Pipeline Company in interstate com- 
merce for resale, together with the construction and operation of any facilities 
subject to the jurisdiction of the Commission used for such sales all as more 
fully described in their respective applications and the record herein. 

(F) The Sid Richardson Gasoline Company, et al., is hereby permitted to 
abandon the sale and delivery of gas from its Keystone Plant in Winkler County, 
Texas, to the El Paso Natural Gas Company * contemporaneously with the com- 
mencement of the delivery and sale of natural gas to Transwestern by Richard- 
son & Bass for which sale a certificate of public convenience has been issued in 
paragraph (E) above. 

(G) The certificates of public convenience and necessity issued in paragraphs 
(A) and (E) hereof shall be deemed accepted and of full force and effect, unless 
refused in writing and under oath by the applicants, or either of them, within 
ten (10) days from the date of the issuance of this order. 

(H) The certificate, or certificates, issued to each applicant herein is, or are, 
not transferable and shall be effective only so long as each of said applicants 
continues the acts or operations hereby authorized in accordance with the pro- 
visions of the Natural Gas Act and the applicable rules, regulations and orders 
of the Federal Power Commission. 

(I) The general terms and conditions as set forth in paragraphs (a), (b), 
(c) (1), (c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act are required by the public convenience and 
necessity and shall attach to the certificates granted in paragraphs (A) and 
(E) of this order and to the exercise of the rights granted thereunder. 

(J) The grant of the certificates of public convenience and necessity to each 
of the parties in paragraphs (A) and (E) of this order shall not be construed as 
a waiver of the requirements of Section 4 of the Natural Gas Act, or of Section 
154 of the Commission’s Rules and Regulations thereunder requiring the filing 
of rate schedules for the service herein authorized; and are without prejudice 
to any findings or orders which have been or may hereafter be made or issued 
by the Commission in any proceeding now pending or hereinafter instituted 
by or against the parties herein. Further, the action taken in this proceeding 
shall not foreclose nor prejudice any future proceedings or objection relating to 


the operation of any price or related provision in the gas supply purchase 
contracts herein involved. 


Harry W. FRaAzEg, 
Presiding Pzaminer. 


2% Ag applied for in its application in Docket No. G-16187. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


LONE STAR GAS COMPANY, DOCKET NO. G-18380 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 12, 1959) 


















Lone Star Gas Company (Applicant), a Texas corporation with a principal 
office in Dallas, Texas, filed on April 27, 1959, an application as supplemented 
May 13 and 22, 1959, for a certificate of public convenience and necessity to 
construct and operate the facilities hereinafter described subject to the juris- 
diction of the Commission, all as more fully described in the application on 
file with the Commission. 

Applicant proposes to construct and operate an additional 10-inch lateral line 
and metering station to increase deliveries to the City of Arlington in Tarrant 
County, Texas, where Applicant now sells gas at retail. 

Applicant now serves Arlington through a 10-inch lateral extending 3.38 miles 
from its mainline C which also supplies gas to Fort Worth and Dallas. Appli- 
cant proposes to construct 3.61 miles of 10-inch lateral from Line C to the west 
side of Arlington to enable it to increase deliveries to the city and to operate 
Line C at lower and safer pressures. 

The estimated requirements of the Arlington area are as follows: 


Annual requirements (Mcef)................-.-- 1, 887, 858 1, 892, 
Peak day requirements (Mcf)................-- 19, 680 20, 


1, 979, 517 2, 066, 387 
21, 719 22, 741 
































The actual delivery of 19,680 Mcf to Arlington on the 1957-58 peak day is 
considered by Applicant to be about the maximum capacity of the existing 
lateral line serving the area. The maximum capacity of the proposed lateral 
is 20,700 Mcf per day, which would give Applicant a total of about 41,000 Mcf 
per day of capacity into Arlington including the capacity of the existing lateral. 

Gas supply is not an issue in this proceeding. 

The estimated total capital cost of the proposed facilities is $122,092, and will 
be defrayed from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 28, 1959, respecting the matters involved in, and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 





The Commission finds: 


(1) Applicant, a Texas corporation, having its principal place of business 
in Dallas, Texas, is a “natural-gas company” within the meaning of the Natural 
Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used 
in the transportation of natural gas in interstate commerce subject to the juris- 
diction of the Commission, and the construction and operaton thereof by Appli- 
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cant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (1), (¢) (8), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder, and that the time 
within which installation of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed at 
6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (ce) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations is hereby fixed at 6 months from the date 
on which this order issues. 


Before Comméssioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


PANHANDLE EASTERN PIPE LINE COMPANY, ET AL., DOCKET NO. 
G-17957, ET AL. 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY* 


(Issued August 12, 1959) 
Y * * * . . eo 
Panhandle, a Delaware corporation with its principal place of business in 
Kansas City, Missouri, filed on March 2, 1959, in Docket No. G—-17957 an appli- 
eation for a certificate of public convenience and necessity authorizing the con- 
struction and operation of a tap in its existing 24-inch main transmission 
pipeline in Pratt County, Kansas, and approximately 27,086 feet of 8-inch 
lateral supply pipeline, extending northerly from said tap to a point in Pratt 
County, to enable it to purchase and transport natural gas produced by Mull 


*Omitted portions of this order relate to the issuance of independent producer certificate. 
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Operator, et al., subject to the jurisdiction of the Commission, all as more fully 
described in the application on file with the Commission. 


* * * * * * > 


The total estimated initial cost of the proposed facilities to be constructed by 
Panhandle is $105,000, which cost will be financed by Panhandle from its funds 
currently on hand. 

The gas supply which will become available by the operation of Panhandle’s 
proposed facilities is reasonably adequate to justify the construction of the 
proposed facilities. 

By separate letters dated April 22, 1959, Panhandle and Mull, Operator, e¢ al., 
were granted temporary authorization in their respectively designated dockets. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 30, 1959, respecting the matters involved in and the issues presented by the 
applications. No petition to intervene or protest to the granting of the appli- 
cations has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a deci- 
sion herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice 
and Procedure. 


The Commission finds: 


(1) Panhandle Eastern Pipe Line Company, a Delaware corporation with its 
principal place of business in Kansas City, Missouri, owns and operates a 
natural gas transmission system in several states, and is engaged in the trans- 
portation and sale of natural gas in interstate commerce for resale for ultimate 
public consumption, subject to the jurisdiction of the Commission, and is, there- 
fore, a “natural-gas company” within the meaning of the Natural Gas Act, as 
heretofore found by the Commission. 


« * * + * © = 


(3) The facilities of Panhandle proposed to be constructed and operated for 
the transportation and sale of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, will be an integral part of its existing pipe- 
line system, and are, therefore, subject to the requirements of Subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(4) Panhandle is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 


* * * * * * * 


(7) The construction and operation of the facilities proposed by Panhandle 
in Docket No. G—17957, and the sale of natural gas by Mull in Docket No 
G-—17827, together with the construction and operation of any facilities by Mull 
subject to the jurisdiction of the Commission necessary therefor, are required 
by the public convenience and necessity, and certificates therefor should be issued 
as hereinafter ordered and conditioned. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure, was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of said Rules. 

(9) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Rules and Regulations, including the Rules of Prac- 
tice and Procedure (18 CFR 157.20), should attach to the issuance of the 
certificate to Panhandle and to the exercise of the rights granted thereunder, 
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and that the time within which construction of facilities authorized by this 
order shall be completed and said facilities placed in actual operation should 
be fixed at 6 months from the date on which this order issues. 


The Commission orders: 


* * * * a * * 


(B) A certificate of public convenience and necessity is hereby issued in 
Docket No. G-17957 to Panhandle authorizing it to operate natural gas facilities 
as hereinbefore described, all as more fully described in the application in 
Docket No. G—17957. 

(C) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (B) hereof and to the exercise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations is hereby fixed at 6 months from the 
date on which this order issues. 


* * * 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


WISCONSIN SOUTHERN GAS COMPANY, INC. v. NATURAL GAS PIPE- 
LINE COMPANY OF AMERICA; AND TEXAS ILLINOIS NATURAL GAS 
PIPELINE COMPANY, DOCKET NO. G-18296 


ORDER INSTITUTING INVESTIGATION AND PROVIDING FOR HEARING 
(Issued August 12, 1959) 


On April 18, 1959, Wisconsin Southern Gas Company, Inc. (Wisconsin 
Southern) filed a petition asking that the Commission investigate and reallocate 
the supply of gas by Natural Gas Pipeline Company of America (Natural) and 
Texas Illinois Natural Gas Pipeline Company (Texas Illinois)’ to their customers 
so as to avoid undue preference prohibited under Section 4(b) of the Natural Gas 
Act, or institute an investigation under Section 5(a) for the purpose of reallo- 
eating the gas supplied by the two pipeline companies. 

The petition of Wisconsin Southern alleges among other things that (1) 
Petitioner and some 20 other small distributors who purchase gas from Natural 
and Texas Illinois have had critical shortages of gas whereas the three largest 
purchasers’ have been able to contract with Northern Natural Gas Company 
and Midwestern Gas Transmission Company for an additional 410,000 Mcf per 
day. (2) As a result of the larger companies obtaining such gas supply the 
small customers of Natural and Texas Illinois will be in a disadvantageous 


2 Natural and Texas Illinois are engaged in the transportation and sale of natural gas in 
interstate commerce for resale for ultimate public consumption, and, therefore they are 
natural gas companies within the meaning of the Natural Gas Act subject to the jurisdic- 
tion of the Commission. 


*The Peoples Gas Light and Coke Co., Northern Indiana Public Service Co., and North- 
ern Illinois Gas Co. 
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position as compared to the large customers who will be in preferential posi- 
tions. (3) Natural refused to transport to Wisconsin Southern gas which 
Midwestern Gas Transmission Company was willing to sell to Wisconsin 
Southern. 

The joint answer of Texas Illinois and Natural alleges inter alia that if Wis- 
consin Southern will be in short supply during the coming winter it will be 
by reason of the distributor’s failure to comply with the orders of the Wisconsin 
Public Service Commission restricting the connection of additional space heating 
customers and not to any fault of the pipeline suppliers.’ They also contend 
that none of the other 20 smaller distributors referred to by Wisconsin Southern 
is in short supply. 

The respondents admit that Natural refused to transport gas Midwestern had 
offered to sell to Wisconsin Southern and state as their reason that they are 
a supplying company, not engaged in transportation. 

Based upon the investigation and after hearing the Commission will determine 
if the limitations embodied in Natural’s or Texas Illinois’ existing FPC Gas 
Tariff are unjust, unreasonable, unduly discriminatory, or preferential and if 
such be determined, will, by appropriate order or crders, prescribe just and 
reasonable limitations, terms and conditions of service, classifications, rules, 


regulations, practices, or contracts to be observed and in force, and will fix the 
same by order. 


The Commission finds: 


On the basis of the data presently available to the Commission, and the 
contentions related in the complaint and answer referred to above it is appro- 
priate that the Commission institute an investigation into the stated demand 
limitations embodied in Natural’s or Texas Illinois’ existing practice, or con- 


tracts affecting such limitations, and specifically concerning the issues raised by 
the complaint and answer referred to above. 


The Commission orders: 


(A) Pursuant to the authority contained in, and subject to the jurisdiction 
conferred upon the Commission by Sections 5, 14, 15, and 16, of the Natural 
Gas Act, and the Commission’s Rules of Practice and Procedure, an investiga- 
tion is hereby instituted upon the complaint filed April 13, 1959, by Wisconsin 
Southern Gas Company against Natural Gas Pipeline Company of America and 
Texas Illinois Natural Gas Pipeline Company concerning the issues raised by 
said complaint and answer. 

(B) A hearing will be held at a time and date to be announced in a Hearing 
Room of the Federal Power Commission, 441 G Street N.W., Washington, D.C., 
concerning the matters involved in and the issues presented by these consolidated 
proceedings. 

(C) Protests or petitions to intervene may be filed with the Federal Power 
Commission, Washington 25, D.C., in accordance with the Rules of Practice and 
Procedure (18 CFR 1.8 or 1.10) on or before a date to be announced. 

(D) Interested State commissions may participate as provided by Sections 
1.8 and 1.87(f) of the Commission’s Rules of Practice and Procedure [18 CFR 
1.8 or 1.37(f)]. 


* Wisconsin Southern attached a tabulation to its petition computing its peak day re- 
quirements which it alleges are allowed by the Wisconsin Public Service Commission. 
This computation indicates it is entitled to 2000 Mcf more which is the amount it is willing 
to contract for use during the 1959 heating season. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and John B. Hussey. 


RIO GRANDE ELECTRIC COOPERATIVE, INC. AND WEST TEXAS 
UTILITIES COMPANY, DOCKET NO. E-6868 


ORDER AUTHORIZING TRANSMISSION OF ELECTRIC ENERGY TO MEXICO 
(Issued August 13, 1959) 


Rio Grande Electric Cooperative, Inc. (Cooperative), incorporated under the 
laws of the State of Texas and qualified to do business as a foreign corporation 
in the State of New Mexico, with its principal place of business at Brackettville, 
Texas, filed an application on March 18, 1959, as supplemented on March 24 
and April 20, 1959, for authorization, pursuant to Section 202(e) of the Federal 
Power Act, to transmit a maximum of 10,000,000 kwh of electric energy an- 
nually from the United States to Mexico at a maximum rate of transmission of 
1,160 kw. West Texas Utilities Company (West Texas), incorporated under 
the laws of the State of Texas, with its principal place of business at Abilene, 
Texas, joined in Cooperative’s application on April 20, 1959 Also, by that 
application, Cooperative sought permission, pursuant to Executive Order No. 
10485, dated September 3, 1953, to construct, operate, maintain, and connect 
at the international border between the United States and Mexico the facili- 
ties hereinafter described for the transmission of electric energy between the 
United States and Mexico, which permission is granted by a Permit signed by 
the Chairman of the Federal Power Commission on July 28, 1959, accepted by 
Cooperative on August 5, 1959, in the above docket, and issued as hereinafter 
provided. 

The energy proposed to be transmitted to Mexico will be sold by Cooperative to 
La Domincia, S.A. de C.V. (La Domincia), a Mexican corporation, in accordance 
with the terms and at the rates set forth in an Agreement for Purchase of 
Power Between Cooperative and La Domincia, dated November 25, 1958, as 
amended February 27, 1959, filed as an exhibit to the application, for industrial 
and residential use in the vicinity of Acuna, Coahuila, Mexico. The energy pro- 
posed to be exported will be supplied by West Texas to Cooperative near Alpine, 
Texas, pursuant to the provisions of an Agreement between West Texas and 
Cooperative, dated March 25, 1959, filed as an exhibit to the application. From 
this point of receipt, Cooperative will transmit such energy to its Persimmon Gap 
substation and thence to the international border between the United States 
and Mexico, where the energy will be delivered by Cooperative to La Domincia 
by means of a proposed three phase, four wire, star connected circuit, operating 
nominally at 14.4/24.9 kv, 60 cycles, having three #2 ACSR and one #4 ACSR 
conductors extending from a 55’ class 4 creosoted pine pole to a point on the 
aforementioned international border having a latitude of 29°57’20’’ north and 
a longitude of 102°49’35’’ west and being located near that section of the Rio 
Grande known as Heath Crossing in Brewster County, Texas. 

Written notice of the application has been given to the Railroad Commission 
of Texas and the Public Service Commission of New Mexico and to the Gov- 
ernor of each of those States. Notice of the application has also been given 
by publication, in the Federal Register on April.1, 1959 (24 F.R. 2539), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should on or before April’ 15, 1959, file with the Federal Power 
Commission, Washington 25, D.C., a petition or protest. No petition or protest 
or request to be heard in opposition to the granting of the application has been 
received. 
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The Commission finds: 


(1) The transmission of electric energy from the United States to Mexico, 
as limited herein and as hereinafter authorized, will not impair the sufficiency 
of electric supply within the United States and will not impede or tend to 
impede the coordination in the public interest of facilities subject to the juris- 
diction of the Commission. 

(2) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) Cooperative and West Texas are hereby authorized to transmit electric 
energy from the United States to Mexico in accordance with the terms and 
conditions set forth in the application and subject to the provisions of this 
order. 

(B) The electric energy which Cooperative and West Texas are hereby author- 
ized to transmit from the United States to Mexico shall be in an amount not 
in excess of 10,000,000 kwh per year at a rate not to exceed 1,160 kw over 
facilities covered by the aforementioned Permit signed by the Chairman of 
the Federal Power Commission on July 28, 1959, in the above docket. 

(C) The authorization herein granted may be modified from time to time 
or terminated upon further order of the Commission, but in no event shall 
such authorization extend beyond the date of termination or expiration of 
the Permit referred to in paragraph (B) above. 

(D) Cooperative and West Texas shall conduct all operations pursuant to 
the authorization herein granted in accordance with the provisions of the 
Federal Power Act and pertinent rules, regulations or orders issued by the 
Commission. 

(E) Cooperative shall install and maintain adequate metering equipment 
to measure the flow of all energy transmitted from the United States to 
Mexico pursuant to the authority herein granted; shall make, keep and pre- 
serve full and complete records with respect to the movement of such energy ; 
and shall furnish, with respect to said transmission of electric energy, on or 
before February 15 of each year, a report in triplicate showing the kilowatt- 
hours transmitted, the maximum kilowatt rate of transmission, and the con- 
sideration received therefor, during each month of the preceding calendar 
year. 

(F) This authorization to transmit electric energy from the United States 
to Mexico shall not be transferable or assignable, but shall continue in effect tem- 
porarily for a reasonable time thereafter in the event of the involuntary 
transfer of facilities used hereunder by operation of law (including such 
transfers to receivers, trustees, or purchasers under foreclosure or judicial 
sale), pending the making of an application for permanent authorization and 
decision thereon, provided notice is promptly given in writing to the Commis- 
sion accompanied by a statement that the physical facts relating to sufficiency 
of supply, rates, and nature of use remain substantially the same as before 
the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State or State regulatory commission for the exercise of the lawful authority 
vested in the State or State regulatory commission over West Texas or 
Cooperative. 

(H) This authorization is without prejudice to the authority of this Com- 
mission, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission, or any other regula- 
tory body, and nothing herein shall be construed as an acquiescence by this 
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Commission in any estimate or determination of cost or any valuation of 
property claimed or asserted. 

(1) No energy shall be delivered under the authorization contained in 
paragraph (B) above at any time when such energy is needed to serve the 
electric requirements of consumers of electric energy in the United States 
at that time supplied by or through the Cooperative or West Texas. 

(J) Concurrently with the issuance of this order, the Permit signed by the 
Chairman of the Federal Power Commission, referred to in paragraph (B) 


above, shall be issued and a copy thereof transmitted by the Secretary to 
the Cooperative. 


Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole 
and John B. Hussey. 


THE PURE OIL COMPANY, DOCKET NO. G—17930 
ORDER DENYING INTERVENTION AND REJECTING APPEAL 


(Issued August 14, 1959) * 


On June 29, 1959, the State of Texas (Petitioner), by and through its Attor- 
ney General, filed Petition of The State of Texas for Leave to Intervene in 
this proceeding with respect only to the issue designated for hearing by order 
issued herein on May 12, 1959, namely the issue of whether certain favored- 
nation clauses in The Pure Oil Company (Pure) FPC Gas Rate Schedules 
Nos. 1, 3, and 28 are void or voidable as contrary to public interest. 

Among matters allegedly subject to this proceeding in which Petitioner 
asserts a substantial interest and which interest, it is asserted, may not be 
adequately represented in the absence of Petitioner’s participation herein, are: 
$52,624,000 in sales value of natural gas, subject to refund by reason of sus- 
pension of proposed price increases dependent upon favored-nation and other 
indefinite pricing clauses, sold and to be sold from 1954 through 1959; Texas 
occupational taxes on this amount which approximate $4,000,000; and the pos- 
sibility of Petitioner’s being obliged to refund or give credit for the tax 
revenues which it realizes from the taxes on the above-identified tax base if 
the effects of a decision herein terminate the effectiveness of favored-nation 
clauses and tax revenues dependent thereon. 

Reasons, among others, recited in support of its filing at this time, or in 
explanation of why Petitioner “was unable to file this petition within the 
time specified in Paragraph F of Section 1.8 of the Rules of Practice and 
Procedure” are: (1) Lack of notice of the hearing on the above designated 
issue on the ground that notice of hearing must precede the hearing by 10 
days; (2) that such notice was not given by order issued herein on May 12, 
1959; (3) that to Petitioner’s knowledge the proceeding herein “has never 
been set down for formal hearing by the Commission”; (4) that Petitioner 
anticipated that the matters which are the subject of its petition lie beyond 
the jurisdiction of the Commission and that no hearing would be held thereon; 
and (5) that Pure’s Appeal from Ruling of Presiding Examiner and Motion 
for Stay of Proceeding, filed herein on June 2, 1959, “would be acted upon 
prior to the commencement of hearing of June 29, 1959.” 


*Rehearing denied and participation as amious curiae permitted by order issued Sep- 
tember 30, 1959, infra., p. 630. 
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Pure’s motion for stay, referred to next above, was denied by order issued 
herein on June 19, 1959. The hearing herein had begun on May 28, 1959, 
on the earliest day of the period in which the Commission had authorized the 
Presiding Examiner to commence the hearing pursuant to Paragraph (C) 
of Commission order issued herein on May 12, 1959. Thereafter, on June 2, 
1959, the hearing was recessed providing an interim of 27 days until June 29, 
1959, the day upon which Petitioner filed the petition. The hearing has 
proceeded continuously since June 29, 1959. 

On July 17, 1959, the State of Texas, acting through its attorneys, having 
been granted permission by the Presiding Examiner to participate in the 
hearing, pending Commission decision on its Petition to Intervene; orally 
made a Motion to Stay Proceedings for 6 months. The Presiding Examiner 
denied the aforementioned motion. On the same day the State of Texas filed 
an Appeal from the Presiding Examiner’s ruling. 


The Commission finds: 


Good cause has not been shown which would warrant the granting of the 
belated petition to intervene and, therefore, Petitioner’s appeal predicated 
upon the status of an intervener, should be rejected. 


The Commission orders: 


The petition of the State of Texas for leave to intervene in this proceed- 
ing is hereby denied, and the above-described appeal from the ruling of the 
Presiding Examiner is hereby rejected. 

Commissioner Hussey dissenting. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and John B. Hussey. 


ALABAMA-TENNESSEB NATURAL GAS COMPANY, DOCKET NO. G—18700 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 17, 1959) 


On June 4, 1959, Alabama-Tennessee Natural Gas Company (Applicant), a 
Delaware corporation, having its principal place of business at Florence, Ala- 
bama, filed in Docket No. G—18700 an application pursuant to Section 7(c) of 
the Natural Gas Act, for a certificate of public convenience and necessity au- 
thorizing the construction and operation of approximately 1.7 miles of 85¢-inch 
loop pipeline extending from the north header of its Tennessee River crossing 
to its compressor station located in Limestone County, Alabama, which said 
facilities will be operated as an integral part of Applicant’s natural gas pipe- 
line system to serve Huntsville, Alabama, among other communities. 

The purpose of the proposed facilities is to enable Applicant to increase the 
line pressure on the suction side of the Limestone County Compressor Station 
so as to deliver gas to Huntsville at a higher pressure during peak hourly 
periods. No added supply of gas is to be purchased by Applicant in connection 
with this proposal. The increased pressure at Huntsville is necessary to main- 
tain adequate service. 

The estimated total cost of the proposed facilities is approximately $56,000, 
which amount will come from funds on hand. 

Temporary authority to construct and operate the facilities proposed was 
granted to the said Applicant on June 23, 1959. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 4, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff Counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision pursuant to Section 1.30(c)(1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Alabama-Tennessee Natural Gas Company, a Delaware cor- 
poration having its principal place of business in Florence, Alabama, is a 
‘natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued July 2, 1948, in Docket No. G—585 
(7 F.P.C. 251). 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application, will be used in the 
transportation and sale of natural gas in interstate commerce subject to the 
jurisdiction of the Commission, and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Section 
7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should at- 
tach to the issuance of the certificate referred to in paragraph (3) above and 
to the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order should be completed and 
the said facilities placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(6) A request during the public hearing by Staff Counsel for the omission of 
the intermediate decision procedure was unopposed by any party of record, and 
not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s regulations 
under the Natural Gas Act shall attach to the issuance of the certificate grantea 
in paragraph (A) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations is hereby fixed at 6 months from the 
date on which this order issues. 








— — = Sl 




















































FEDERAL POWER COMMISSION 441 





Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole 
and John B. Hussey. 


CHICAGO DISTRICT PIPELINE COMPANY, DOCKET NO. G-10214 
ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 18, 1959) 





In its Opinion No. 320 and accompanying order, issued May 12, 1959, in Mid- 
western Gas Transmission Company, et al., Docket No. G—16841, et al., 21 FPC 
653, the Commission authorized Midwestern Gas Transmission Company (Mid- 
western) to construct some 350 miles of pipeline and to sell up to 360,000 Mcf 
of natural gas per day to three distributor customers in the Chicago-Gary area 
of northern Illinois and northern Indiana, namely, Peoples Gas Light and Coke 
Company (Peoples), Northern Indiana Public Service Company (NIPSCO), and 
Northern Illinois Gas Company (Northern Illinois). Midwestern will purchase 
this gas from Tennessee Gas Transmission Company (Tennessee) near Portland, 
Tennessee, and will deliver the gas to Chicago District Pipeline Company (Chi- 
cago District) at the latter’s proposed Channahon Regulator Station south of 
Joliet, Illinois, from which point Chicago District will transport the gas for the 
account of the three distributor companies to the Chicago-Gary area. In the 
present proceeding Chicago District seeks a certificate of public convenience 
and necessity under Section 7 of the Natural Gas Act to construct, acquire and 
operate facilities, as described in its application, for the purpose of so trans- 
porting the gas received by it from Midwestern for the account of Peoples, 
NIPSCO and Northern Illinois. 

Chicago District owns and operates a natural gas transmission system located 
in the State of Illinois and is engaged in the transportation of natural gas in 
interstate commerce for the account of Peoples, Northern Illinois and NIPSCO. 
Its present transmission system consists of: (1) a single line, generally known 
as its Howard Street pipeline, which originates near Elgin, Illinois, and extends 
easterly to a point of connection with the gas distribution system of Peoples at 
the northerly limits of the City of Chicago; (2) three parallel lines, together 
generally known as the Crawford pipelines, extending northeasterly from Joliet, 
Illinois, to a point of delivery at Peoples’ Crawford Station near the westerly 
limits of the City of Chicago; and (3) two parallel lines, together generally 
known as the Calumet pipelines, extending easterly from Joliet, Illinois, to 
Chicago Heights, Dlinois, and thence northerly to Peoples’ Calumet Station near 
the southerly limits of the City of Chicago. Four short lateral pipelines connect 
the Calumet pipelines with the facilities of NIPSCO at the Ilinois-Indiana 
State line. The portion of the Crawford pipelines extending from the westerly 
limits of the City of Chicago to Peoples’ Crawford Station, and the portion of 
the Calumet pipelines extending from the southerly city limits to Peoples’ Calu- 
met Station are owned by Peoples, but are operated by Chicago District under 
the provisions of a lease agreement dated February 20, 1950, pursuant to 
authorization issued in Docket No. G—890. 

At the present time all gas transported by Chicago District for the account 
of its customers is delivered to it by Natural Gas Pipeline Company of America 
and Texas Illinois Natural Gas Pipeline Company at points near Joliet and 
Elgin, Illinois, and is transported by Chicago District to the several points of 
delivery requested by such customers in the Chicago metropolitan area. 
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By its application in this proceeding filed April 9, 1956, and amended on Jan- 
uary 2, 1959, Chicago District proposes to construct and operate the following 
facilities: (1) 50.1 miles of 36-inch pipeline generally paralleling the existing 
Calumet pipelines, to be known as its Calumet Pipeline No. 3, and extending 
from a point of connection with the facilities of Texas Illinois Natural Gas 
Pipeline Company (Texas Illinois) near Minooka, Illinois, to the southerly 
limits of the City of Chicago where it will connect with certain facilities to be 
constructed by Peoples within the City of Chicago; (2) 2.3 miles of 30-inch 
lateral pipeline extending from a point of connection with the proposed Calumet 
Pipeline No. 3 to the Illinois-Indiana State line where it will connect with cer- 
tain facilities to be constructed and operated by NIPSCO; and (3) pressure 
control and odorant injection facilities to be known as the Channahon Regulator 
Station, at the interconnection of the proposed Calumet Pipeline No. 3 with 
Midwestern’s new pipeline near Channahon, Illinois. 

Chicago District also proposes: (1) To construct additional control and 
measurement equipment, to be known as the Minooka Regulator Station at the 
point of connection of the proposed Calumet Pipeline No. 3 with the pipeline 
of Texas Illinois near Minooka, Illinois, this station to be operated by Texas 
Illinois as a new, or emergency, point of delivery of gas to Chicago District; 
and (2) to acquire by lease and operate approximately 6.4 miles of 36-inch 
pipeline to be constructed by Peoples, extending north from the southerly limits 
of the City of Chicago to Peoples’ Calumet Station in the City of Chicago. 

On May 15, 1959, Chicago District was granted temporary authorization to 
construct and operate these proposed facilities. Thereafter, on June 23, 1959, 
a public hearing was held before a presiding examiner at which Midwestern, 
Tennessee, and National Coal Association, United Mine Workers of America, 
and Fuels Research Council, Inc. (Coal Interveners), were permitted to appear 
as interveners. At the conclusion of the hearing, counsel for Chicago District 
moved for omission of the intermediate decision procedure pursuant to Section 
1.30(¢c) of the Commission’s Rules of Practice and Procedure, requesting only 
the opportunity to file proposed findings and conclusions with supporting reasons 
therefor. By order issued July 13, 1959, the Commission granted this motion, 
omitting the intermediate decision procedure. This matter is now before the 
Commission upon Chicago District’s application, as amended, the testimony and 
evidence of record, and proposed findings and conclusions filed by Chicago Dis- 
trict and by interveners Midwestern and Tennessee. Neither the Coal Inter- 
veners nor the Commission’s staff counsel filed proposed findings and conclusions. 

In its Opinion No. 320, swpra, the Commission found that there is presently 
a need in the Chicago-Gary area for the additional gas supply from Midwestern, 
and that this need will be increasing. The Commission also found the gas supply 
to be adequate to support the proposed delivery of up to 360,000 Mcf per day. 
These findings are equally applicable with respect to Chicago District’s appli- 
cation in the present proceeding to construct and operate additional facilities 
to take delivery of this gas from Midwestern and to transport it into the Chicago- 
Gary area for the account of the purchasing distributor companies. 

All of the additional gas to be received from Midwestern will be transported 
into the area now served by Chicago District’s Calumet pipelines. The peak 
day capacity of these pipelines is completely utilized at the present time, and 
the record shows that Chicago District has been required to transport volumes 
in excess of the maximum designed capacity of these pipelines on peak days 
during the past three heating seasons. The facilities which Chicago District 
here proposes to construct and operate are adequate for the purposes specified 








FEDERAL POWER COMMISSION 443 


in its application; and although the Calumet Pipeline No. 3 will increase the 
maximum daily delivery capacity by approximately 556,930 Mcf, which is in 
excess of the immediate requirements of the Calumet portion of Chicago Dis- 
trict’s system, the construction of the 36-inch pipeline is reasonably required at 
this time to avoid the high cost of piecemeal construction in this highly indus- 
trialized and congested area, and will provide maximum long-range benefits to 
the consumers in this area whose demand for additional supplies of natural gas 
is continually growing. 

The record shows an estimated cost of $12,100,000 to be incurred by Chicago 
District in constructing the proposed facilities. This cost estimate is based 
upon firm construction contracts and ordered materials, and is reasonable and 
adequate for the proposed undertaking. The estimated cost of $3,800,000 for 
facilities within the City of Chicago to be built by Peoples and leased by Chicago 
District is also based on firm construction costs and ordered materials. The 
rental of these facilities will be in accordance with the terms of the lease 
agreement between Chicago District and Peoples referred to above and hereto- 
fore approved by the Commission in Decket No. G—890. 

Chicago District will initially finance the cost of its proposed facilities through 
use of $1,200,000 of treasury funds and by borrowing the remaining funds re- 
quired from Peoples, which owns 100 percent of the common stock of Chicago 
District, or from banks. The loans by Peoples will be evidenced by Chicago 
District’s note or notes to be due one year from the date or dates of issue, 
renewable at the option of Chicago District for four successive 1-year terms, 
with interest at a rate not in excess of 5 percent per annum. The loan ar- 
rangements with Peoples also provide for the prepayments by Chicago District 
at any time in its discretion of portions of the total sum involved in the amounts 
of $25,000 or multiples thereof. It is contemplated that these interim loans, to 
the extent they are not paid off through internally generated funds, will be 
retired through issuance of first mortgage bonds by not later than 1962, al- 
though Chicago District may conclude that the issuance of additional common 
stock to its parent, Peoples, may be more feasible to retire a part of such notes. 
Chicago District may also obtain a part of the sum required for such retirement 
through the sale of preferred stock. The Illinois Commerce Commission has 
approved the loans by Peoples to Chicago District. On the basis of the evidence 
of record, Chicago District has adequate financial resources and the project 
which it here proposes can be economically and feasibly financed. 

Chicago District transports natural gas on a cost of service formula, including 
a 6 percent rate of return, and its presently filed tariff will govern charges for 
the transportation of gas through the facilities which are the subject of this 
proceeding. The cost of service study submitted by Chicago District indicates 
that the operation of the proposed facilities as a part of its system will initially 
cause a slight increase in the average cost of transporting gas for the account 
of its customers. Such increase, however, under Chicago District’s cost of 
service tariff, will be reduced in each successive year of operation, and will have 
no effect on the economic feasibility of Chicago District’s project. 


The Commission further finds: 
(1) Chicago District is engaged in the transportation of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, and is a “natural- 


gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission. 


(2) Chicago District’s proposed facilities hereinabove referred to, and more 
fully described in its application as amended, will be used in the transportation 
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of natural gas in interstate ‘commerce, subject to the jurisdiction of the Com- 
mission, and such facilities, together with the construction and operation thereof, 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Chicago District’s proposed lease and operation of facilities of Peoples 
hereinabove referred to, and more fully described in its application as amended, 
will be used in the transportation of natural gas in interstate commerce, sub- 
ject to the jurisdiction of the Commission, and such acquisition and operation 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(4) Chicago District’s proposed transportation of natural gas hereinabove 
referred to, and more fully deseribed in its application as amended, will be 
made in interstate commerce and is subject to the jurisdiction of the Commis- 
sion and to the requirements of subsections (¢c) and (e) of Section 7 of the 
Natural Gas Act. 

(5) Chicago District is able and willing properly to do the acts and perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(6) The construction, acquisition and operation of the facilities proposed by 
Chicago District, and the transportation of natural gas proposed by it, are re- 
quired by the public convenience and necessity, and a certificate therefor should 
be issued as hereinafter ordered. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Chicago District, upon the terms and conditions of this order, for the con- 
struction, acquisition and operation of the facilities proposed, and for the 
transportation of natural gas proposed. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s Regulations Under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
above, and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of said 
Section 157.20 of the Regulations is hereby fixed at 6 months from the issuance 
of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and John B. Hussey. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO. G-18618 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 18, 1959) 


On May 25, 1959, East Tennessee Natural Gas Company (Applicant) filed 
an application in Docket No. G-18618, pursuant to Section 7(c) of the Natural 
Gas Act, for a certificate of public convenience and necessity seeking authoriza- 
tion to relocate, during the remainder of calendar year 1959 and during calendar 
year 1960, certain of its transmission facilities in order to allow for easy 
maintenance and repair at points to be crossed by parts of the new federal inter- 
state highway system and by new state highway construction. Most of the 
relocations are unspecified since they are not known at this time. 
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It appears likely that contemplated new federal and state highway con- 
struction in the eastern part of Tennessee will cross several of Applicant’s exist- 
ing pipelines and will make future maintenance or replacement of such facilities 
extremely difficult. To avoid this Applicant desires authority to relocate its 
lines wherever they are to be crossed by new highway construction without 
being required to file an application for each such project individually. The 
overall budget-type authorization here requested will allow highway construc- 
tion to proceed without the delay of waiting for authorization for each pipeline 
relocation. 

Applicant expects that each relocation of its facilities will involve less than 
2,500 feet of line. It will adjust or relocate its facilities pursuant to contract 
with the State of Tennessee which will reimburse Applicant for the actual cost 
of each relocation, and Applicant agrees to submit to the Commission com- 
pleted cost data for each project with a description of the actual relocation 
of facilities. 

Applicant requested and was granted temporary authority by letter dated 
June 5, 1959, to relocate two specific sections of its lines in Knox and Roane 
Counties, Tennessee, in order to avoid delaying highway construction in progress. 

There is no issue of gas supply or capacity involved herein, and no customers 
are expected to be deprived of service as a result of any such change in facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 6, 1959, respecting the matters involved in and the issues presented by 
the application. No petitions to intervene or protests to the granting of the 
application have been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision pursuant to Section 1.30(c) (1) of its Rules of Practice and Procedure. 
The Commission finds: 

(1) Applicant, East Tennessee Natural Gas Company, a Tennessee corpora- 
tion with its principal place of business in Knoxville, Tennessee, is a “‘natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of May 3, 1949, in Docket No. G-1065 (8 FPC 
836). 

(2) The facilities to be relocated hereinbefore described, as more fully de- 
scribed in the application in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The relocation of certain transmission facilities during the remainder of 
ealendar year 1959 and during calendar year 1960 as proposed by Applicant is 
required by the public convenience and necessity and a certificate therefor 
should be issued, as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before February 1, 1961, a 
statement under oath showing: (a) description of the project or projects con- 
structed pursuant to the authorization granted hereinafter, (b) the location of 
said project or projects, and (c) the costs of the facilities so constructed. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
556-711—64—_--31 
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sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach to 
the certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 

The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing East Tennessee Natural Gas Company to relocate 
certain of its transmission facilities, all as more fully described in the applica- 
tion in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit on or before February 1, 1961, a statement under 
oath showing: (a) description of the project or projects constructed pursuant 
to the authorization granted in paragraph (A) above, (b) the location of said 
project or projects, and (c) the costs of the facilities so constructed. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the certificate issued in paragraph (A) above and to the exercise of 
the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and John B. Hussey. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. G-18252 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued August 18, 1959) 


On April 6, 1959, supplemented on May 15, 1959, The Ohio Fuel Gas Company 
(Applicant) filed in Docket No. G—18252 an application, pursuant to Section 
7(c) of the Natural Gas Act, for a certificate of public convenience and neces- 
sity authorizing the construction and operation of certain natural gas facilities 
to provide for more effective utilization of Applicant’s Pavonia Storage Field 
capacity and to permit transmission of increased volumes of gas necessary for 
storage injection, all as more fully set forth in the application. 

The facilities for which authorization is sought are as follows: 

(1) 64 miles of 24-inch pipeline extending main Line K-205 to Treat Com- 
pressor Station in Licking County, Ohio, which extension would complete the 
looping of Line K-170 between Crawford and Treat Stations Tie-in, at Treat 
Compressor Station; and 

(2) 1,500 additional horsepower compressor unit at Pavonia Compressor Sta- 
tion on Applicant’s main line in Richland County, Ohio. 

The estimated total cost of the proposed facilities is $865,000, which is to be 
financed by the sale of promissory notes and common stock to Applicant’s parent 
company, The Columbia Gas System, Inc. 

No additional service is proposed and no issue of gas supply is involved. 

Temporary authorization to construct and operate the facilities proposed in 
this application was granted to The Ohio Fuel Gas Company on May 29, 1959. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 6, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, The Ohio Fuel Gas Company, an Ohio corporation having its 
principal place of business in Columbus, Ohio, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Commis- 
sion in its order of August 21, 1945, in Docket No. G-371 (4 FPC 1033). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, as integral parts of Applicant’s existing pipeline system, and the construc- 
tion and operation thereof by Applicant are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter. ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order should be 
completed and placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing The Ohio Fuel Gas Company to construct and operate 
the natural gas facilities hereinbefore described, all as more fully described in 
the application and exhibits, as supplemented, in this proceeding, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


OAKDALE IRRIGATION DISTRICT AND SOUTH SAN JOAQUIN IRRIGA- 
TION DISTRICT, PROJECT NO. 2067 


ORDER APPROVING REVISED PROJECT EXHIBITS AND ADJUSTING ANNUAL CHARGES 
(Issued August 19, 1959) 


On May 11, 1959, Oakdale and South San Joaquin Irrigation Districts, joint 
licensees for Project No. 2067, situated on the Stanislaus River in Calaveras 
and Tuolumne Counties, California, and affecting lands of the United States, 
filed for Commission approval revised Exhibits K and L showing the project 
boundary and as-built plans of the Tulloch project (Project No. 2067). 

The effect of Commission approval of revised Exhibit K will be a reduction 
in the area of lands of the United States occupied by the project, with a con- 
sequent reduction of the annual charges specified in Article 35 of the license for 
the occupancy by the project of such lands. 

The Secretary of the Army and the Chief of Engineers have reported that the 
plans of the structures affecting navigation are satisfactory; that no additional 
provisions are necessary for inclusion in the license for the project in the 
interest of navigation; and that the plans have been approved insofar as the 
interest of navigation is concerned. 


The Commission finds: 


(1) Revised Exhibit K-1 (FPC No. 2067-16), superseding Exhibit K-1 (FPC 
No. 2067-2), revised Exhibit L-GA, L-7A, and L-8A (FPC Nos. 2067-17, -18, 
and -19), superseding Exhibit L-6, L-7, and L-8) now part of the license, and 
Exhibit L-26A (FPC No. 2067-20) conform to the Commission’s rules and regu- 
lations and should be approved as part of the license and the exhibits described 
herein as being superseded should be eliminated from the license as hereinafter 
provided. 

(2) The reduced amount of annual charges for the occupancy by the project 
of lands of the United States, as hereinafter provided, is reasonable. 


The Commission orders: 


(A) The revised exhibits described in finding (1) above as conforming to 
the Commission’s rules and regulations are approved as part of the license for 
the project, and the exhibits described in the same finding as being superseded 
are eliminated from the license. 

(B) The amount of annual charges for the occupancy by the project of lands 
of the United States, specified in Article 35 of the license, is reduced from 
$352.00 to $74.42, effective January 1, 1959. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this order. In acknowledgment of the acceptance of this order, it 
shall be signed for the joint licensees and returned to the Commission within 
60 days from the date of its issuance. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole, and John B. Hussey. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G—11797 


ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY AND ACCEPT- 
ING RATE SCHEDULE AND SERVICE AGREEMENTS FOR FILING 


(Issued August 21, 1959) 


On June 29, 1959, El Paso Natural Gas Company, El Paso, Texas, filed a peti- 
tion to amend further the certificate of public convenience and necessity issued 
to it in Docket No. G-11797 on March 26, 1958, 19 FPC 393, as amended by orders 
issued August 29, 1958, 20 FPC 251, and January 2, 1959, 21 FPC 8, to permit deliv- 
eries of gas to Pacific Gas & Blectric Company (PG&E), San Francisco, as pro- 
vided for in a service agreement (Form B) dated May 1, 1959 and to Southern Cali- 
fornia Gas Company and Southern Counties Gas Company, jointly (Southern), 
Los Angeles, as provided for in service agreements dated May 1, 1959 (Form B), 
and June 15, 1959 (Form E), as hereinafter described, and that said service 
agreements be accepted for filing and made effective as of July 1, 1959. Copies 
of said service agreements have been tendered to the Commission for filing. 
When the May 1, 1959, service agreements become effective they will supersede 
the currently effective service agreements dated July 1, 1957, between the same 
parties, 

On June 12, 1959, Bi Paso tendered for filing with the Commission Fourth 
Revised Sheet No. 85 to its FPC Gas Tariff, Original Volume No.1. The tariff 
sheet revises Form of Service Agreement B applicable to the California custom- 
ers for service under Rate Schedules G and G-X to restate the right of the 
seller to file rate schedule changes and the right of the buyer to protest the 
changes. 

The May 1, 1959, service agreement between Applicant and PG&E provides 
for a maximum purchase obligation on the part of PG&E of 975,000 Mcf of nat- 
ural gas per day commencing on July 1, 1959, and PG&E’s contracted demand 
under the contract increases to 1,025,000 Mcf of natural gas per day on November 
1, 1959. Said agreement however provides that during the period from July 1, 
1959, through October 31, 1959, PG&E has the right to purchase up to an addi- 
tional 50,000 Mcf of natural gas per day (making the total 1,025,000 Mcf) 
through the use of best efforts on its part and on the part of Applicant. 

The May 1, 1959, service agreement between Applicant and Southern provides 
for a maximum contracted daily demand on the part of Southern of 1,030,000 
Mcf of natural gas per day from and after July 1, 1959. 

Each of the service agreements provide that on any day and to the extent 
permitted by Applicant’s facilities as they may exist from time to time, either 
Southern or PG&E may purchase up to the difference between the then com- 
bined maximum contracted daily demands of both, and the volume of gas 
being purchased on that day by the other. Accordingly, the combined maxi- 
mum daily contracted demands of these customers for the period from July 
1, 1959, through October 31, 1959, will be 2,005,000 Mcf per day made up of 
975,000 Mcf per day on the part of PG&H and 1,030,000 Mcf per day on the 
part of Southern. Also, during that time, PG&E may at its option purchase on 
any one day up to 1,025,000 Mcf of natural gas per day (975,000 Mcf on a firm 
basis and 50,000 Mcf on a best efforts basis), or the difference between 2,005,000 
Mcf per day and the amount being purchased by Southern on that day. Simi- 
larly, Southern may at its option purchase on any one day during that period 
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up to 1,030,000 Mcf per day, or the difference between 2,005,000 Mcf per day 
and the amount of gas being purchased by PG&E on that day. 

Applicant and Southern entered into a Form E form of service agreement 
dated June 15, 1959, in order to enable Southern to purchase up to the differ- 
ence between the full amount which has been certificated for delivery to the 
California customer companies, namely 2,055,000 Mcf per day, and the amount 
being purchased by PG&E on any one day during the period from July 1, 
1959, through October 31, 1959. 


The Commission finds: 


(1) Bl Paso Natural Gas Company, a Delaware corporation having its prin- 
cipal place of business in El Paso, Texas, is a natural-gas company within 
the meaning of the Natural Gas Act as heretofore found by the Commission. 

(2) It is appropriate in carrying out the provisions of the Natural Gas Act 
and in the public interest that the certificate of public convenience and necessity 
issued to El Paso Natural Gas Company on March 26, 1958, in Docket No. 
G-11797, be amended as hereinafter ordered. 

(3) It is appropriate in carrying out the provisions of the Natural Gas Act 
and in the public interest that Fourth Revised Sheet No. 85 to El Paso’s FPO 
Gas Tariff, Original Volume No. 1, and the proposed service agreements with 
Pacific and the Southern California Companies be accepted for filing to become 
effective as hereinafter ordered. 

(4) Good cause exists to permit the filing of Fourth Revised Sheet No. 85 
to El Paso’s FPC Gas Tariff, Original Volume No. 1 and the proposed service 
agreements. 


The Commission orders: 


(A) The certificate of public convenience and necessity which was issued 
to Bl Paso Natural Gas Company on March 26, 1958, in Docket No. G—11797, 
is hereby amended to authorize El Paso to render the service provided for in 
the service agreement dated May 1, 1959, between Bl Paso and Pacific Gas and 
Electric Company, and in the service agreements dated May 1, 1959, and June 
15, 1959, between El Paso and Southern California Gas Company and Southern 
Counties Gas Company of California, provided, however, that the total deliver- 
ies of natural gas on any one day to all three companies shall not exceed 
2,055,000 Mcf. Said service agreements shall be effective as of July 1, 1959. 
All other provisions of the certificate which was issued to El Paso on March 
26, 1958, in Docket No. G—11797 and the order issuing it, as amended by the 
Commission’s orders issued August 29, 1958, and January 2, 1959, remain 
unchanged and in full force and effect. 

(B) Fourth Revised Sheet No. 85 to El Paso’s FPO Gas Tariff, Original 
Volume No. 1 and said service agreements are hereby accepted for filing and 
shall be effective as of July 1, 1959. 


Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole, 
and John B. Hussey. 


CITY OF PASADENA, CALIFORNIA, PROJECT NO. 1250 
ORDER GRANTING TOTAL EXEMPTION FROM PAYMENT OF ANNUAL CHARGES 
(Issued August 21, 1959) 


Application was filed June 22, 1959, by City of Pasadena, California, licensee 
for Project No. 1250, for total exemption from payment of annual charges for 
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the year ended December 31, 1958, pursuant to the terms of Section 10(e) of 
the Federal Power Act (Act) and regulations of the Commission thereunder. 

In accordance with the Act and the Commission’s regulations, in the Com- 
mission’s statement of annual charges for 1958, the licensee was granted a 
partial exemption on the grounds that the use of power by the licensee for 
municipal purposes, and billed for the net amount of $34.35, being 25.5598 per- 
cent of the total charges assessable of $134.42. The 25.5598 percent is the 
ratio of power sold to total power generated. 

The application for exemption from payment of the annual charges for 
which it was billed shows that the project operations for the year 1958 resulted 
in a net loss of $20,677. The application also shows that the power was 
sold only to the licensee’s employees at its operators’ village and to Metro- 
politan Water District for use in its irrigation project, all of whom were the 
ultimate consumers. Therefore, there is no question of denial of exemption 
because of sales for resale. 


The Commission finds: 


(1) The licensee is a municipality within the meaning of Section 3(7) of 
the Act, and is entitled to claim exemption from payment of annual charges 
under Section 10(e) of the Act. 

(2) The licensee is entitled to exemption from payment of the balance of 
the charges for which it was billed to the extent that it sold project power 
to the public without profit, and the licensee has shown that it sold no power 
to the public at a profit. 


The Commission orders: 


The licensee is exempted from payment of the total annual charges for 


which it was billed for the year 1958 in the amount of $34.35. 


Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole, 
and John B. Hussey. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NO. G-—12446 ; 
TEXAS BASTERN TRANSMISSION CORPORATION (FORMERLY 
TEXAS EASTERN PENN-JERSEY TRANSMISSION CORPORATION), 
DOCKET NO. G—12447; CONTINENTAL OIL COMPANY, DOCKET NO. 
G—12432 

ORDER DENYING APPLICATION FOR REHEARING 


(Issued August 21, 1959) 


On July 23, 1959, the Public Service Commission of the State of New York 
(New York Commission) filed an application for rehearing of the Commission’s 
Opinion No. 322 and accompanying order issued June 23, 1959, 21 FPC 860, 
granting a certificate of public convenience and necessity to Texas Eastern 
Transmission Corporation (Texas Eastern) under subsections (c) and (e) of 
Section 7 of the Natural Gas Act (Act) authorizing the construction and opera- 
tion of certain facilities and the rendition of sales of natural gas to existing 
customers as set forth in that opinion. 

We have considered the assignments of error and grounds for rehearing set 
forth in the New York Commission’s application for rehearing, and have re- 
considered our Opinion No. 322 and accompanying order in view of the Supreme 
Court’s Catce decision (Atlantic Refining Co. v. Public Service Commission of 
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New York, 360 U.S. 378, 79 Sup. Ct. 1246, June 22, 1959), and the decision of 
the Court of Appeals for the Third Circuit in the Transco case (United Gas 
Improvement Co. v. F.P.C., Nos. 12797 and 12805, 269 F. 2d 865, August 4, 1959), 
and we can find no reason for granting rehearing or disturbing the original 
opinion and order. 


The Commission finds: 


The assignments of error and grounds for rehearing set forth in the above- 
described application for rehearing filed herein by the New York Commission 
present no facts or principles of law which were not considered by the Com- 
mission when it issued its Opinion No. 322 and accompanying order on June 
19, 1959, or which having now been considered warrant any change or modifica- 
tion of the said opinion and order. 


The Commission orders: 


The application for rehearing filed by the Public Service Commission of the 
State of New York on July 23, 1959, in the above-entitled proceeding, is 
hereby denied. 

Commissioner Connole dissenting, filed a separate statement. 


Conno_Le, Commissioner, dissenting: 


Opinion No. 322 in this proceeding approves the acquisition of natural gas for 
resale in interstate commerce by a pipeline company under conditions resulting 
in a cost of produced gas of 22.89¢ per Mcf. A proposal, such as this, “requires 
a most careful scrutiny and responsible reaction * * *.” The Atlantic Refining 
Co., et al. v. P.S.C. of N.Y., 360 U.S. 378, 391. Clearly, the responsible reaction 
contemplated by the Supreme Court amounts to more than an announcement of 
the conclusion which the Commission sets out to determine. 

In this case the need for a responsible reaction has been made more abun- 
dantly obvious by the mounting resistance to increased prices at the consumer 
end of Texas Eastern’s pipeline and the increasingly inhibiting effect of compe- 
tition from other fuels. This competition, of course, affects the marginal sale, 
the loss of which exerts a tremendous leverage on the rates of less price-sensitive 
sales.’ 

Against this background the approval of a cost of production for natural gas 
at a level as high as 22.89¢ per Mcf, including taxes, should only be forthcoming 
if the Commission is certain that such a price level is required by the public 
convenience and necessity or is just and reasonable within the meaning of Sec- 
tions 4 or 5 of the Act. 

The reasons advanced in Opinion 322 in support of the conclusion that the 
proposal advanced by Texas Eastern is required by the public convenience and 
necessity are intended to explain why so high a cost is justified even though it 
is higher than only the very highest and smallest fraction of new contracts 
made in the area and even though the nature of the transaction permanently 
removes that cost from regulatory review and virtually commits us to allowing 
it as a reasonable operating expense in any rate making proceeding. There can 
be no question that elimination of take-or-pay-for clauses, the elimination of 
price escalations or indeterminate price increases and the increasing flexibility 
in the pipeline’s operations all are plus factors. Indeed, they would be con- 
trolling in my judgment were it not for the more pervading consideration that 
no matter how it is disguised, the approval of this transaction for all practical 


12 Algonquin Gas Transmission Company, for example, has recently filed a $4,061,000 
or 12% rate increase. This directly affects 25 wholesale customers in one of the most 
price sensitive fuel markets in the nation. Algonquin is a wholesale customer of Texas 
Eastern. 
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purposes (if the gas-buying business is anything, it is a practical business) will 
be considered as approval of a cost or a price of 22.89¢. 

It is immaterial, it seems to me, that the cost of production might be lower than 
22.89¢ ultimately. This fortuitouscircumstance would bea consummation devoutly 
to be wished indeed. The important thing, however, is that we have approved 
the transaction on the assumption that it could be as high as 22.89¢. While it 
may be true that “the price paid for the leases cannot have a disruptive effect 
on area price by triggering favored-nation or price redetermination clauses,” it 
will have at least an equal disruptive effect on area prices by putting another 
solid plank under the floor for gas prices in South Louisiana that is growing 
discouragingly firmer with each decision involving prices in that area. In other 
words, this transaction will just as certainly operate to fix the cost of purchased 
gas in South Louisiana for initial contracts as it would if the original proposal 
made by the producers and Texas Eastern were approved. Perhaps the rate 
level is not identical but the effect of the Commission’s approval of this rate level 
is the same. After all, the approval of the cost of produced gas at 22.89¢ does 
not differ materially from the approval of a cost of purchased gas at 22.89¢. 

If there is any doubt of this conclusion, consider the context in which the 
application was made. 

We are asked specifically to approve not only the construction and the oper- 
ation of the facilities required and the sales proposed, but, indeed, the cost of 
acquiring the reserves as well. The care and attention given to the amount of 
moneys that will change hands in this transaction, the resultant estimated cost of 
produced gas, and indeed, the approval of the capitalization of so much of the 
cost price as would be capitalized can be interpreted logically only as the 
approval of a proposed transaction contemplating a cost of purchased gas of 
22.89¢. 

Applying to this transaction, then, the principles which the Supreme Court 
has so plainly directed us to apply and looking at the record for evidence 
whether the price is required by the public convenience and necessity, I am 
unable to conclude that this transaction, desirable though it may be in some 
particulars, can be said to be required by the public convenience and necessity 
under the terms and under the conditions on which it is proposed to us. It 
must be remembered that even in circumstances where the Commission has 
issued certificates of public convenience and necessity authorizing the sales of 
gas at a price as high or higher than approved here, we still have some handle 
on the matter through the operation of Section 5 of the Act. Even this small 
eonsolation is absent in this case. It would be far more desirable, in my judg- 
ment, for the applicants here to submit their proposal on the same basis as other 
applicants than to attempt to circumvent regulation and then to ask for specific 
Commission approval of the result. Indeed, it would be better for the Commis- 
sion to say nothing at all about prices and approve only the construction, opera- 
tion and sale and to leave the question of price for determination after the 
principles of pricing have become firm. 

The simple truth is that by the device of this sale, producers have succeeded 
in obtaining the same cash compensation in the long run as they would have 
obtained under the original transaction, Texas Eastern has committed itself 
to a probable cost of 22.89¢ per Mcf and we have specifically approved the whole 
thing—permanently—with no possibility that the Commission will ever be able 
to review it. I do not believe it is in the publie interest to permit the un- 
comfortable thrust of alleged insatiable demand to goad us into approving any 
such permanent circumvention of the Natural Gas Act. Under these conditions, 
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I can see no obstacle to any pipeline or any group of producers entering into 
such a transaction. ‘Then, as here, all the advantages will be trotted before 
us in justification of the transaction. But then, just as certainly as here, we 
would be abdicating our responsibility to approve the proposal unless we knew 
whether the resultant cost is within the bounds either of reasonableness (since 
it would be a permanent cost) or at least of public convenience and necessity. 
I do not believe we ought to do anything that would make possible such a cir- 
cumvention of our rate making responsibilities under the Act. 

For these reasons, I am unable to agree with this order which denies recon- 
sideration of the earlier Opinion 322. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and John B. Hussey. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO G-10460 


ORDER DENYING REQUEST FOR EXTENSION OF TIME AND AMENDING ORDER ISSUING 
CERTIFICATE 


(Issued August 25, 1959) 


On July 31, 1959, East Tennessee Natural Gas Company (East Tennessee) 
requested a 5-month extension of time within which to construct and place in 
actual operation certain of the facilities authorized by the Commission’s order 
of August 13, 1956, in Docket No. G—10460, 16 FPC 839. 

In its order of August 13, 1956, in the subject docket, East Tennessee was 
authorized to construct and operate four taps and appurtenant metering facil- 
ities on its existing main line system in Tennessee, in order to sell and deliver 
natural gas into four separate distribution systems to be constructed by Middle 
Tennessee Utility District (Mid-Tenn) for resale and distribution by the latter 
in 23 Tennessee towns and adjacent areas. The order provided that East 
Tennessee’s facilities should be constructed and in actual operation within 1 
year from the date of the order, or August 12, 1957. Due to difficulty encoun- 
tered by Mid-Tenn in financing its distribution projects, East Tennessee re- 
quested and was granted several extensions of time, the latest being extended 
to August 12, 1959. 

East Tennessee now requests a further extension of time until January 2, 
1960, within which to construct and place its facilities in operation. It states 
that two of its four proposed taps and metering installations have been con- 
structed and placed in operation, serving Mid-Tenn’s Systems No. 2 and No. 4, 
as described on page 2 of the Commission’s order. East Tennessee has now been 
requested by Mid-Tenn to construct a lateral pipeline into the area to be served 
by Systems No. 1 and No. 3. 

East Tennessee desires the subject extension of time in order to give it time 
to study the feasibility of constructing the lateral as requested. The construc- 
tion and operation of such lateral by East Tennessee will require the filing of 
a new certificate application. Should East Tennessee decide to file such an 
application, the Commission can then consider the merits of the project. 


The Commission finds: 


(1) Good cause has not been shown for extending the time within which 
East Tennessee is required to construct and place in operation the facilities 
heretofore authorized by order issued August 13, 1956, in Docket No. G—10460. 
(2) It is in the public interest and appropriate in carrying out the terms of 
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the Natural Gas Act to amend the order issued in Docket No. G-10460 by deleting 
therefrom any and all authorization to construct and/or operate any facilities 
therein authorized which have not been constructed and placed in operation by 
August 12, 1959. 


The Commission orders: 


(A) The petition for extension of time within which to construct and operate 
facilities, filed in Docket No. G—10460 on July 31, 1959, is hereby denied. 

(B) The order issued August 13, 1956, in Docket No. G—10460 is hereby 
amended to the extent found appropriate in finding (2) hereof. In all other 
respects said order shall remain in full force and effect except as previously 
amended. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and John B. Hussey 


PHILLIPS PETROLEUM COMPANY, DOCKET NOS. G-—13921 AND G-—13999; 
PHILLIPS PETROLEUM COMPANY (OPERATOR), ET AL.; DOCKET 
NOS. G-13920 AND G-14000 


ORDER CONTINUING PROPOSED INCREASED RATES IN EFFECT AND TERMINATING 
PROCEEDINGS 


(Issued August 26, 1959) 


On February 5, 1958, Phillips Petroleum Company (Phillips) tendered for 
filing proposed increased rates of 10.5 cents per Mcf reflecting favored nation 
increases of one cent per Mcf over the rates in effect for sales of natural gas 
to El Paso Natural Gas Company (El Paso) in Lea County, New Mexico. The 
tenders were designated as Supplements Nos. 6 and 4 to Phillips’ FPC Gas 
Rate Schedules Nos. 65 and 151, respectively, and by orders issued March 5, 
1958, in Docket Nos. G—13920 and G—13921, were suspended until May 25, 1958, 
and until such further time as made effective in the manner prescribed in the 
Natural Gas Act. Pursuant to appropriate motions filed by Phillips and orders 
of the Commission issued June 10, 1958, the increased rates were made effective 
as of May 25, 1958, subject to refund. 

On November 25, 1957, Phillips tendered for filing proposed increased rates 
of 10.6 cents per Mcf (including tax reimbursement) and 10.5 cents per Mcf 
reflecting periodic increases of one cent per Mcf over the rates in effect for 
sales of gas to El Paso in Upton County, Texas, and Lea County, New Mexico. 
These tenders were designated as Supplements Nos. 3 and 1 to Phillips’ FPC 
Gas Rate Schedules Nos. 47 and 274 respectively, and by orders issued December 
20, 1957, in Docket No. G—13999, and December 23, 1957, in Docket No. G—14000, 
were suspended until June 1, 1958, and until such further time as made effective 
in the manner prescribed in the Act. Pursuant to appropriate motions filed 
by Phillips and orders of the Commission issued June 18, 1958, the increased 
rates were made effective as of June 1, 1958, subject to refund. 

On July 24, 1959, Phillips filed motions to terminate the suspension proceedings 
in the above-named dockets, requesting that the supplements to its rate schedules 
filed in each of said dockets be continued in effect without obligation to refund, 
and that it be relieved of any obligation to refund amounts collected pursuant 
to said supplements. 

Neither El Paso, who was permitted to intervene in these proceedings, nor 
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any other person has protested the motions filed by Phillips. 

Upon consideration of the matters presented by Phillips in support of its 
motions to terminate and consistent with our action in terminating suspen- 
sion proceedings of other producers under similar circumstances, it appears 
that the rates set forth in the aforementioned supplements should be con- 
tinued in effect without obligation to refund and that Phillips should be 
discharged from its undertaking to refund excess charges. 


The Commission finds: 


(1) Good cause exists for permitting Phillips’ aforementioned supplements 
to continue in effect without obligation to refund, and for discharging Phillips 
from its existing obligation to refund excess charges under such supplements. 

(2) The proceedings in the above-named dockets should be terminated. 


The Commission orders: 


(A) The rates and charges set forth in Supplements Nos. 6, 4, 3, and 1 to 
Phillips’ FPC Gas Rate Schedules Nos. 65, 151, 47, and 274, respectively, are 
hereby continued in effect without obligation to refund, and Phillips is hereby 
discharged from its existing obligation under the agreements and undertakings 
filed by it in these proceedings to refund excess charges under said supplements. 

(B) The proceedings in Docket Nos. G—13920, G-13921, G-13999, and G-14000 
are hereby terminated. 

(C) This order shall not be construed as constituting approval of any rate, 
charge, classification, or any rule, regulation or practice affecting such rates 
or service contained in the rate filings made by Phillips in these proceedings. 

(D) This order is without prejudice to any findings or orders which have been 
or may be made by the Commission in any proceeding now pending or hereafter 
instituted by or against Phillips Petroleum Company. 

Commissioner Connole concurring in the result. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


CITIES SERVICE GAS COMPANY, DOCKET NO. G-18799 
ORDER DENYING PETITION FOR REHEARING 


(Issued August 27, 1959) 


The Gas Service Company, et al.,, and Kansas City Power & Light Com- 
pany (Petitioners) filed on July 17, 1959, a joint petition for rehearing of the 
Commission’s order issued June 19, 1959, suspending proposed revised tariff 
sheets and providing for hearing. 

As grounds for said petition, Petitioners assert that the Commission by its 
June 19, 1959, order should not have allowed the proposed tariff sheets (First 
Revised Tariff Sheets Nos. 15 and 17, Fourth Revised Sheet No. 14 and Fifth 
Revised Sheet No. 16 to Cities Service Gas Company’s FPC Gas Tariff Sec- 
ond Volume No. 1), relating to the sale of gas for resale for industrial use 
only, to become effective without prior hearing and without bond or under- 
taking. Alternatively, Petitioners assert that these tariff sheets reflecting 
such industrial sale should have been suspended by the Commission. 

The provision in Section 4(e) of the Natural Gas Act, “That the Commis- 


2The Gas Service Company, Sheffield Steel Division, Armco Steel Corporation, Midwest 
Industrial and Commercial Gas Users Association. 
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sion shall not have authority to suspend the rate, charge, classification, or 
service for the sale of natural gas for resale for industrial use only” is man- 
datory. The Commission’s order of June 19, 1959, allowing the above-mentioned 
tariff sheets constituting a sale for industrial use only to become effective 
without bond or undertaking, and not suspending such tariff sheets, merely 
reflects the Commission’s steadfast and consistent adherence, extending for 
many years, to the statutory requirement of Section 4(e). 


The Commission finds: 

The petition filed by the Petitioners does not present any questions of law 
or fact which either were not fully considered by the Commission when it issued 
its order on June 19, 1959 in Docket No. G-18799 or which having now been 
considered warrant any change or modification of said order. 


The Commission orders: 


The joint petition filed by the Petitioners herein on July 17, 1959, is hereby 
denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


ARKANSAS POWER & LIGHT COMPANY, DOCKET NO. E-6892 
ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 


(Issued August 28, 1959) 


Arkansas Power & Light Company (Applicant),* incorporated under the laws 
of the State of Arkansas and doing business as a foreign corporation in the 
States of Tennessee, Missouri, and Louisiana, with its principal place of business 
at Little Rock, Arkansas, filed an application on July 21, 1959, as supplemented 
August 12, 1959, for an order, pursuant to Section 203 of the Federal Power 
Act, authorizing it to acquire and to merge or consolidate with its own facili- 
ties all of the facilities in Searcy County, Arkansas, of Marshall Ice & Electric 
Company (Marshall Electric), also incorporated under the laws of the State 
of Arkansas and doing business in that State. 

The properties proposed to be acquired by Applicant comprise a low voltage 
electric distribution system serving the general public in and around the Towns 
of Marshall and Leslie, Arkansas, approximately 7 miles apart. The purchase 
price would be $130,000, subject to closing adjustments. 

Applicant states that these properties are presently being operated by it 
pursuant to a leasing arrangement with Marshall Electric, effective March 1, 
1949. 

As of December 31, 1958, the stated original cost of the facilities to be ac- 
quired is $86,295. The reserve for accrued depreciation stated to be applicable 
to the properties to be acquired is $33,796, as of that date. 

Applicant is engaged principally in the generation, transmission, purchase, 
distribution, and sale of electric energy to about 290,000 customers in 61 of 
the 75 counties in the State of Arkansas. As of April 30, 1959, its total electric 
plant was recorded at $277,300,000 with total reserves applicable to electric 
plant of $48,100,000; and its revenues for the 12 months ending on that date, 
aggregated $58,500,000. Applicant, which has operated the properties that it 
proposes herein to purchase under a leasing arrangement since March 1, 1949, 


*Applicant is a wholly owned subsidiary company of Middle South Utilities, Inc., a reg- 
istered holding company. 
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states that it will continue to utilize these facilities after their acquisition for 
the same purposes as at present. 

Applicant states that the proposed acquisition and merger or consolidation 
of facilities will be consistent with the public interest because thereby the 
ownership of property now being utilized under lease will become permanently 
vested in one company, the time and expense of maintaining separate property 
accounts will be eliminated, and continued efficient and adequate service will 
be assured to the residents of the area now being served by these facilities. 

Based upon the above amounts of original cost and accrued depreciation of 
the properties to be acquired as of December 31, 1958 ($86,295, $33,796, re- 
spectively), an acquisition adjustment of $77,501 would result as of that date 
based upon the purchase price of $130,000. Upon completion of the proposed 
acquisition of Marshall Electric’s properties, the aforesaid depreciated original 
cost of the facilities will be subject to adjustments for additions, retirements, 
and accrued depreciation subsequent to December 31, 1958. Applicant proposes 
to eliminate immediately the final amount representing the acquisition adjust- 
ment herein by a charge to its Earned Surplus account. 

Written notice of the application has been given to the Arkansas Public 
Service Commission, the Louisiana Public Service Commission, the Missouri 
Public Service Commission, and the Tennessee Public Service Commission, and 
to the Governor of each of those States. Notice was also published in the Fed- 
eral Register on August 1, 1959 (24 F.R. 6219), stating that any person desiring 
to be heard or to make any protest with reference to the application should 
file a petition or protest on or before August 17, 1959, with the Federal Power 
Commission, Washington 25, D.C. 

By order dated August 5, 1959, the Arkansas Public Service Commission 
authorized Applicant and Marshall Electric to complete the contemplated trans- 
action in the manner set forth above. 


The Commission finds: 


(1) Applicant is a corporation organized and existing under the laws of the 
State of Arkansas. It owns and operates facilities, among others, for the trans- 
mission and sale at wholesale for resale of electric energy, which is transmitted 
between the State of Arkansas and the States of Tennessee, Missouri, Missis- 
sippi, and Louisiana, and is consumed at points outside the State in which it 
is generated, all of which facilities are in addition to, and do not include, facil- 
ities used for the generation of electric energy or facilities used in local distri- 
bution or only for the transmission of electric energy in intrastate commerce, 
or facilities used for the transmission of electric energy consumed wholly by 
the transmitter. Applicant is, therefore, a public utility within the meaning of 
that term as used in Section 201 of the Federal Power Act. 

(2) By the proposed transaction, as described above, Applicant will merge 
or consolidate its facilities subject to the jurisdiction of the Commission with 
those of Marshall Electric, another person, within the meaning and subject to 
the requirements of Section 208 of the Act. 

(3) The proposed acquisition and the merger or consolidation of the facilities 
of Marshall Electric by Applicant with its own facilities, as described above, 
upon the terms and conditions specified in the application and subject to the 
provisions of this order, will be consistent with the public interest as expressed 
in Section 203 of the Act for the reasons set forth in the recital above. 

(4) Applicant, a subsidiary company of Middle South Utilities, Inc., a regis- 
tered holding company, is not, with respect to the proposed transaction, as 
described above, subject to any requirement of the Public Utility Holding 
Company Act of 1935 or a rule, regulation or order thereunder, and is, therefore, 
not exempt from the requirements of Section 203 of the Federal Power Act 
by reason of Section 318 thereof. 
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The Commission orders: 


(A) The proposed acquisition and merger or consolidation of the facilities of 
Marshall Electric by Applicant, all as described above, is hereby authorized 
and approved upon the terms and conditions set forth in the application, subject 
to the provisions of this order. 

(B) This authorization is subject to the condition that Applicant shall de- 
termine the original cost and the amount of the reserve for depreciation de- 
termined to be applicable to the facilities to be acquired by Applicant from 
Marshall Electric, as provided in the Commission’s Uniform System of Accounts 
Prescribed for Public Utilities and Licensees, and shall file appropriate journal 
entries based upon such original cost and reserve for depreciation within six 
months from the date of consummation of the transaction herein authorized. 

(C) Applicant shall record the transaction herein authorized and the facilities 
and properties described above as provided in the Commission’s Uniform System 
of Accounts Prescribed for Public Utilities and Licensees; and Applicant shall 
dispose of the electric plant acquisition adjustment resulting from the proposed 
transaction by a debit to Account 271, Earned Surplus. 

(D) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(E) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any matter whatsoever now 
pending or which may come before this Commission or any other regulatory 
body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


CITY OF COLTON, CALIFORNIA v. SOUTHERN CALIFORNIA EDISON 
COMPANY, DOCKET NO. E-6821 


ORDER FIXING HEARING 
(Issued August 28, 1959) 


The City of Colton, California (Petitioner), a municipal corporation, by for- 
mal petition filed May 9, 1958, requested the Commission to institute an investi- 
gation and thereafter direct Southern California Edison Company (Edison), 
Los Angeles, California, to file, as an effective rate schedule pursuant to the 
Federal Power Act, a power supply contract (Contract), dated October 1, 1945, 
between Edison and Petitioner providing for the wholesale sale of electric power 
and energy to the latter by the former;* to cease and desist from charging 
Petitioner any rates other than those set forth in that Contract;* to account 
for the difference between the amounts actually charged to and paid by Peti- 
tioner and those which would have been charged and paid in accordance with 


1 Petitioner owns and operates an electric distribution system in and around the City of 
Colton, California, for the supply of electric power and energy to the general public. At 
the present time and for some years past the entire electric requirements of that system 
have been supplied by Edison. 

2 Petitioner alleges that Edison “since September 13, 1954, has demanded and collected 
from petitioner for the sales of electric energy under said contract rates and charges higher 
than those provided therein and since November 15, 1957, has demanded and collected from 
petitioner still higher rates and charges in violation of the provisions of the contract, the 
Act and the rules and regulations thereunder.” 
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the Contract as a legally effective rate schedule; and to make appropriate re 
funds to Petitioner with six percent interest per annum. 

Edison, by answer filed June 9, 1958, responded to the allegations of the 
petition seriatim, generally disputing the jurisdiction of the Commission as to 
the matters raised by the petition and requested that the petition be dismissed 
on jurisdictional grounds. 

To resolve the factual questions raised by this jurisdictional dispute, the 
Commission staff thereafter undertook a field examination of the physical facili- 
ties and operating data of Petitioner, Edison and others. The results of that 
examination are embodied in a staff engineering report which was served upon 
Petitioner and Edison. Based upon the facts set out in that report, the staff 
concludes this wholesale transaction to be jurisdictional under the provisions of 
the Federal Power Act. 

Edison, by letter filed August 3, 1959, indicated its lack of objection and will- 
ingness to stipulate to certain of the data disclosed by the Staff field examination 
and as set forth in the aforementioned Staff report. Nevertheless Edison indi- 
eates by that letter that it regards a hearing in this matter to be necessary for 
the development of certain other facts. 

Written notice of the filing of the petition has been given to the Arizona 
Corporation Commission, the Public Utilities Commission of the State of Cali- 
fornia, and the Nevada Public Service Commission. 

The Public Utilities Commission of the State of California, by letter filed 
May 26, 1958, expressed the opinion that the electric service in question is 
subject to the jurisdiction of that Commission. 

Accordingly, it is necessary and appropriate for the purposes of the Federal 
Power Act that a public hearing be held in this matter as hereinafter provided. 


The Commission orders: 


(A) Pursuant to the authority contained in and subject to the jurisdiction 
conferred upon the Federal Power Commission by the Federal Power Act, par- 
ticularly Sections 205, 301, 306, 307, 308, and 309 thereof, and the Commission’s 
Rules of Practice and Procedure, a public hearing shall be held respecting the 
matters involved in and the issues presented in this proceeding, at a time and 
place and in the manner to be fixed by the Secretary of the Commission. 

(B) Interested State commissions may participate in this proceeding as 
provided in Sections 1.8 and 1.37(f) of the Commission’s Rules of Practice and 
Procedure [18 CFR 1.8 and 1.37 (f) ]. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


COMMUNITY PUBLIC SERVICE COMPANY, DOCKET NO. E-6891 
ORDER AUTHORIZING THE ISSUANCE OF PREFERRED STOCK 
(Issued August 28, 1959) 


Community Public Service Company (Applicant), incorporated under the 
laws of the State of Delaware and domesticated in the States of New Mexico 
and Texas, filed an application on July 20, 1959, as amended August 11, 1959, 
for an order, pursuant to Section 204 of the Federal Power Act, authorizing 
the issuance and sale at competitive bidding of 30,000 shares of Cumulative 
Preferred Stock, Series A, par value $100 per share. 
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Applicant proposes, on or about September 2, 1959, to invite sealed bids for 
the purchase of the proposed issuance of Preferred Stock by newspaper publi- 
cation and by distribution of a Form of Bid, together with a form of Preferred 
Stock Purchase Contract and a statement of terms and conditions relating 
thereto. 

All bids, whether made by a single bidder or a group of bidders, must be on 
the Form of Bid provided by Applicant, and must be for the purchase of the 
entire issuance of Preferred Stock. Each bid must specify, among other things, 
(1) the dividend rate to be borne by the proposed Preferred Stock expressed 
as a multiple of $0.04; (2) the price exclusive of accrued dividends to be paid 
Applicant for the Preferred Stock, which price shall be not less than $190 
per share or more than $102.75 per share; and (3) that accrued dividends 
on the Preferred Stock from and including September 15, 1959, to the date of 
payment therefor and delivery thereof shall be paid to Applicant. 

All bids must be presented to Applicant at 90 Broad Street, 19th floor, New 
York, New York, before 11 A.M., New York Time, on September 9, 1959 (unless 
postponed). Unless Applicant shall reject all bids with respect to the proposed 
Preferred Stock (which it reserves the privilege to do) or shall exclude a bid 
or bids for reasons specified in the statement of terms and conditions, it will 
accept the bid which results in the lowest annual cost of money to it. Each 
bid must be accompanied by a certified or official bank check or checks in the 
aggregate amount of $150,000. 

Applicant states that the proceeds to be obtained from the proposed issuance 
of Preferred Stock, estimated in the approximate total amount of $3,000,000, 
will be utilized to (1) discharge bank loans incurred to secure funds for Appli- 
eant’s construction program which are expected to aggregate approximately 
$2,500,000 at the time of the contemplated issuance and sale of Preferred 
Stock ;* and (2) reimburse Applicant’s treasury for expenditures heretofore 
made for construction, extensions and improvements of facilities. Applicant’s 
current construction program is estimated to require total expenditures of about 
$4,200,000 for the year 1959. According to the application, the principal item 
of expenditure included in that amount is $3,164,800 for electric distribution 
facilities. 

Written notice of the application has been given to the Public Service Com- 
mission of New Mexico and to the Railroad Commission of Texas, and to the 
Governor of each of those States. Notice has also been given by publication 
in the Federal Register on July 30, 1959 (24 F.R. 6110-11), stating that any 
person desiring to be heard or to make any protest with reference to the appli- 
eation should file a petition or protest on or before August 14, 1959, with the 
Federal Power Commission, Washington 25, D.C. No protest, petition or 
request to be heard in opposition to the granting of the application has been 
received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion as heretofore described and set forth in the Commission’s order issued 
June 11, 1959, In the Matter of Community Public Service Company, Docket 
No. E-6885. 


*By order issued June 11, 1959, In the Matter of Community Public Service Company. 
Docket No. E-6885, 21 FPC 833, the Commission authorized Applicant to issue short-term 
Promissory Notes in the aggregate principal amount of $3,500,000 outstanding at any one 
time, subject to the condition that the final maturity of all such Notes be not later than 
September 30, 1960. 


556—711—_64——32 
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(2) The proposed issuance and sale of Preferred Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 of 
the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of Preferred Stock is, therefore, not exempt by virtue of that Section from the 
requirements of Section 204 of the Act. 

(4) The proposed issuance and sale of Preferred Stock, as hereinafter au- 
thorized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and consistent 
with the proper performance by Applicant of service as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Preferred Stock, upon the terms and 
conditions and for the purposes specified in the application,’as described above, 
are hereby authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Preferred Stock at competitive bidding 
shall not be consummated until : 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k)(3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements, and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram, as contemplated by Section 34.9 of those 
Regulations. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the proposed issuance of Preferred Stock and the 
dividend rate thereon. 

(C) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obliga- 
tion on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


ORANGE GROVE OIL & GAS CORPORATION AND H. J. MOSSER, DOCKET 
NOS. G-8518, G—12661; ASSOCIATED OIL & GAS COMPANY, DOCKET 
NOS. G-—8519, G—12662, G—14954 


ORDER TERMINATING PROCEEDINGS 
(Issued August 31, 1959) * 


On January 26, 1955, Orange Grove Oil & Gas Corporation (Orange Grove) 
and H. J. Mosser (Mosser) filed a renegotiated contract dated December 14, 


*Rehearing denied by order issued October 23, 1959, 22 FPC 739. Remanded with direc- 
tion to modify order, 280 F. 2d 31 (CA5; 1960). Order on remand printed at 24 FPC 953. 
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1954, for the sale of natural gas to Trunkline Gas Company (Trunkline) which 
provided for an increase in the previously effective rates for these sales. These 
filings were designated Orange Grove’s FPC Gas Rate Schedule No. 2 super- 
seding both Orange Grove’s FPC Rate Schedule No. 1 and Mosser’s FPC Rate 
Schedule No. 2. The proposed increased rates were suspended in Docket No. 
G-—8518 and became effective subject to refund on April 26, 1955. On April 29, 1957, 
Orange Grove and Mosser filed the same renegotiated contract, dated December 
14, 1954, for the same sale to Trunkline. This filing was designated Orange 
Grove Oil & Gas Corporation, e¢ al.'s FPC Gas Rate Schedule No. 3, was sus- 
pended in Docket No. G—12661 and became effective subject to refund November 
1, 1957. 

On January 26, 1955, Associated Oil & Gas Company (Associated) filed a re- 
negotiated contract dated December 14, 1954, for the sale of gas to Trunkline 
which provided for increased rates over those previously in effect. This filing 
was designated Associated’s FPC Gas Rate Schedule No. 5 superseding its 
Rate Schedule No. 2 and the proposed increased rate was suspended in Docket 
No. G-—8519. This rate increase was permitted to become effective subject to 
refund on April 26, 1955, contingent on the filing of a bond to assure refund of 
excess charges. However, Associated did not file the required bond and the 
increased rate in Docket No. G—8519 did not become effective. On April 29, 
1957, Associated filed the same renegotiated contract, dated December 14, 1954, 
for the same sales to Trunkline. This filing was designated Rate Schedule No. 
6, was suspended in Docket No. G—-12662 and became effective subject to refund 
November 1, 1957. 

On February 17, 1958, Associated filed supplements to its Rate Schedule Nos. 
5 and 6 consisting of a letter agreement with Trunkline deleting four leases com- 
prising 9705 acres dedicated under the December 14, 1954, contract. These sup- 
plements were accepted for filing after expiration of statutory notice as of 
March 20, 1958. Associated filed on March 25, 1958, a purported initial rate 
schedule dedicating five leases to Trunkline under a contract dated February 10, 
1958. Four of the leases dedicated under the new contract are the same as those 
released by the letter agreement of the same date, February 10, 1958. It appears 
that the purpose of the simultaneous transactions on February 10, 1958, was to 
remove the four leases from dedication under a suspended rate schedule and 
dedicate them to a new contract which was to be considered as an initial rate 
schedule and containing the same rates as those in the proposed increases. The 
contract dated February 10, 1958, was designated, in duplicate, as Supplement 
Nos. 2 and 3 to Associated’s Rate Schedule Nos. 5 and 6, respectively, and was 
suspended in Docket No. G—14954 until April 26, 1958." 

The proceedings in Docket Nos. G-8518 and G-—8519 were heard on a con- 
solidated record during June and July of 1955 and, after hearing, the examiner 
in his decision issued August 14, 1956, granted a motion to dismiss, filed by staff 
counsel, on the ground that the applicants had failed to sustain their burden of 
proof. The Commission by its order of February 6, 1957, modified and affirmed 
the examiner’s decision. Upon appeal, the Court of Appeals for the Fifth Cir- 
cuit remanded the matter and ordered the proceeding reopened for the purpose 
of providing an opportunity for Orange Grove and Associated to present fur- 
ther evidence in support of their proposed rate increases, 255 F. 2d 555. 

Trunkline is an intervener in support of the contracts in Docket Nos. G—8518 
and G-—8519. No persons have protested, filed notices of intervention, or peti- 


1 The certificate docket for these five leases is G-14751, which 1s presently awaiting hear- 
ing. The order contained herein should not be construed as granting the certificates sought 
in Docket No. G—14751. 
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tions seeking intervention in the proceedings in Docket Nos. G—12661, G—12662, 
and G—14954. 

On February 9, 1959, Orange Grove and Associated filed cost of service data 
to support their proposed increased rates and to seek settlement of the pro- 
ceedings in Docket Nos. G—8518 and G—8519. Our staff has verified such cost 
data at the company offices. Analysis of the cost data and supporting materials 
submitted by Orange Grove and Associated shows that the proposed rates are 
not out of line with the prevailing rates in the area and would be no more than 
necessary to meet the revenue requirements of applicant under any method 
proposed. 


The Commission finds: 


That the proposed increased rates in Docket Nos. G—8518, G—12661, G—12662 
and G—14954 are not out of line with prevailing prices in the area and are no 
more than just and reasonable and should be continued in effect without re- 
funding obligation and that Orange Grove, Mosser, and Associated be dis- 
charged from their refund obligations in the above dockets and that the pro- 
ceedings in these dockets and G—8519 be terminated. 


The Commission orders: 


(A) The proposed increased rates and charges contained in Orange Grove’s 
Rate Schedule No. 2, and Orange Grove, et al.’s Rate Schedule No. 3, and Associ- 
ated’s Rate Schedule No. 6 and Supplement Nos. 2 and 3 to Rate Schedule Nos. 
5 and 6, respectively, are continued in effect without being subject to refund, and 
Orange Grove, Mosser, and Associated are hereby discharged from liability 
under the corporate bonds and undertakings submitted in compliance with the 
several orders in the dockets herein. 

(B) This order does not constitute approval nor disapproval of the cost data 
submitted nor the methods of allocation used by either the applicants or the 
staff and the order herein is without prejudice to any findings or orders which 
have been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted by or against Orange Grove, Mosser or Associated. 

(C) The proceedings in Docket Nos. G-8518, G—12661, G-8519, G—12662, and 
G-14954 should be and the same are hereby terminated. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


ARIZONA PUBLIC SERVICE COMPANY, PROJECT NO. 813 
ORDER ACCEPTING SURRENDER OF LICENSE (TRANSMISSION LINE) 
(Issued September 1, 1959) 


Application was filed April 9, 1959 by Arizona Public Service Company, 
present holder of the license for transmission-line Project No. 813, for surrender 
of license for the line occupying lands of the United States within the Prescott 
National Forest and land within the Yavapai Indian Reservation. 

By Commission letter dated September 10, 1947, the Arizona Power Company, 
one-time licensee for transmission-line Project No. 813, was advised, among other 
things, that a study disclosed that the line was not a primary line within the 
definition of Section 3(11) of the Federal Power Act, as it has been interpreted 
by the Commission, and surrender of the license for the line was requested. 

Actual filing of the application for surrender was delayed for the reason that 
the Indian lands presently involved were formerly within a military reservation. 
The military lands were declared surplus to the military requirements of the 
United States and were marked “for the use and benefit” of the Yavapai Indians. 
Placement of the lands within the Yavapai Indian. Reservation on a permanent 
basis was not accomplished until the Act of Congress of May 18, 1956 (70 Stat. 
157). 

The part of the line occupying National Forest lands (0.931 miles of 50-foot 
right-of-way) is now under a Forest Service permit effective as of September 
3, 1952 with payments effective from January 1, 1951. The part of the line oc- 
cupying Indian lands (1.498 miles of 50-foot right-of-way) is now under a Bureau 
of Indian Affairs permit effective as of March 25, 1959 with payments effective 
from the same date. 

Annual charges imposed in the license have been paid for the calendar year 
1950. In view of the delay caused by the legislation referred to above and to 
reconcile the differences in the effective dates of the respective land use permits, 
we are fixing the effective date of our acceptance of surrender of the license 
for the project as of March 24, 1959 as hereinafter provided. 


The Commission finds: 


Acceptance of surrender of the license for the project is appropriate as here- 
inafter provided. 


The Commission orders: 


Surrender of the license for transmission line Project No. 813 is accepted, 
effective as of March 24, 1959, subject to the payment of annual charges under 
the license for the project through that date in the amount of $61.60 for the oc- 
cupancy of the Indian lands involved, with appropriate credit for charges paid 


ithe, Forest Service under the above-mentioned authorization. 
10%) 
7. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


KENTUCKY UTILITIES COMPANY, PROJECT NO. 539 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST; 
ACCRUED DEPRECIATION ; AND PRESCRIBING ACCOUNTING THEREAFTER 


(Issued September 1, 1959) 


Kentucky Utilities Company, Licensee for Project No. 539,’ from time to time 
filed statements, pursuant to Section 4.1 of the Commission’s Regulations under 
the Federal Power Act, claiming for the period from September 1, 1930, 
through December 31, 1957, project additions resulting in a net increase of 
$19,949.43 in project cost for that period over the previously determined? 
amount of actual legitimate original cost of the project (U.S. Dam. No. 7), 
$532,158.94, as of August 31, 1930.* This net increase in project cost results 
from gross project additions totalling $26,749.81 and gross project retirements 
totalling $6,800.38 as reclassified by the staff and is shown on the attached 
Table A. 

During the period from April 11, 1928, through December 31, 1957, Licensee 
also recorded upon its books of account entries in its project depreciation 
reserve account showing a credit balance of $361,403.82 as of December 31, 1957. 

The Commission’s staff made a field examination of the books and records 
of Licensee and other data for the purpose of ascertaining the correctness of 
the claimed amounts. Following that study, tentative agreement, subject to 
Commission approval, was reached between the staff and Licensee’s representa- 
tives with respect to certain proposed adjustments consisting of (1) the reclassi- 
fication of certain items, totalling $263,631.95, within the project plant accounts; 
(2) the reduction of the project reserve for depreciation, as recorded by Licen- 
see, by the transfer of the credit amount of $3,072.76 to Licensee’s reserve for 
depreciation—general (nonproject) account; and (3) the accounting disposition 
of all amounts involved in the proposed adjustments. 

The proposed reclassifications within the project plant accounts, which do not 
affect the total claimed net project cost change, are as more specifically shown 
in the attached Table A. The accounting for these items is as shown by the 
following composite journal entry: 

302 Franchises and Consents_..--.------------ $13, 461. 00 
822 Reservoirs, Dams and Waterways_-------- 182, 450. 22 
323 Water Wheels, Turbines and Generators... 47, 414. 61 
Miscellaneous Power Plant Equipment 20, 306. 12 

803 Miscellaneous Intangible Plant $13, 461. 00 

321 Structures and Improvements__---.-_--_~_--- 205, 718. 97 

842 Accessory Electrical Equipment 44, 451. 98 


2The project is located at U.S. Dam No. 7 on the Kentucky River, near Hichbridge. in 
Mercer County, Kentucky, and may be described as the U.S. Dam No. 7 development. It 
was placed in commercial operation April 11, 1928. The license (issued pursuant to Sec- 
tion 4(d) of the Federal Water Power Act), authorizing the construction, maintenance 
and operation of the project is by its terms effective for a period of 50 years commencing 
August 19, 1926, and was originally issued to Kentucky Hydro Electric Company, a prefle- 
cessor of the present Licensee, Kentucky Utilities Company. On April 1, 1929, the Com- 
mission approved the transfer of the license from Kentucky Hydro Electric Company to the 
present Licensee, Kentucky Utilities Company, effective as of December 31, 1928. 

2 Twelfth Annual Report of the Federal Power Commission, page 65 (1932). 

3 Article 20 of the license provides for Commission determination of the actual legitimate 
original cost of the project, whether incurred prior to date of issuance of license or on or 
after such date. 
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The adjustment of the reserve for depreciation of project properties as 
recorded by Licensee represents an amount previously transferred from Licen- 
see’s project depreciation reserve to its general (nonproject) depreciation 
reserve in 1943, which was erroneously reinstated by Licensee in its project 
depreciation reserve in 1947. By Journal Entry No. 10-1A of October, 1958, 
Licensee completed the transfer of this amount of $3,072.76 back to its general 
(nonproject) depreciation reserve. Accordingly, the balance of Licensee’s proj- 
ect depreciation reserve, $358,331.06, as of December 31, 1957, currently reflects 
the above adjustment. 

After giving effect to the plant accounts reclassifications and depreciation 
reserve adjustment referred to above, the Commission’s staff recommends and 
Licensee, by letter dated March 23, 1959, confirming its agreement to the pro- 
posed reclassification, and its Journal Entry No. 10-1A of October, 1958, 
adjusting its depreciation reserve account in accordance with the staff's 
recommendation, concurs that the Commission determine: 

(1) The net increase or change in the actual legitimate original cost of the 
U.S. Dam No. 7 development during the period from September 1, 1930, 
through December 31, 1957, to be $19,949.43, comprised of gross additions of 
$26,749.81 and gross retirement of $6,800.38, the individual primary plant 
account changes being as shown in the attached Table A. 

(2) The resulting actual legitimate original cost of U.S. Dam No. 7 develop- 
ment as of December 31, 1957, to be $552,108.37, classified by primary plant 
accounts of the Commission’s Uniform System of Accounts Prescribed for 
Public Utilities and Licensees as shown in the attached Table A. 

(3) The accrued depreciation reserve applicable to U.S. Dam No. 7 devel- 
opment as of December 31, 1957, to be $358,331.06, comprised of $323,409.93 
associated with hydraulic production plant, $30,436.16 associated with trans- 
mission plant, $326.53 associated with distribution plant, and $4,158.44 associated 
with general plant, all as shown on the attached Table B. 

The Public Service Commission of Kentucky was advised by letter of this 
Commission dated June 3, 1959, of the proposed adjustments, accounting dis- 
positions, resulting project costs and accrued depreciation. That letter 
requested the submission of many comments or protests with respect thereto. 
To date no reply has been received. 


The Commission finds: 


(1) Licensee, by its letter dated March 23, 1959, and adjusting journal entry, 
and the absence of any comment or protest by Public Service Commission of 
Kentucky, have obviated the necessity for the notice and opportunity to protest 
provided by Sections 4.4 and 4.5 of the Commission’s Regulations under the 
Federal Power Act. 

(2) The foregoing adjustments, including the accounting dispositions, as 
proposed by the staff and agreed to by Licensee, are reasonable and appropriate 
for the purposes of the Federal Power Act, and, therefore, should be approved 
and directed as hereinafter provided. 

(3) The net increase or change in the actual legitimate original cost of U.S. 
Dam No. 7 development for the period from September 1, 1930, through Decem- 
ber 31, 1957, is $19,949.43, comprised of gross additions of $26,749.81 and gross 
retirements of $6,800.38; the resulting actual legitimate original cost of the 
U.S. Dam No. 7 development as of December 31, 1957, is $552,108.37, classified 
by primary plant accounts as shown in the attached Table A. The amount of 
the reserve for accrued depreciation applicable to project properties as of 
December 31, 1957, is $358,331.06, classified by functions as shown on the 
attached Table B. 
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TABLE B.—Project No. 589 (U.S. Dam No. 7) Kentucky Utilities Company 


250.1 Reserve for Depreciation of Electric Plant in Service Summary by 
Functional Groups as of December 31, 1957 


(1) (2) (3) 
Allowed Allowed 
project project Percent 
cost depreciation of cost 
reserve 
Depreciable: 
I NOONE oii si nincctncciiccnucinmaeamnenn pentane $479, 410. 80 $323, 409. 93 65. 02 
III ass estaba einiancncoeseerioaniiamesebsmedoeraeiaaaedaad 38, 693. 98 30, 436. 16 78. 66 
IID sic ioesscclasnsascehteisnc ces scasticneneeetviandhcstmiphsteapprbaeasaigelnrateion 409. 01 326. 53 79. 83 
ik chances chbcnicandnanidiinctetensasesummnaniauices 4, 663. 59 4, 158. 44 89. 17 
iii cinidiititinatmnistsininsitntitntanitaiiidsiagiad detiiatinind taal 523, 177. 38 358, 331. 06 68. 49 
Nondepreciable: 
Miscellaneous intangible plant...........-........-..----.-- RGD lected encatuscsdiosaticenesss 
Hydraulic production—land and land rights._..........-.-- DT lhdwmiacatiochdiesteeneseton 
Transmission—land and land rights_..__-. heaceneiedmmkanice MEE Uidiéscwnnhenhbdidiehnsunsane 
Gemerel—-ING Gd TAME TIGUES.. 2. <.. cccccccscccccasuncsccctcs RNIN Lndencncsictbibeenasenies 
Wick ndscdiicndnbeisidinneiitntniteiinndmamegmabinl GER TAB. SF Lcccccscncsccelescccceccnce 


T'he Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purposes of this order. 

(B) The foregoing adjustments and accounting dispositions as proposed by 
the staff and agreed to by the Licensee are hereby approved and directed to 
be made by Licensee. 

(C) Licensee to the extent that it has not already done so, shall (a) estab- 
lish and maintain control and detailed plant accounts for Project No. 539 show- 
ing the debit amount of $19,949.43 as the net increase or change in the project 
cost for the period from September 1, 1930, through December 31, 1957; the 
total debit balance of $552,108.37 as of December 31, 1957; all as more specifi- 
cally shown in the attached Table A classified by primary plant accounts of 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees; and (b) establish and maintain a reserve for accrued depreciation 
applicable to the project properties showing a total credit balance of $358,331.06 
as of December 31, 1957, classified by functions as shown in the attached Table B. 

(D) Licensee shall within 60 days from the issuance of this order file certified 
copies of its adjusting journal entries showing compliance with this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman ; William R. Connole 
and John B. Hussey. 


LANDA OIL COMPANY, DOCKET NO. G-—19028 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued September 1, 1959) 


On July 6, 1959, Landa Oil Company (Landa) tendered for filing Supplement 
No. 10 to its FPC Gas Rate Schedule No. 1, proposing to increase its rate and 
charge contained therein. By order issued July 30, 1959, the Commission sus- 
pended and deferred the use of said Supplement No. 10 until January 6, 1960, 
and “until such further time as [it] is made effective in the manner prescribed 
by the Natural Gas Act” and ordered a hearing to be held on the lawfulness of 
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the proposed increased rate. Supplement No. 10 pertains to jurisdictional sales 
of natural gas to Texas Eastern Transmission Corporation (Texas Eastern). 

On August 6, 1959, Landa tendered an Offer of Settlement pursuant to Sec- 
tion 1.18(e) of the Commission’s Rules of Practice and Procedure, which offer 
was agreed to by Texas Eastern. 

In its Offer of Settlement, Landa stated that, in consideration for allowing 
the suspended rate of 14.6¢ per Mcf to be made effective upon the effective date 
of the order of acceptance and the termination and dismissal of this proceeding, 
Landa would agree to eliminate from the rate schedule the favored-nation and 
price-redetermination clauses and substitute a 1.0¢ per Mcf periodic increase 
in November 1963, November 1968 and November 1973 for the present periodic 
escalation contained in its rate schedule. Landa states further that this offer 
will remain outstanding until September 12, 1959. 

In support of its Offer of Settlement, Landa states inter alia, that the fa- 
vored-nation and price-redetermination provisions were important elements of 
consideration required by Landa for the long-term commitment of these gas 
reserves to the performance of the contract; that these two elements of con- 
sideration provided sellers with a means of protecting themselves against in- 
flation and increased valuation of gas during the more than fifteen-year term 
of the contract; and that these provisions were included in the contract after 
arm’s-length negotiation. Landa states that “it is now willing to give up the 
advantage” of these contract provisions in the interest of settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the offer. Texas Eastern has transmitted a copy 
of the offer, and a memorandum stating its position with respect thereto, to its 
customers. None of its customers has intervened in these proceedings or expressed 
on the record any opposition to the Offer of Settlement. 

The Commission’s Staff, however, opposes acceptance of the Offer of Settle- 
ment on the ground principally that there has not been submitted evidence for 
finding the suspended rates just, reasonable and lawful. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Act. Landa is proposing to eliminate all favored-nation and 
price-redetermination clauses in the contract with Texas LEastern involved 
herein, to waive all its future rights and benefits thereunder, and to convert 
the annual escalation now provided in the contract to a fixed 1.0¢ per Mcf escala- 
tion in November 1963, November 1968 and November 1973. Although Landa 
would in exchange be permitted to receive the price of 14.6¢ per Mcf presently 
under suspension, it is a reasonable estimate from known prices in the area 
that the redetermined rate would be at least 15.4¢ per Mcf in 1963, when the 
clause could next be invoked. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Texas 
Eastern, as well as customer companies, of the time and expense which might 
be necessary to the conduct of formal hearings in such rate cases as might 
otherwise arise under the two clauses. The conversion of the existing annual 
escalation to three fixed escalations alone would avoid 13 annual rate increase 
filings during the remaining 14 years of the contract term. The resulting stabil- 
ity in gas costs would be welcome to all segments of the natural-gas industry. 
Furthermore, freeing the Commission and its staff from the need of considering 
such proposed increases would enable us to concentrate our efforts on more 
important rate cases and other matters having possibly more serious conse- 
quences for the public and the consumer. 
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However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as appproval of any future increased rates pro- 
posed by Landa under the fixed escalation provision or otherwise. 


The Commission further finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Landa with 
the Commission on August 6, 1959, and in the Appendix to this order, is in 
the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be approved by the Commission and made effective as 
hereinafter ordered. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Landa on August 
6, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Landa shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contract dated April 27, 1953, as amended, filed with the Com- 
mission as Landa’s FPC Gas Rate Schedule No. 1, in accordance with Appendix 
A attached hereto. 

(C) Landa shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid FPC Gas Rate 
Schedule No. 1, under Part 154 of the Commission’s Regulations under the 
Natural Gas Act, the executed agreement with Texas Eastern required by 
paragraph (B) above. 

(D) Landa’s proposed increased rate contained in Supplement No. 10 to its 
aforesaid FPC Gas Rate Schedule No. 1 and suspended by our order issued 
herein on July 30, 1959, is herewith permitted to become effective on the date 
Landa makes the filing required in paragraph (C) above, notwithstanding the 
date specified in Appendix A. The proceedings in this docket are hereby 
terminated. 

(E) The acceptance of this offer is without prejudice to any findings or 
determinations that may be made in any proceedings, which are presently 
being heard, or in any other proceeding now pending or hereinafter instituted 
by or against Landa. 

Commissioner Connole dissenting. 


APPENDIX A 
AMENDMENT 


THIS AMENDMENT, made and entered into as of the 
, 1959, by and between Landa Oil Company, hereinafter 
called “Seller,” and Texas Eastern Transmission Corporation, hereinafter called 
“Buyer.” 

WHEREAS, Seller and Buyer mutually desire to amend that certain Gas 
Purchase Contract dated April 27, 1953, as amended, by and between Seller and 
Buyer covering the sale and purchase of gas from the Carthage Field, Panola, 
County, Texas. 

NOW, THEREFORE, in consideration of the premises and the mutual cove- 
nants herein contained, Seller and Buyer do covenant and agree as follows: 

From and after the ist day of August, 1959, Exhibit “A” to the said 
Gas Purchase Contract between Seller and Buyer dated the 27th day of 
April, 1953, as amended, shall be further amended as follows: 

Section 1 of Article IX (price schedule) in its entirety is hereby 


deleted, and there is hereby substituted in lieu and in place thereof the 
following: 
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“1. Subject to the provisions of Section 2 below, the price to 
be paid by Buyer and Seller for gas delivered to Buyer hereunder 
shall be as follows: 

14.6 cents per Mcf from August 1, 1959, to November 1, 1963; 
15.6 cents per Mcf from November 1, 1963, to November 1, 1968; 
16.6 cents per Mcf from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcf thereafter.” 

Paragraph 3 of Article IX (favored nation clause) in its entirety, 
and Paragraph 4 of Article IX (price redetermination clause) in its 
entirety, are hereby deleted. The deletion of the above two clauses 
shall also be effective as to the pricing provisions submitted to Seller 
by Buyer’s letter of July 24, 1957, and accepted by Seller wherein more 
favorable pricing provisions were submitted to Seller under the provi- 
sions of the said favored nation clause. However, Section 2 of Article 
IX (tax reimbursement) shall remain as contained in said letter. 

ixcept as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 
In witness hereof, this instrument is executed as of the date first above 
written. 
Attest: 
LANDA Or CoMPANY, 


Texas EASTERN TRANSMISSION 
CORPORATION, 


(Secretary) (Vice President) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


NEKOOSA-EDWARDS PAPER COMPANY, PROJECT NO. 2255 
ORDER ISSUING LICENSE (MAJOR) 
(Issued September 1, 1959) * 


Application was filed November 24, 1958, by Nekoosa-Edwards Paper Com- 
pany, of Port Edwards, Wisconsin, (Applicant), for a license under Section 
4(e) of the Federal Power Act (hereinafter referred to as the Act) for an 
existing water-power development, designated as Project No. 2255, located on 
the Wisconsin River, a navigable water of the United States, in the City of 
Wisconsin Rapids and the Village of Port Edwards, Wood County, Wisconsin. 

The dam was originally constructed in 1887, with improvements added in 
1913 and 1925, and is known as the Centralia Project. The Project works were 
acquired by the Applicant from its predecessors in interest in 1917. 

The application was filed pursuant to the Commission's letter dated April 
25, 1946, in Docket No. IT-5501, to Nekoosa-Edwards Paper Company, request- 
ing that the company apply for a license for its Centralia, Port Edwards and 
Nekoosa hydroelectric plants, in view of the decision of the Circuit Court of 


* Modified and rehearing denied by order issued October 26, 1959, 22 FPC 744. 
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Appeals for the Seventh Circuit in Wisconsin Public Service Corporation v. 
Federal Power Commission, 147 F. 2d 743, certiorari denied by the Supreme 
Court of the United States, 325 U.S. 880, affirming the Commission’s opinion 
and order in the Tomahawk case, decided July 30, 1943, 3 FPC 495, and finding 
therein that the Wisconsin River is a navigable water of the United States 
throughout its entire length. 

The Governor of the State of Wisconsin, in reporting on the application, in- 
formed the Commission that the State of Wisconsin had no representations to 
make concerning the license for the project. 

The Assistant Chief of Civil Works, Corps of Engineers, Department of the 
Army, has reported favorably on the application. 

An Assistant Secretary of the Interior has reported favorably on the 
application. 


The Commission finds: 


(1) The project is located upon a navigable water of the United States. 

(2) The constructed project consists of: 

(a) All lands constituting the project area and enclosed by the project 
boundary, or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interest therein are owned or held by the applicant or by the United 
States: such project area and project boundary being more specifically shown 
and described by certain exhibits which formed part of the application for 
license and which are designated and described as follows: 

Exhibit J: (FPC No. 2255-1) General map of Project Area; and 

Evrhibit K: Sheet 1 (FPC No. 2255-2) Project Boundary; Sheet 2 (FPC No. 
2255-3) Project Boundary; Sheet 3 (FPC No. 2255-4) Project Boundary. 

(b) All project works consisting principally of a dam 1325.5 feet long having 
a 229-foot concrete guard lock section with 15 bays, a 347-foot concrete gate 
section with 13 tainter gates and 3 emergency overflow uncontrolled openings, 
a 530-foot timber crib emergency overflow dam with 3.5-foot high flashboards; 
a reservoir with an area of 250 acres and normal pool elevation at 975.4 
(U.S.G.S. datum) ; a power canal about 200 feet long extending from the guard 
lock section of the dam to the powerhouse; a powerhouse containing four tur- 
bines of 700 hp, each directly connected to a 500 KVA at 0.8 pf. vertical shaft 
generator and two turbines of 1150 hp, each directly connected to a 1000 KVA 
at 0.8 pf vertical generator, with appurtenant electrical and mechanical equip- 
ment, with space provided for an additional unit; 2.3 miles of 14.4 KV trans- 
mission line; and appurtenant facilities; the location, nature and character of 
which project works are more specifically shown and described by the exhibits 
hereinbefore cited and by certain other exhibits which also formed part of the 
application for license and which are designated and described as follows: 

Erhibit L: Sheet 1 (FPC No. 2255-5) General Design Drawings: Sheet 2’ 
(FPC No. 2255-6) General Design Drawings; Sheet 3 (FPC No. 2255-7) Gen- 
eral Design Drawings; Sheet 4 (FPC No. 2255-8) General Design Drawings; 
and 

Exhibit M: Statement in four sheets entitled “General Description and Gen- 
eral Specifications of Mechanical Electrical and Transmission Equipment and 
their Appurtenances.” 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as a part of the project 
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is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the mainte- 
nance or operation of the project. 

(3) The transmission facilities included in the application for license and 
described in finding (2) above, are part of the project herein authorized within 
the meaning of Section 3(11) of the Act. 

(4) The Applicant is a corporation organized and existing under the laws 
of the State of Wisconsin and has submitted satisfactory evidence of com- 
pliance with the requirements of all applicable State laws insofar as necessary 
to effect the purposes of a license for the project. 

(5) No conflicting application is before the Commission. Public notice of 
the application has been given as required by the Act. No protests have been 
received. 

(6) The project does not affect any Government dam, nor will the issuance 
of a license for the project, as hereinafter provided, affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 

(7) The project is best adapted to a comprehensive plan for improving or 
developing a waterway or waterways for the use or benefit of interstate or for- 
eign commerce, for the improvement and utilization of water-power development, 
and for other beneficial public uses, including recreational purposes. 

(8) The amount of annual charges to be paid under the license for the pur- 
pose of reimbursing the United States for the costs of administration of Part I 
of the Act is reasonable as hereinafter fixed and specified. 

(9) The installed horsepower capacity of the project hereinafter authorized 
for the purpose of computing the capacity component of the administrative 
annual charge is 4,260 horsepower, and the energy generated by this constructed 
project is used solely in the Applicant’s paper mill. 

(10) The exhibits designated and described in finding (2) above conform with 
the Commission’s rules and regulations and should be approved as part of the 
license for the project. 


The Commission orders: 


(A) This license is issued to Nekoosa-Edwards Paper Company (hereinafter 
referred to as the Licensee) under Section 4(e) of the Federal Power Act for a 
period of 50 years, effective August 1, 1943, for the operation and maintenance 
of major Project No. 2255 located on the Wisconsin River, a navigable water- 
way of the United States, subject to the terms and conditions of the Act which is 
incorporated by reference as a part of this license, and subject to such rules 
and regulations as the Commission has issued or prescribed under the provisions 
of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-3 (December 15, 1953) entitled “Terms and Conditions of License for Con- 
structed Major Project Affecting Navigable Waters of the United States” (17 
FPC 385-389), which terms and conditions, designated as Articles 1 through 17, 
are attached hereto and made a part hereof; and subject to the following special 
conditions set forth herein as additional articles: 

Article 18. To the extent that it is economically sound and in the public 
interest to do so, the Licensee shall install additional capacity and make other 
changes in the project as directed by the Commission after notice and oppor- 
tunity for hearing. 

Article 19. The Licensee shall cooperate with the United States Fish and 
Wildlife Service and the Wisconsin Conservation Department in the develop- 
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ment of plans for the improvement and protection of the fishery and wildlife 
resources involved. 

Article 20. The Licensee shall comply with such reasonable modifications of 
the project structures and operation in the interest of fish and wildlife resources 
as may be prescribed hereafter by the Commission upon the recommendations of 
the Secretary of the Interior and the Wisconsin Conservation Department. 

Article 21. The Licensee shall pay to the United States the following charges: 
For the purpose of reimbursing the United States for the costs of administra- 
tion of Part I of the Federal Power Act, one (1) cent per horsepower on the 
authorized installed capacity of (4,260 horsepower), plus two and one-half (2%) 
cents per 1,000 kilowatt-hours of gross energy generated by the project during 
the calendar year for which the charge is made. 

(C) The exhibits referred to above as conforming with the Commission’s rules 
and regulations are approved as part of this license. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute ac- 
ceptance of this license. In acknowledgment of the acceptance of this license, 
it shall be signed for the Licensee and returned to the Commission within 60 
days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


NEW ENGLAND FISH COMPANY, PROJECT NO. 1931 
ORDER ACCEPTING SURRENDER OF LICENSE (MINOR) 
(Issued September 1, 1959) 


Application was filed June 25, 1959, by New England Fish Company licensee 
for minor Project No. 1931, for surrender of the license for the project pursuant 
to Section 6 of the Federal Power Act. 

License No. 2 for the project—which affected lands of the United States within 
the Chugach National Forest in the Third Judicial Division, Alaska—was issued 
to New England Fish Company June 18, 1957, for a period of 10 years effective 
as of February 26, 1957, License No. 1 for which having expired February 25, 
1957. 

The project was a reconstruction of Project No. 1114, surrender of the license 
for which was accepted September 5, 1944. 

The project has not generated electric power for several years. 

By letter dated June 24, 1959, the Forest Service, United States Department 
of Agriculture, informed the Commission that the lands involved have been re- 
stored to a condition satisfactory to the Service. 

The annual charges under the license for the project have been paid through 
the year 1958. The Licensee has informed the Commission that it has been 
unable to locate its copy of the license. 


The Commission finds: 


Acceptance of surrender of the license for the project is appropriate as here- 
inafter provided. 
The Commission orders: 


Surrender of the license for Project No. 1931. is accepted effective as of De 
ember 31, 1958. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


SAN DIEGO GAS & ELECTRIC COMPANY, DOCKET NO. IT-5743 


ORDER AUTHORIZING TRANSMISSION OF ELECTRIC ENERGY TO MEXICO AND SUPERSEDING 
PRIOR AUTHORIZATION 


(Issued September 1, 1959) 


San Diego Gas & Electric Company (Applicant), incorporated under the laws 
of the State of California, with its principal place of business at San Diego, 
California, on July 24, 1959, filed an application for supplemental authorization, 
pursuant to Section 202(e) of the Federal Power Act, to increase the amount 
and rate of transmission of electric energy which Applicant may transmit from 
the United States to Mexico. 

By Commission order issued April 2, 1956 (15 FPC 1268), Applicant was au- 
thorized to transmit electric energy from the United States to Mexico in an 
amount not to exceed 100,000,000 kilowatt-hours per year at a rate not in 
excess of 25,000 kilowatts over 69 kilovolt facilities covered by a Presidential 
Permit signed by the President of the United States on January 31, 1952, and 
accepted by Applicant on February 25, 1952, Docket No. E-6374. 

Applicant now seeks to transmit electric energy in an amount not to exceed 
160,000,000 kilowatt-hours per year at a rate not in- excess of 40,000 kilowatts 
over the above-mentioned 69 kilovolt facilities from Applicant’s Otay Substation 
in California to the international border between the United States and Mexico 
adjacent to Tijuana, Baja California, Mexico, where the energy will be delivered 
and sold, as at present, to Cia. Electrica Fronteriza, S.A. (Mexican Company), 
a Mexican corporation, for distribution and resale in the towns of Tijuana and 
Ensenada, Mexico, and vicinity. The energy will be purchased by Mexican 
Company in accordance with an agreement, dated December 13, 1955, between 
Applicant and Mexican Company, as amended by their supplemental agreement, 
dated July 9, 1959, together with a resale service rate schedule, filed as parts of 
the application. 

According to the application, the increased amount of power and energy will 
be used by Mexican Company to meet increased electric requirements in the 
territory served by it. 

Written notice of the application has been given to the Public Utilities Com- 
mission of the State of California and to the Governor of that State. Notice 
of the application has also been given by publication in the Federal Register 
on August 7, 1959 (24 F.R. 6379), stating that any person desiring to be heard 
or to make any protest with reference to the application should, on or before 
August 20, 1959, file with the Federal Power Commission, Washington 25, D.C., 
a petition or protest in accordance with the Commission’s Rules of Practice and 
Procedure. No petition or protest or request to be heard in opposition to the 
granting of the application has been received. 


The Commission finds: 


(1) The proposed transmission of electric energy from the United States to 
Mexico as limited herein and as hereinafter authorized will not impair the 
sufficiency of electric supply within the United States and will not impede or 
tend to impede the coordination in the public interest of facilities subject to 
the jurisdiction of the Commission. 

(2) The period of public notice given in this matter is reasonable. 
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The Commission orders: 


(A) Applicant is hereby authorized to transmit electric energy from the 
United States to Mexico in accordance with the terms and conditions set forth 
in the application and subject to the provisions of this order. 

(B) The electric energy which Applicant is hereby authorized to transmit 
from the United States to Mexico shall be in an amount not to exceed 160,000,- 
000 kilowatt-hours per year at a rate not in excess of 40,000 kilowatts; the 
energy to be transmitted over 69 kilovolt facilities covered by a Presidential 
Permit signed by the President of the United States on January 31, 1952, 
Docket No. E-6374. 

(C) The authorization herein granted may be modified from time to time 
or terminated by further order of the Commission, but in no event shall such 
authorization extend beyond the date of termination or expiration of the Presi- 
dential Permit referred to in Paragraph (B) above. 


(D) Applicant shall conduct all operations pursuant to the authorization 
herein granted in accordance with the provisions of the Federal Power Act 
and pertinent rules, regulations or orders issued by the Commission. 

(E) Applicant shall provide for the installation and maintenance of adequate 
metering equipment to measure the flow of all electric energy transmitted from 
the United States to Mexico pursuant to the authority herein granted; shall 
make, keep and preserve full and complete records with respect to the move- 
ment of such energy; and shall furnish in triplicate to the Commission, with 
respect to such transmission of energy, a report annually on or before February 
15, showing the kilowatt-hours delivered, the maximum kilowatts of transmis- 
sion, and the consideration received therefor during each month of the preceding 
calendar year. 

(F) This authorization to transmit electric energy from the United States to 
Mexico shall not be transferable or assignable, but shall continue in effect tem- 
porarily for a reasonable time thereafter in the event of the involuntary transfer 
of facilities used hereunder by operation of law (including such transfers to 
receivers, trustees, or purchasers under foreclosure or judicial sale) pending 
the making of an application for permanent authorization and decision thereon, 
provided notice is promptly given in writing to the Commission accompanied 
by a statement that the physical facts relating to sufficiency of supply, rates, 
and nature of use remain substantially the same as before the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State, State regulatory commission, or the Republic of Mexico for the exercise 
of any lawful authority vested in such State, State regulatory commission, or the 
Republic of Mexico over Applicant. 

(H) This authorization is without prejudice to the authority of this Commis- 
sion, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body, and nothing herein shall be construed as an acquiescence by this Com- 
mission in any estimate or determination of cost or any valuation of property 
claimed or asserted. 


(I) The authorization herein granted shall supersede that heretofore granted 
by the aforementioned Commission order issued April 2, 1956 (15 FPC 1268). 
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Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-13238 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 8, 1959) 


On September 9, 1957, El Paso Natural Gas Company (Applicant) filed im 
Docket No. G—13238 an application pursuant to Section 7 of the Natural Gas 
Act, for a certificate of public convenience and necessity authorizing the con- 
struction and operation of certain facilities. On December 20, 1957 and on 
May 15, 1959 supplements were filed by Applicant to its application above 
mentioned. 

The facilities proposed in the application as amended by the supplements 
thereto consist of approximately 6.2 miles of 4% inch pipeline extending from 
a gas well in the Mescalero Field in Lea County, New Mexico, owned and 
operated by Sunray Mid-Continent Oil Company, to a point of connection with 
Applicant’s 30-inch main Permian-San Juan transmission pipeline, together 
with metering and dehydration facilities necessary for the purpose of taking 
an average of 900 Mcf of natural gas daily from the said gas well into the 
natural gas transmission system of Applicant now in operation. 

Sunray Mid-Continent Oil Company was authorized in Docket No. G—12900 
to sell the subject gas to Applicant. 

The estimated cost of the proposed facilities, which will become an integral 
part of Applicant’s natural gas transmission system when constructed is $106,- 
000, which will be financed from current working funds. 

Temporary authorization to construct and operate the facilities above de 
scribed was granted to Applicant on June 25, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 31, 1959 respecting the matters involved in and the issues presented by the 
application. No petitions to intervene or protest to the granting of the application 
have been received. Staff counsel moved orally at the hearing that the intermedi- 
ate decision procedure be omitted and the Commission render a decision herein 
pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Bl Paso, Texas, is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission in its order issued January 11, 1944 
in Docket No. G—288. 

(2) The facilities hereinbefore described are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, as an integral part of Applicant’s pipeline system and the 
construction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed, and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities and the sale of 
natural gas hereinbefore described are required by the public convenience and 
necessity, and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 
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(5) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (b), (c) (3), (ce) (4) and (e) of Section 157.20 of the 
Commission’s General Rules and Regulations, including the Rules of Practice and 
Procedure, should attach to the issuance of the certificate referred to in para- 
graph (4) above, and to the exercise of the rights granted thereunder, and that the 
time within which construction of facilities authorized by this order should be 
completed and said facilities placed in actual operation should be fixed at 4 months 
from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(¢c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not having 
been denied by the Commission, is granted pursuant to Section 1.80(¢c)(1) of 
said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant to construct and operate facilities and to sell and 
deliver natural gas upon the terms and conditions of this order, as hereinbefore 
described, all as more fully described in the application in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s General Rules and Regula- 
tions, including Rules of Practice and Procedure, shall attach to the issuance of 
the certificate granted in paragraph (A) hereof, and to the exercise of the rights 
thereunder. 

(C) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of said Section 157.20 
of the Commission’s rules is hereby fixed at 4 months from the date on which this 
order issues. 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


HOPE NATURAL GAS COMPANY, DOCKET NO. G-—18650 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECES- 
SITY AND PERMITTING AND APPROVING ABANDONMENT 


(Issued September 8, 1959) 


On May 28, 1959, Hope Natural Gas Company (Applicant) filed in Docket No. 
G-18650 an application, pursuant to Section 7 of the Natural Gas Act, for a 
certificate of public convenience and necessity authorizing the installation of a 
new 1,100 horsepower compressor unit and appurtenant facilities, and for per- 
mission to remove three existing 1,350 horsepower and two existing 675 horse- 
power compressor units (a total of 5,400 horsepower) at Applicant’s Kennedy 
Compressor Station in Lewis County, West Virginia, all as more fully set forth in 
the application. 

The purpose of the subject application is to obtain authority to replace five 
obsolete engine units installed in 1912 with a single new unit which will be able 
to handle the present compressor requirements of the Kennedy Station at an 
annual saving of approximately $100,000, due to the reduction of work force and 
fuel costs. 

The estimated total capital cost of the proposed new facilities is $330,000 and 
the total removal cost of part of the old facilities is estimated at $10,000. Appli- 
cant will finance the proposed project with cash on hand. All engine units to be 
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removed will be sold as junk in place, and minor items of equipment will be 
retained by Applicant for future use. 

No abandonment of service will result from the proposed replacement and there 
is no issue of gas supply or capacity involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 31, 1959, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a de- 
cision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice 
and Procedure. 


The Commission finds: 


(1) Applicant, Hope Natural Gas Company, a West Virginia corporation hav- 
ing its principal place of business in Clarksburg, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of April 27, 1943, in Docket No. G-290 (3 FPC 994). 

(2) The facilities proposed to be abandoned by replacement, as hereinbefore 
described and as more fully described in the application herein, are used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and such abandonment is subject to the require- 
ments of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment by replacement of the aforesaid facilities is 
permitted by the public convenience and necessity and permission and approval 
therefor should be granted as hereinafter ordered. 

(4) The facilities proposed to be installed and operated, as hereinbefore de- 
scribed and as more fully described in the application herein, will be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the installation and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Section 
7 of the Natural Gas Act. 

(5) The installation and operation of the facilities proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (a), (b), (c) (3), (¢) (4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (5) above 
and to the exercise of the rights granted thereunder, and that the time within 
which installation of the facilities authorized by this order should be completed 
and the said facilities placed in actual operation should be fixed at six months from 
the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of rec- 
ord, and not having been denied by the Commission is granted pursuant to Sec- 
tion 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of facilities, as here- 
inbefore described and as more fully described in the application in this pro- 
ceeding, is hereby granted to Hope Natural Gas Company. 
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(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Hope Natural Gas Company to install and operate 
the facilities hereinbefore described, as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (e) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
six months from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of the 
facilities referred to in paragraph (A) hereof within 10 days of the date of 
such abandonment. 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


THE MANUFACTURERS LIGHT & HEAT COMPANY, DOCKET NO. 
G-18536 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT 


(Issued September 8, 1959) 


On May 15, 1959, The Manufacturers Light & Heat Company (Applicant) 


filed in Docket No. G—18536 an application pursuant to Section 7 of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
installation and operation of certain new natural gas facilities and for permis- 
sion and approval to abandon certain other natural gas facilities to be replaced 
by certain of the new ones, all as more fully set forth in the application. 

The new facilities for which authorization is sought consist of: 

(1) 5.8 miles of 6-inch transmission line to extend from a connection with 
Applicant’s existing 6-inch lateral near Bruin, Pennsylvania, to a point between 
Emlenton and Eau Claire where it will feed into another existing 6-inch line 
serving the area, all in Butler County, Pennsylvania ; 

(2) 1.08 miles of 10-inch transmission line to replace 1.03 miles of existing 
8-inch line which has to be removed to permit improvement by the West Virginia 
State Road Commission of Route No. 2 in Ohio County, just north of Wheeling, 
West Virginia; and 

(3) 4.75 miles of 6-inch transmission line extending from a connection with 
Texas Dastern Transmission Corporation’s main pipeline in Somerset County, 
Pennsylvania, to the town of Somerset, together with a regulator station. 

The total estimated cost of the proposed new facilities is $430,000, which will 
be financed by the issuance and sale of stock debentures to Applicant’s parent 
Company, The Columbia Gas System. 

The facilities for which permission and approval to abandon is sought consist 
of: 

1.03 miles of 8-inch transmission line in Ohio County, West Virginia, to be 
replaced by the proposed 10-inch line mentioned in (2) above. 

The cost of retiring this section of line, which is to be abandoned in place except 
for minor facilities which can be used to tie in the new line with eristing 
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laterals, is estimated at $300. No salvage value is given to the facilities to be 
abandoned. Credit to fixed capital is estimated at $11,892. 

The purpose of the proposals in the subject application is to enable better 
service to existing market areas, including an additional delivery point from 
Texas Eastern to overcome capacity deficiency in the Somerset area and in- 
ereased ability to serve industrial growth potential in the area north of 
Wheeling. 

Gas supply is not an issue in this proceeding, and no customer will be deprived 
of service by the proposed abandonment of facilities. 

Temporary authority to construct and operate the new facilities proposed 
herein was granted to Applicant on June 25, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 27, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, The Manufacturers Light & Heat Company, a Pennsylvania 
corporation having its principal place of business in Pittsburgh, Pennsylvania, 
is a “natural-gas company” within the meaning of the Natural Gas Act, as 
heretofore found by the Commission in its order of December 29, 1944, in 
Docket No. G—598, et al. (4 FPC 821). 

(2) The facilities to be abandoned, as hereinbefore described and as more 
fully described in the application herein, are used in the transportation and sale 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and such abandonment is subject to the requirements of Subsection 
(b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by the 
public convenience and necessity and permission and approval therefor should 
be granted as hereinafter ordered and conditioned. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used in 
the transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(5) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (¢c)(3), (ce) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in paragraph 
(5) above and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order should 
be completed and the said facilities placed in actual operation should be fixed 
at 8 months from the date on which this order issues. 
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(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record and, not 
having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of the facilities here- 
inbefore described, as more fully described in the application and exhibits in 
this proceeding, is hereby granted to The Manufacturers Light & Heat Company. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing The Manufacturers Light & Heat Company to con- 
struct and operate the facilities hereinbefore described, as more fully described 
in the application and exhibits in this proceeding, upon the terms and condi- 
tions of this order. 

(C) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the Nat- 
ural Gas Act shall attach to the issuance of the certificate granted in Paragraph 
(B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 8 
months from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of the 
facilities referred to in Paragraph (A) hereof within 10 days of the date of such 
abandonment. 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


NATURAL GAS STORAGE COMPANY OF ILLINOIS, DOCKET NO. G-18448 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 8, 1959) 


On May 4, 1959, Natural Gas Storage Company of Illinois (Applicant) filed 
in Docket No. G-18448 an application, pursuant to Section 7(c) of the Natural Gas 
Act, for a certificate of public convenience and necessity authorizing: 

(1) The construction and operation of two additional 660 B.H.P. compressor 
engines, with appurtenant facilities, at Applicant's Herscher storage project in 
Kankakee County, Illinois; 

(2) Utilization of the Mt. Simon Reservoir for top storage operation ; and 

(3) Increase of the presently authorized maximum day gas withdrawal by 
75,000 Mcf to a total of 575,000 Mcf from the Mt. Simon and Galesville Reservoirs 
at Herscher and the integrally operated Cooks Mills storage project. 

The proposed facilities will be utilized in conjunction with the existing facilities 
for injection of gas replacements into the Mt. Simon and Galesville reservoirs as 
quickly as possible after gas withdrawals, and for withdrawal operations from 
the Galesville Reservoir. 

The additional peak capacity is to be allocated to present customers in accord- 


ance with the procedure set forth in Applicant’s FPC Gas Tariff, Original Volume 
No. 1. 
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The estimated total cost of the proposed facilities is $362,000, to be paid from 
funds on hand and from short-term bank loans. 

Temporary authority to construct and operate the facilities proposed in this 
application was granted to Applicant on June 16, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 25, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Storage Company of Illinois, an Illinois corpora- 
tion having its principal place of business in Chicago, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its opinion and order issued September 11, 1952, in Docket No. 
G-1757 (11 FPC 366). 

(2) The facilities hereinbefore described and the requested increase in author- 
ized maximum reservoir withdrawals are proposed to be used in the transpor- 
tation of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing operations, and the con- 
struction and operations proposed by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities, the utilization of Mt. 
Simon Reservoir for top storage operation, and the increase in authorized 
maximum reservoir withdrawals proposed by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued. 

(4) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 157. 20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder, and that the time 
within which the construction of facilities authorized by this order should be 
completed and placed in actual operation should be fixed at six months from 
the date on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(6) <A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Storage Company of Illinois to construct 
and operate the facilities, to utilize the Mt. Simon Reservoir for top storage 
operation, and to increase the authorized maximum reservoir withdrawals, as 
hereinbefore described, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c)(3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
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Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at six months from the date on which this order issues. 

(D) The submission of reports required by applicable orders of the Commis- 
sion in dockets involving the Herscher-Galesville, Herscher-Mt. Simon, and Cooks 
Mills gas storage projects shall be continued. 











Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 










UNITED FUEL GAS COMPANY, DOCKET NO. G—18550 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 8, 1959) 


On May 18, 1959, supplemented on June 18, 1959, United Fuel Gas Company 
(Applicant) filed in Docket No. G—-18550 an application, pursuant to Section 7(c) 
of the Natural Gas Act, for a certificate of public convenience and necessity 
authorizing the construction and operation of certain natural gas pipeline facili- 
ties to be attached to Applicant’s system in the Kenova area of West Virginia as 
the first step in a five-year rehabilitation plan for this part of said system, all as 
more fully set forth in the application and supplement. 

The facilities for which authorization is sought herein are: 

(1) One 2,000 horsepower compressor unit and four 1,100 horsepower com- 
pressor units, and appurtenances, to be installed at the existing Kenova com- 
pressor station ; 

(2) Approximately 4.8 miles of 16-inch transmission pipeline (designated 
BM-109) to extend from the Kenova station to Applicant’s existing Ceredo com- 
pressor station ; and 

(3) One additional 2,000 horsepower compressor unit to be installed at the 
Ceredo compressor station. 

The facilities proposed herein, together with replacement facilities to be applied 
for in future applications, will enable Applicant to transport its available gas 
supplies to storage and to market in a more efficient manner than is now possible 
through existing old facilities which are rapidly becoming unserviceable. 

The estimated cost of the compressor and pipeline facilities proposed in this 
application is $3,568,300, to be financed by Applicant’s parent, The Columbia Gas 
System, Inc. 

Temporary authorization to construct and operate the facilities proposed in this 
application was granted to Applicant on July 27, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 25, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission ren- 
der a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Fuel Gas Company, a West Virginia corporation having 
its principal place of business in Charleston, West Virginia, is a “natural-gas 
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company” within the meaning of the Natural Gas Act as heretofore found by the 
Commission in its order of March 1, 1944, in Docket No. G-341 (4 FPC 534). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation herein, as supplemented, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities and the transportation and 
sale of natural gas as proposed by Applicant are required by the public conven- 
ience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (b), (c)(3), (c)(4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (3) above 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of facilities authorized by this order should be completed 
and placed in actual operation should be fixed at six months from the date on 
which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Fuel Gas Company to construct and operate 
the proposed facilities and to transport and sell natural gas as hereinbefore 
described, all as more fully described in the application herein, as supplemented, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (ce) (3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission's Regulations under the Natural Gas Act is 
hereby fixed at six months from the date on which this order issues, 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-18649 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 8, 1959) 


United Gas Pipe Line Company (Applicant), a Delaware corporation, with 
its principal place of business in Shreveport, Louisiana, filed on May 28, 1959, 
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an application for a certificate of public convenience and necessity, pursuant to 
Section 7 of the Natural Gas Act, authorizing construction and operation of 
certain pipeline facilities consisting of approximately 8.72 miles of 30-inch pipe 
in two sections looping the same lengths of its 30-inch Agua Dulce Field, Texas- 
Sterlington, Louisiana Line located in Angelina and San Augustine counties, 
Texas. 

The purpose to be served by the construction of the said facilities is to insure 
the continued service of natural gas to Applicant’s numerous customers in the 
areas of Shreveport and Monroe, Louisiana, at the lowest cost because the facil- 
ities now serving these areas are soon to be submerged deep under the waters of 
the McGee Bend Reservoir, a flood control project to be constructed by the 
United States Army Corps of Engineers. 

The estimated cost of the above-described facilities is $2,022,461 which will 
be financed from funds on hand and the Applicant is to be reimbursed therefor 
by the United States of America, pursuant to the terms of an agreement of 
April 3, 1959 between Applicant and the said Corps of Engineers, pursuant to 
the authorization in Public Law 14, 79th Congress, 1st Session, approved 
March 2, 1945. 


Pursuant to due notice, a public hearing was held in Washington, D.C., August 
27, 1959, respecting the matters involved in and the issues presented by the 
application. No petitions to intervene or protests to the granting of the appli- 
eation have been received. Staff Counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a deci- 
sion pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) United Gas- Pipe Line Company, a Delaware corporation, having its 
principal place of business in Shreveport, Louisiana, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of January 20, 1942, in Docket No. G—216 (3 FPC 3). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, as in- 
tegral parts of the Applicant’s existing pipeline system, and the construction 
and operation thereof by Applicant are subject to the requirements of Subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (e) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual op- 
eration by January 1, 1961. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Gas Pipe Line Company to construct and 
operate the facilities hereinbefore described, all as more fully described in the 
application and exhibits herein, for the transportation and sale of natural gas 
as therein set forth, subject to the jurisdiction of the Commission, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act by January 1, 1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


COMMUNITY PUBLIC SERVICE COMPANY, DOCKET NO. E-6891 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF PREFERRED STOCK 
(Issued September 9, 1959) 


By order issued August 28, 1959, 22 FPC 460, in the above-entitled matter, the 
Commission authorized Community Public Service Company (Applicant) to issue 
and sell at competitive bidding 30,000 shares of Cumulative Preferred Stock, 
Series A, par value $100 per share, subject to the provisions, among others, as set 
forth in Paragraph (B) of that order as follows: 

(B) The proposed issuance and sale of Preferred Stock at competitive 
bidding shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the 
requirements of Section 34.2(k)(3) of the Commission’s Regulations 
under the Federal Power Act relating to compliance with competitive 
bidding requirements, and Section 34.2(k)(4) of those Regulations 
relating to affiliation, and shall have either filed such amendments 
or shall have mailed them and advised the Commission by telephone 
and telegram, as contemplated by Section 34.9 of those Regulations. 

(ii) The Commission, by further order, shall have approved the price 
to be received by Applicant for the proposed issuance of Preferred 
Stock and the dividend rate thereon. 

Applicant, on September 9, 1959, filed an amendment, pursuant to the require- 
ments of the aforementioned Commission order, in which it states, among other 
things, that it proposes to accept, as representing the lowest annual cost of money 
to it, the bid of Kidder, Peabody & Co. and White, Weld & Co., to purchase the 
30.000 shares of the proposed issuance of Preferred Stock at the price of 
$100.22 per share, with a dividend rate of 5.72%. 


The Commission finds: 

(1) Applicant has satisfactorily complied with the requirements relative to 
the issuance and sale of Preferred Stock contained in Paragraph (B) of the 
Commission’s order issued August 28, 1959, in the above-entitled docket; and 
under the bid it proposes to accept for the purchase of the proposed issuance 
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of Preferred Stock, the price per share of Preferred Stock to be received by 
Applicant and the dividend rate to be paid thereon are reasonable. 

(2) The proposed issuance and sale of Preferred Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance of service by Applicant as a public utility 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price per share of Preferred Stock to be received by Applicant and 
the dividend rate to be paid thereon by Applicant under the bid referred to above 
are approved as reasonable. 

(B) The proposed issuance and sale of Preferred Stock referred to above, 
upon the terms and conditions, and for the purposes specified in the application, 
as supplemented by the amendment referred to above, are hereby authorized, 
subject only to the provisions of Paragraphs (A), (C), (D), and (E) of the 
Commission’s order issued August 28, 1959, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NORTHWESTERN PUBLIC SERVICE COMPANY, DOCKET NO. E-6894 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued September 9, 1959) 


Northwestern Public Service Company (Applicant), incorporated under the 
laws of the State of Delaware and doing business in the States of South Dakota 
and Nebraska, with its principal place of business at Huron, South Dakota, filed 
an application on August 10, 1959, as supplemented on August 17, 24 and 31, 1959, 
for an order, pursuant to Section 204 of the Federal Power Act, authorizing it 
to issue and sell $975,000, principal amount of First Mortgage Bonds, Series due 
1987, to be dated August 1, 1959, and to mature August 1, 1987. 

The Bonds will be issued under Applicant’s Trust Indenture, dated August 1, 
1940, between the Applicant and The Chase Manhattan Bank and Arthur F. 
Henning, as Trustees, as amended and supplemented by a new Supplemental In- 
denture dated August 1, 1959. 

Applicant proposes to sell the Bonds through A. C. Allyn & Company, of Chi- 
eago, for the price of 100% of their principal amount plus accrued interest 
thereon from August 1, 1959, to the closing date. The Bonds will bear an inter- 
est rate of 5.40%, and the Applicant’s cost of money (exclusive of issuance ex- 
penses) will be 5.40%. For its services as Applicant’s agent in the negotiation 
and sale of the proposed Bonds, A. C. Allyn & Co., Inc., will receive a fee of 
$4,875. 

The new Bonds will be subject to redemption at the option of the Applicant 
at 110% of principal amount thereof during the first five years. In the sixth 
year the redemption price will fall to 105.40% of principal amount, and the re- 
demption price will be gradually reduced each year thereafter until 100% of 
principal amount is reached at maturity. 

Applicant states that it plans to utilize the net proceeds to be received from 
the sale of the Bonds, along with other funds of the Company, for the payment 
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at par of a short-term bank note of $1,200,000 dated September 22, 1958, and 
due September 17, 1959. The note was issued by Applicant to The Chase Man- 
hattan Bank to pay for a portion of the Applicant’s 1958 construction work, its 
issuance having been authorized by this Commission in an order issued on Sep- 
tember 19, 1958 (Docket No. E-6838). 

Written notice of the application has been given to the Public Utilities Com- 
mission of South Dakota, to the State Railway Commission of Nebraska, and 
to the Governor of each of those States. Notice of the application was also pub- 
lished in the Federal Register on August 20, 1959 (24 F.R. 6793), stating that 
any person desiring to be heard or to make any protest with reference to the ap- 
plication should file a petition or protest on or before September 4, 1959. No 
protest or petition or request to be heard in opposition to the granting of the ap- 
plication has been received. 

By order entered September 4, 1959, the Nebraska State Railway Commission 
approved the proposed issuance of Bonds in the manner and for the purposes 
set forth in the recital above. 


The Commission finds: 


(1) Applicant, a corporation, organized and existing under the laws of the 
State of Delaware, owns and operates facilities, among others, for the transmis- 
sion of electric energy which is generated in North Dakota and consumed in 
South Dakota, all of which facilities are in addition to, and do not include facili- 
ties used for the generation of electric energy, facilities used in local distri- 
bution, or only for the transmission of electric energy in intrastate commerce, 
or facilities for the transmission of electric energy consumed wholly by the 
transmitter, and Applicant is, therefore, a public utility within the meaning 
of that term as used in Section 204 of the Federal Power Act. 

(2) The proposed issuance and sale of Bonds, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of Bonds is, 
therefore, not exempt by virtue of that Section from the requirements of Secticn 
204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant 
and A, C. Allyn & Co., Ine. The fees to be paid were fixed by arm’s-length bar- 
gaining and do not appear to be unreasonable. 

(5) Inasmuch as the proceeds to Applicant will be less than $1,000,000, the 
proposed issuance and sale of Bonds is exempt from the competitive bidding re- 
quirements of Section 34.1a of the Commission’s Regulations under the Federal 
Power Act by reason of Section 34.1a (a) (3) thereof. 

(6) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, as described above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented, are hereby authorized, subject to the provisions of this order. 
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(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 60 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


YADKIN, INC., PROJECT NO. 2197 
ORDER AMENDING LICENSE (MAJOR) 
(Issued September 9, 1959) 


Yadkin, Inc., licensee for major Project No. 2197—located on the lower stretch 
of the Yadkin-Pee Dee River in Stanly, Montgomery, Davidson and Rowan 
Counties, North Carolina—filed an application on April 27, 1959, for amendment 
of the license for the project to exclude therefrom Article 27 which requires the 
filing on May 1, 1959, of an application for amendment of the license to include 
therein the transmission line or lines to be constructed from the junction of the 
Tuckertown tap lines to Badin. 

During the Commission hearing on the application for license one of the 
Applicant’s witnesses testified in substance that a third transmission line would 
be needed between Tuckertown and Badin in addition to the two lines between 
High Rock and Badin which pass near the Tuckertown site. 

Applicant states that present studies indicate that the third line will not be 
necessary and, inasmuch as it does not believe the line will be needed, it does 
not propose to file the application for amendment of the license required by 
Article 27. 

A study by the Commission staff of the project and the nearby interconnected 
electric systems indicates that the Tuckertown-Badin transmission line will not 
be required for the presently anticipated operation of the project. 


The Commission finds: 

(1) The license, amended as hereinafter provided, will not alter any of the 
basic facts upon which the license was issued. 

(2) Public notice has been given of the filing of the application. 


The Commission orders: 


(A) The license for Project No. 2197—which was issued effective as of May 
1, 1958, 19 FPC 704, to Carolina Aluminum Company, now named Yadkin, Inc.—is 
amended to substitute the following language for that now appearing in Article 
27 of the license for the project: 

Article 27. The Commission reserves the right to determine at a later date 
what, if any, additional transmission facilities shall be included in the license as 
part of the project works. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act, and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE MANUFACTURERS LIGHT & HEAT COMPANY, DOCKET 
NO. G-18157 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDON MENT 


(Issued September 14, 1959) 


On March 25, 1959, supplemented on May 13, 1959, The Manufacturers Light 
& Heat Company (Applicant) filed in Docket No. G—18157 an application pur- 
suant to Section 7 of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing the installation and operation of seven portable com- 
pressor stations totaling 1,495 horsepower at certain locations in Washington, 
Fayette and Greene Counties in Pennsylvania, and in Wetzel County in West 
Virginia; and for permission to remove and dispose of seven old compressor 
stations totalling 4,727 horsepower at certain locations in Washington, Fayette, 
Westmoreland and Greene Counties in Pennsylvania, and in Marshall and Dodd- 
ridge Counties in West Virginia, all as more fully set forth in the application 
and the exhibits attached thereto, as supplemented. 

The estimated total cost of the proposed new facilities is $439,300. The esti- 
mated cost of retiring the facilities proposed to be abandoned is $26,000 with 
an estimated salvage value to be realized of $90,700, and a credit to fixed capital 
accounts of $610,780. The financing of the new installations and the retiring of 
existing facilities will come from the Applicant’s general funds, part of which 
will be derived from the 1959 general financing program with its parent com- 
pany, The Columbia Gas System, Inc. 

The project under this application will benefit Applicant’s system by enabling 
increased use of existing storage fields and increased recovery of gas from the 
affected producing fields attached to Applicant’s system. Also, operating and 
maintenance expenses are expected to be reduced by retiring unneeded and obso- 
lete units and relocating other units, thus increasing efficiency and decreasing 
the manpower required. 

No question of gas supply is involved as the changes in facilities will enable 
Applicant to better handle its presently available gas from the pooled supply 
of the Columbia Gas System. 

Temporary authority to construct and operate the new facilities proposed in 
this docket was granted to Applicant on June 16, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
September 8, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, The Manufacturers Light & Heat Company, a Pennsylvania 
corporation having its principal place of business in Pittsburgh, Pennsylvania, 
is a “natural-gas company” within the meaning of the Natural Gas Act, as 
heretofore found by the Commission in its order of April 5, 1944, in Docket No. 
G-—502 (4 FPC 562). 

(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application, as supplemented, herein, are used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and such abandonment is subject to the 
requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and approval therefor should be granted 
as hereinafter ordered. 

(4) The facilities proposed to be installed and operated, as hereinbefore de- 
scribed and as more fully described in the application, as supplemented, herein, 
will be used in the transportation and sale of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, and the said installation 
and operation thereof by Applicant are subject to the requirements of Subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The installation and operation of the facilities proposed by Applicant 
herein are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (e)(4) and (e) of Section 

57.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in paragraph 
(5) above and to the exercise of the rights granted thereunder, and that the 
time within which installation of the facilities authorized by this order should 
be completed and the said facilities placed in actual operation should be fixed 
at 8 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of facilities, as here- 
inbefore described and as more fully described in the application, as supple- 
mented, in this proceeding, is hereby granted to The Manufacturers Light & 
Heat Company. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing The Manufacturers Light & Heat Company to 
install and operate the facilities hereinbefore described and as more fully de- 
scribed in the application, as supplemented, in this proceeding, upon the terms 
and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (B) hereof and to the exercise of the rights granted thereunder. 
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(D) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
8 months from the date on which this order issues. 

(E) Applicant shall submit reports semi-annually, coinciding with the termi- 
nation of input and withdrawal cycles, showing the total volumes of natural 
gas injected and withdrawn from the Holbrook Storage Field, the shut-in pres- 
sure of each well corresponding to the volume of gas in the storage; and the 
average of such pressures; together with a statement by wells of the maximum 
daily injection and withdrawal rates experienced, and the wellhead working 
pressure of each well corresponding to such rates. There shall be included 
with each such report a map showing the shut-in pressures in all storage wells, 
the shut-in period, and similar pressures on all other wells in the area im- 
mediately adjacent to the storage field. Such reports shall be filed until Ap- 
plicant has completed two injection and withdrawal cycles when the wellhead 
shut-in storage pressure, after the injection cycle, has reached or has closely 
approximated a pressure of 975 psig. 

(F) A maximum average storage wellhead shut-in pressure of 975 psig shall 
not be exceeded without further authorization by this Commission. 

(G) Applicant shall advise the Commission of the date of abandonment of 
the facilities referred to in paragraph (A) hereof within 10 days of the date 
of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO, 2101 
ORDER APPROVING REVISED PROJECT EXHIBIT DRAWINGS 
(Issued September 14, 1959) 


On August 3, 1959, Sacramento Municipal Utility District, licensee for major 
Project No. 2101, filed for Commission approval revised Exhibit L drawings for 
the Camino tunnel extending from the forebay of the Camino dam located 
downstream from the Jaybird powerhouse to the Camino powerhouse. Project 
No. 2101 affects lands of the United States within Eldorado National Forest. 

The drawings show that the principal changes consist of the relocation of the 
upper portion of the tunnel due to moving the Camino dam site about 1100 feet 
downstream from its original location and increasing the size of the tunnel in 
order to pass a maximum flow of 1,200 cfs of water to the Camino powerhouse— 
a flow equal to that which is diverted through the Jaybird tunnel and power- 
house. 

The enlarged Jaybird tunnel was approved by Commission order issued Feb- 
ruary 27, 1959. 

Although invited to do so, the Secretary of Agriculture has not as yet re 
ported in connection with the revised exhibit drawings. However, an informal 
discussion between the Commission’s staff and a staff member of the Forest 
Service discloses that the Forest Service will offer no objection to approval 
of the revised Exhibit L drawings. 


The Commission finds: 


The following described Exhibit L drawings, superseding Exhibit L-6 (FPC 
No. 2101-12) now part of the license, conform to the Commission’s rules and 
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regulations and should be approved as part of the license for the project, and 
the exhibit described herein as superseded should be eliminated from the license: 

Exhibit L-49 (FPC No. 2101-91) entitled “Camino Tunnel, General Plan and 
Profile,’ and L-50 (FPC No. 2101-92) entitled “Camino Tunnel, Typical 
Sections.” 

The Commission orders: 

(A) The Exhibit L drawings described in the finding above as conforming 
to the Commissivu's rules and regulations are approved as part of the license 
for Project No. 2101 and the Exhibit L drawing described in the finding as 
being superseded is eliminated from the project. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE CALIFORNIA OREGON POWER COMPANY, PROJECT NO. 2082 


ORDER APPROVING REVISED EXHIBITS, FURTHER AMENDING THE LICENSE, AND. 
PRESCRIBING ANNUAL CHARGE 


(Issued September 15, 1959) 


On April 21, 1959, The California Oregon Power Company, licensee for Proj- 
ect No. 2082, filed application for Commission approval revised Exhibits J, K, 
L and M showing the project lands and boundary and “as built” project 
works. The project is located on the Klamath River, in the State of Oregon 
and affects revested Oregon and California Railroad lands and other lands 
of the United States. 

The effect of approval of revised Exhibit K, being Exhibits K-3 and K-4, 
will enable the Commission to fix the annual charges for the lands of the 
United States presently actually occupied by the project works, including trans- 
mission line right-of-way, and to reflect those charges in the license for the 
project. Exhibit K-38 shows the project boundary of the project transmission 
line extending from the licensee’s Lone Pine substation at Medford, Oregon 
to the Klamath Falls substation at Klamath Falls, Oregon. The line occupies 
a 100-foot wide right-of-way over lands of the United States for a distance of 
17.52 miles, of which 12.16 miles cross revested Oregon and California railroad 
lands and 5.36 miles cross other lands of the United States. Exhibit K-4 
shows that the project works of Project No. 2082, other than transmission 
line right-of-way, occupy a total of 228.32 acres of lands of the United States, 
of which 104.43 acres are Oregon and California lands and 123.89 acres are. 
other lands of the United States. 

The Assistant Chief of Civil Works, U.S. Corps of Engineers, Department 
of the Army, and an Assistant Secretary of the Interior have reported on the 
application and approval of the revised exhibits was given by the Corps of 
Engineers. 

On May 11, 1959, the licensee filed application for amendment of its license 
for the project to include therein as part of the project works a 66 KV tap 
line from the licensee’s Project No. 704 to the Big Bend switchyard of Project 
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No. 2082. The tap line is about %4 mile long and occupies 2.56 acres of vacant 
United States lands. The tap was constructed to furnish power to operators’ 
cottages and to furnish an auxiliary source of power to Big Bend plant of 
Project No. 2082. 


The Commission finds: 


(1) The license for Project No. 2082, further amended as hereinafter pro- 
vided will not alter any of the basic facts upon which the license was issued. 

(2) The amount of annual charges to be paid under the license for the pur- 
pose of recompensing the United States for the use, occupancy and enjoyment 
of its lands, including transmission line right-of-way, is reasonable as hereinafter 
fixed and specified. 

(3) The afore-mentioned 66 KV tap line is a project works within the 
definition contained in Section 3(12) of the Federal Power Act. 

(4) The following described revised exhibits conform to the Commission’s 
rules and regulations and should be approved as part of the license for the 
project as hereinafter provided and the exhibits described below as being 
superseded should be eliminated from the license as hereinafter provided: 

Erhibit J-4: (FPC No. 2082-46) General Map supplementing Exhibit J-1 
{FPC No. 2082-9) ; 

Exhibit K-3: Sheets Nos. 1 through 15 (FPC Nos. 2082-62 through -76) 
Detail Map of Transmission Line, superseding Exhibit K-3 (FPC Nos. 2082-29 
through -43) ; 

Exhibit K-4: Sheets Nos. 1 through 4 (FPC Nos. 2082-47 through -50; Access 
Road Location, and Sheets Nos. 5 through 9 (FPC Nos. 2082-51 through -—55) 
Topographic Map of Conduit, Forebay, Tunnel, Penstock, Powerhouse, Dam, 
Reservoir, Access Road, and Transmission Line Locations, superseding Exhibit 
K-1 (FPC Nos. 2082-11 through —15) ; 

Exhibit L-4: Sheet No. 1 (FPC No. 2082-56) Diversion Dam—Plan, Section, 
Details, and Fish Protection Arrangements, superseding Exhibits L-1 and L-3 
(FPC Nos. 2082-16 and -44); Sheet No. 2 (FPC No. 2082-57) Tunnel, Pen- 
stock, and Surge Tank Profile and Details, superseding Exhibit L-1 (FPC 
No. 2082-18) ; Sheet No. 3 (FPC No. 2082-58) Forebay, Spillway, Deer Escape, 
Flume Plan, Section & Details, superseding Exhibit L-3 (FPC No. 2082-45) ; 
Sheet No. 4 (FPC No. 2082-59) Powerhouse Plan and Section, superseding 
Exhibit L-1 (FPC No. 2082-17) ; Sheet No. 5 (FPC No. 2082-60) 14’-0’’ Dia. 
Pipe Line—Profile & Section, Pipe Line Outlet and Spillway—Plan and Sec- 
tion, Deer Escape and Equipment Ramp—Plan and Section; Sheet No. 6 
(FPC No. 2082-61) Diversion Dam Grouting Record; and 

Exhibit M-4: Three typewritten pages and a circuit diagram giving Revised 
General Description and Specifications of Equipment, Big Bend Development, 
filed in the Commission on April 21, 1959, superseding Exhibit M-—1 filed June 22, 
1956. 


The Commission orders: 


(A) The revised exhibits described in finding (4) above as conforming to 
the Commission’s rules and regulations are approved as part of the license for 
the project, and the exhibits described in the same finding as being superseded 
are eliminated from the license. 

(B) The license for Project No. 2082 is further amended as follows: 

PARAGRAPH I. Sub-paragraph (b) of finding (1) of the license, as amended 
by Commission order issued December 2, 1958, is further amended to read as 
follows: 
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(b) All project works consisting principally of a diversion dam about 692.6 
feet long at the previously designated Big Bend No. 1 dam site in the NW%4 
section 6, T. 40 S., R. 7 E., Willamette meridian, comprised of an earth- 
fill section about 70 feet high across the stream bed, a concrete gravity gate- 
controlled spillway section on the left abutment, a conduit intake section, a 
short concrete gravity abutment section, and a fish ladder section; a reservoir 
with normal water surface at elevation 3, 793 feet (U.S.G.S. datum) and extend- 
ing upstream about 3 miles to the tailwater of applicant’s proposed Keno Develop- 
ment; a conduit about 2% miles long, partly steel pipe, partly canal and partly 
flume, extending to a forebay; a forebay; a tunnel about 1,600 feet long; a 
surge tank; penstocks about 958 feet long; a powerhouse at the previously 
designated Big Bend No. 2 powerhouse site in the NW% section 13, T. 40 S., R. 
6 B., Willamette meridian, containing two turbines each rated at 56, 000 horse- 
power and driving a 40, 000-kilowatt generator and operating under a gross head 
of 466 feet; transformers; a 230-kilovolt transmission line (designated trans- 
mission line No. 59) 69.9 miles long linking the power plant with the Licensee’s 
Lone Pine substation at Medford, Oregon, on its western terminus and with 
the Licensee’s Klamath Falls substation at Klamath Falls, Oregon, on its eastern 
terminus; a 66 KV tap line from the Licensee’s Project No. 704 to the Big Bend 
switchyard of Project No. 2082; and appurtenant facilities; the location, nature 
and character of which project works are more specifically shown and described 
by the exhibits hereinbefore cited and by certain other exhibits which also formed 
part of the amended application for license and which are designated and 
described as follows: 

Ecrhibit L-4: Sheet No. 1 (FPC No. 2082-56) Diversion Dam—Plan, Section, 
Details, and Fish Protection Arrangements; Sheet No. 2 (FPC No. 2082-57) 
Tunnel, Penstock, and Surge Tank Profile and Details; Sheet No. 3 (FPC No. 
2082-58) Forebay, Spillway, Deer Escape, Flume Plan, Section & Details; Sheet 
No. 4 (FPC No. 2082-59) Powerhouse Plan and Section; Sheet No. 5 (FPC No. 
2082-60) 14’-0’’ Dia. Pipe Line—Profile & Section, Pipe Line Outlet and Spill- 
way—-Plan and Section, Deer Escape and Equipment Ramp—Plan and Section; 
Sheet 6 (FPC No. 2082-61) Diversion Dam Grouting Record; and 

Evhibit M-4: Three typewritten pages and a circuit diagram giving Revised 
General Description and Specifications of Equipment, Big Bend Development, 
filed in the Commission on April 21, 1959. 

PARAGRAPH II. Sub-paragraphs (b) and (c) of Article 35 of the license 
is amended to read as follows: 

(b) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, exclusive of those used for transmission line right- 
of-way, $456. 64; 

(c) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands used for transmission line right-of-way, $140.16. 

(C) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) of 
the Act, and failure to file such an application shall constitute acceptance of this 
amendment of license. In acknowledgment of the acceptance of this amendment 
of license, this instrument shall be signed for the licensee and returned to the 
Commission within 60 days from the date of issuance of this order. 

IN TESTIMONY of its agreement to the foregoing instrument, The California 
Oregon Power Company, this , 1959, has caused 
its corporate name to be signed hereto by is la Na ha al le 


President, and its corporate seal to be affixed hareto 
I oe in de cies eo noeae ; its Secretary, 
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pursuant to a resolution of its Board of Directors duly adopted on the 


, 1959, a certified copy of the record of which 
is attached hereto. 


THE CALIFORNIA OREGON PowER CoMPANY, 
DUD) ana-sreinsoapeinntisth nshiiaapcheneaaneiaeshetnncaianeienana ae 


President. 


Secretary. 
(Executed in quadruplicate.) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SUPERIOR WATER, LIGHT AND POWER COMPANY, DOCKET NO. 
E-6881 
SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 


(Issued September 16, 1959) 


By order issued June 3, 1959, 21 FPC 815, the Commission, pursuant to Section 
204 of the Federal Power Act, authorized Superior Water, Light and Power 
Company (Applicant) to issue unsecured, short-term Promissory Notes and a 
principal amount not in excess of $850,000 outstanding at any one time, upon 
terms and conditions set forth in that order, which include, among others, 
those set forth in Applicant’s application filed April 17, 1959, requesting such 


authorization. The Notes, for not more than an aggregate of $650,000 princi- 
pal amount payable to Mellon National Bank and Trust Company, Pittsburgh, 
Pennsylvania, and for not more than an aggregate of $200,000 payable to banks 
in the Cities of Superior, Wisconsin and Duluth, Minnesota, were to be issued 
on various dates prior to June 1, 1961, in various amounts, and to have maturity 
dates not later than one year from dates of issuance. The order, by its terms, 
provided that the Notes would be used principally for the construction of a 
propane-air gas plant, at an estimated cost of $273,000; the installation of 
11,300 feet of 12.75-inch main, with vaults, valves, regulators and miscellaneous 
equipment, at an estimated cost of $167,000; and the conversion of utilization 
equipment at 9,000 meter locations, at an estimated cost of $135,000. The total 
amount of these expenditures was estimated to be $575,000. 

On August 24, 1959, Applicant filed a supplemental application, requesting 
that the amount of the Notes authorized be increased from an aggregate amount 
not to exceed $850,000 to an amount not to exceed $2,050,000, outstanding at 
any one time, the authorized principal amount payable to Mellon National Bank 
and Trust Company being increased from an aggregate of $650,000 to an aggre- 
gate of $1,850,000. 

Applicant stated that its program for conversion to natural gas had been 
accelerated and that additional construction expenditures of approximately 
$1,200,000 were required for the twelve months period beginning September 1, 
1959, so that deliveries of natural gas from Northern Natural Gas Company to 
Applicant might begin in October, 1959. The additional expenditures will be 
required, principally, for the installation of an additional 56,750 feet of gas 
mains and for the conversion of the 25,000-kw steam electric generating station 
at Superior, Wisconsin. 
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Applicant does not request by its supplemental application any other changes 
in the authorizations heretofore granted in this matter. 

Written notice of the supplemental application has been given to the Public 
Service Commission of Wisconsin and the Minnesota Railroad and Warehouse 
Commission, and to the Governor of each of those States. Notice has also been 
given by publication in the Federal Register on August 29, 1959 (24 F.R. 7048), 
stating that any person desiring to be heard or to make any protest with refer- 
ence to the supplemental application should file a petition or protest on or before 
September 11, 1959, with the Federal Power Commission, Washington 25, D.C. 
No protest, petition, or request to be heard in opposition to the granting of such 
application has been received. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the pur- 
poses of the Act, that Paragraph (A) of the Commission’s order issued June 3, 
1959, be modified as hereinafter provided. 


The Commission orders: 


(A) Paragraph (A) of the Commission's order issued June 3, 1959, in the 
above-entitled docket is amended to read as follows: 

(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount not in excess of $2,050,000 outstanding at any one time, whether an 
original issue or a renewal Note, upon the terms and conditions and for the 
purposes set forth in the application, as supplemented, all as described above, 
is hereby authorized, subject to the provisions of this order. 

(B) All other terms and conditions, as set forth in Paragraphs (B), (C), and 
(D) of the aforesaid Commission order issued June 3, 1959, shall remain in full 
force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


GEORGIA POWER COMPANY, PROJECT NO. 2263 


ORDER ISSUING PRELIMINARY PERMIT 


(Issued September 17, 1959) 


Application was filed on April 23, 1959, and supplemented on May 11, 1959, by 
Georgia Power Company, of Atlanta, Georgia (Applicant), for a preliminary 
permit under the Federal Power Act (hereinafter referred to as the Act) for 
a period of 36 months for proposed Project No. 2263, to be located on the Coosa- 
wattee River in Murray and Gilmer Counties, Georgia, near Carters and Ellijay, 
Georgia, and affecting a proposed Government dam which has been recommended 
for construction by the U.S. Corps of Engineers, Department of the Army. 

According to the application, the preliminary permit is sought in order to 
make studies, in cooperation with the Corps of Engineers, to determine the 
feasibility of construction by Applicant of the power facilities in connection with 
the Corps’ proposed multiple-purpose dam and reservoir on the Coosawattee 
River at the Carters site. The proposed power facilities would consist of a 
20,000-foot tunnel and a powerhouse with an installation of 72,000 kilowatts in 
conventional units developing a head of 561 feet. 

Energy generated by the proposed power facilities would be transmitted to 
Applicant’s transmission system and distributed and sold for public utility 
purposes. 
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An Assistant Secretary of the Interior, in reporting on the application, stated 
that the proposed project would have some adverse effect on wildlife resources 
but would increase the fishery and recreational potential of the area affected. 
The Assistant Secretary recommended a special condition for inclusion in any 
permit issued to provide for cooperative planning during the period of the 
permit as hereinafter provided. 

The Assistant Chief of Civil Works, Corps of Engineers, in reporting on the 
application, stated that preliminary studies for developing the Carters site show 
a need for flood control and power; that both functions would be economically 
feasible in the multiple-purpose project by sharing in the costs of joint use 
facilities; and that further studies of alternative development in this reach of 
the Coosawattee River may be made before accepting any plan as being the best 
plan to utilize the resources of this reach of the river. We are including here 
inafter a special condition to provide for cooperation between Applicant and the 
District Engineer, Mobile, Alabama during the period of the permit. 

No construction is authorized under this preliminary permit. The permit 
gives the permittee, during the period of the permit, the right to priority of 
application for license while the permittee undertakes the necessary studies and 
examinations, including the preparation of maps and plans, in order to deter- 
mine the economic feasibility of the proposed project, the means of securing 
the necessary financial arrangements for construction, the market for the project 
power, and all other information necessary for inclusion in an application for 
license, should one be filed. 

One informal protest against the application was received from Georgia 
Electric Membership Corporation, of Millen, Georgia. The protestant states 
that through contracts between the Rural Electric Cooperatives comprising its 
membership, the Federal Government (through Southeastern Power Administra- 
tion) and Georgia Power Company, the rural consumer members of the coop- 
eratives within Georgia are receiving direct benefits from the generation and 
sale of hydro-electric power from multiple-purpose projects on the Savannah, 
Etowah and Chattahoochee Rivers at Clark Hill, Allatoona, Buford, and Jim 
Woodruff projects. Protestant states that the total purchase from these de 
velopments provides a supply of only a part of the total power needs of the 
cooperatives, and is therefore vitally interested and concerned with power pro- 
duction from any proposed future hydroelectric developments by the Federal 
Government in its area. 

On the other hand, an overwhelming number of letters and resolutions were 
received from civic organizations, individuals, and local government and State 
officials urging the issuance of a preliminary permit to Applicant for the pur- 
poses stated in the application therefor. 

While, as stated above, Applicant requested a 36-month permit, we consider 
a period of 24 months to be reasonable under present circumstances. 


The Commission finds: 


(1) Applicant is a corporation organized under the laws of the State of 
Georgia. 

(2) Public notice of the application has been given as required by the Act. 
Except for the one above-mentioned informal protest, no protests have been 
received. 

(3) The proposed project would be located at a Government dam and would 
utilize surplus water or water power from a Government dam. 

(4) No reason is apparent at this time for development of the proposed 
project by the United States. 
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The Commission orders: 


(A) This preliminary permit is issued to Georgia Power Company (herein- 
after referred to as the Permittee) for a period of 24 months, effective as of 
September 1, 1959, for the sole purpose of maintaining priority of application 
for a license for Project No. 2263 affecting a Government dam on the Coosawattee 
River in Murray and Gilmer Counties, Georgia, subject to the terms and con- 
ditions of the Federal Power Act, which is hereby incorporated by reference 
as a part of this permit, and subject to such rules and regulations as the Com- 
mission has issued or prescribed under the provisions of the Act. 

(B) This permit is also subject to the terms and conditions set forth in 
Form P-1, entitled ‘““‘Terms and Conditions of Preliminary Permit”, 16 FPC 1303, 
which terms and conditions (described as Articles 1 through 8) are attached 
hereto and made a part hereof; and subject to the following special conditions 
set forth herein as additional articles: 

Article 9. The Permittee shall submit at the close of each six months period 
from the effective date of the preliminary permit to the Commission’s Regional 
Engineer at Atlanta, Georgia having supervision over the project, or to such 
other officer as the Commission may designate, accurate statements of the work 
accomplished during the period and of the work contemplated under the permit 
for the ensuing period. 

Article 10. The Permittee shall cooperate with the United States Fish and 
Wildlife Service and the Georgia Game and Fish Commission in preparing plans 
for project construction and operations to assure that adequate provision is 
made for fish and wildlife and related recreational uses, with a view toward 
realizing optimum public benefits. 

Article 11. The Permittee shall cooperate with the District Engineer, U.S. 
Army Engineer District, Mobile, Alabama, during the period of the preliminary 


permit in developing plans for multiple-purpose use of the proposed project. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Act, and failure to file such an application shall constitute acceptance of this 
preliminary permit. In acknowledgment of the acceptance of this preliminary 
permit, it shall be signed for the Permittee and returned to the Commission 
within 60 days from the date of issuance of this order. 


THE MONTANA POWER COMPANY, PROJECT NO. 5 


ORDER ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued September 18, 1959) * 
Syllabus 


1. Commission increases annual compensation to be paid by Montana Power, 
under Section 10(e) of the Federal Power Act, since although no additional 
Indian land is used, the increase in plant capacity substantially affects the 
interests of the Indians. 

Joseph A. McElwain, Samuel B. Chase and John OC. Hauck for The Montana 

Power Company. 

John W. Cragun and Charles M. Goetz for The Confederated Salish and 

Kootenai Tribes of the Flathead Reservation, Montana. 

Leonard D. Eesley, John 8. Everett, Jr. and Joseph HE. Hayden for the Staff of 
the Federal Power Commission. 


*Initial decision appears on p. 504. Hearing reopened by order issued May 19, 1960. 
Order and opinion upon reopened hearing appear at 25 FPC 221 (January 30, 1961). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On May 14, 1959, the Presiding Examiner issued an initial decision in the 
above-entitled proceeding which would amend the license heretofore issued 
by the Commission to The Montana Power Company for the Company’s major 
Project No. 5, the Kerr Hydroelectric development located on the Flathead 
Indian Reservation on the Flathead River in Montana. The Examiner’s De- 
cision would authorize the Company to construct, install and maintain certain 
facilities additional to those previously authorized; and would increase the 
compensation which the Company must pay for its use of Flathead Indian 
lands in connection with the additional facilities by $50,000 annually. 

Exceptions to the Presiding Examiner’s Decision were filed on June 16, 1959, 
by interveners, the Confederated Salish and Kootenai Tribes of the Flathead 
Reservation, Montana and on June 18, 1959, by Applicant, the Montana Power 
Company. These exceptions fall into two groups. 

Consideration of the first group pertaining to evidence on record, and consist- 
ing of exceptions Nos. 4, 5 and 6 submitted by The Montana Power Company, 
reveals that addition of words of clarification and correction of certain quoted 
figures is in order. The following modifications to the Presiding Examiner’s 
Initial Decision are therefore appropriate: 

(1) On page 511, second last line, after the word “production” the following 
words are to be added “of 60,000,000 kwh per month,” and after the word “factor” 
the following words are to be deleted “and 60,000 horsepower installed.” In the 
last line of the same page the word “capacity” is to be deleted. 

(2) On page 518 at the end of the fourth paragraph after the word “indicated” 
the following words are to be added “for all three units.” 

(3) On page 520, in paragraph 5, line 3, after the word “attributable” the 
following words are to be added “to all three units with a maximum amount of 
about $15,000 attributable.” 

These modifications do not materially affect any finding or conclusion contained 
in the Presiding Examiner’s Initial Decision. 

All other exceptions fall into the second group and are argumentative in 
nature and disagree with specified findings and conclusions in the Presiding 
Examiner’s Initial Decision. Those findings and conclusions are all accom- 
panied by a review of evidence together with his reasoning on such evidence. 
A consideration of these exceptions and the arguments in their support does 
not reveal any basis for modification or rejection of any finding or conclusion 
in the Presiding Pxaminer’s Initial Decision. Any extensive reply to these ex- 
ceptions would only be a reiteration and elaboration of discussions and reason- 
ing already contained in the initial decision. 

The Montana Power Company also filed a motion of oral argument which was 
denied by an order issued July 16, 1959. 

Upon consideration of the entire record in this proceeding, including the 
evidence adduced, the briefs and exceptions filed, and the Presiding Examiner’s 
Initial Decision, as modified, we find that the said decision should be adopted as 
the decision of the Commission in this case and the exceptions thereto should be 
denied except as embodied in the modification. 


The Commission orders: 


(A) The Initial decision of the Presiding Examiner issued herein on May 14, 
1959, as modified, is hereby adopted and such decision shall become effective as 
the decision of the Commission as of the date of issuance of this order. 
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(B) The exceptions to the said decision by The Montana Power Company and 
the Confederated Salish and Kootenai Tribes of the Flathead Indian Reserva- 
tion, Montana, referred to above, are hereby denied, except as recognized in the 
modifications contained in this order. 

(C) The motion filed by The Montana Power Company on August 17, 1959, 
to reconsider our order of July 16, 1959 denying oral argument is hereby denied. 


DECISION 
UPON AN APPLICATION FOR AN AMENDMENT TO LICENSE 
(Issued May 14, 1959) 


MarsH, Presiding Examiner: This proceeding is upon the application filed 
by The Montana Power Company, (hereinafter sometimes called Applicant, Li- 
censee, or Company) licensee (by transfer) of major Project No. 5 on December 
8, 1951, for amendment of its license to authorize the construction, installation 
and maintenance of certain proposed facilities in addition to those previously 
authorized, constructed and operated. Pursuant to the Applicant’s request for 
authorization to proceed therewith, the Commission advised the Company that 
commencement of construction of the proposed additional facilities at the Appli- 
cant’s own risk prior to the issuance of an amendment to its license would not 
prejudice consideration by the Commission of the application for such amend- 
ment. Pursuant to such advice, the Applicant proceeded with such construction 
and on December 5, 1954, completed the construction and installation. The 
facilities involved became available for commercial operation in December 1954. 

License Project No. 5, known as the Kerr Hydroelectric Development, is lo- 
cated on the Flathead River and Flathead Lake near Polson in Flathead and 
Lake Counties, Montana. Before the construction here involved it consisted of 
an arch dam about 160 feet high, which with a draw down of 10 feet creates 
a reservoir in the river and the lake with usable storage capacity of about 1,217,- 
000 acre-feet; two penstocks, each about 800 feet long; a powerhouse with in- 
stalled capacity uf about 112,000 kilowatts (two units of 56,000 kilowatts each) 
operating under a gross head of about 190 feet; a step-up substation and asso- 
ciated transmission lines. The license for the original project, issued on May 
23, 1930 to Rocky Mountain Power Company (Rocky Mountain), then a con- 
trolled subsidiary of The Montana Power Company,’ was for a 50-year period. 
The first of the two generating units was placed in operation in May 1939 and 
the second in May 1949. 

Licensed Project No. 5 involves the occupation and use of certain lands of the 
Flathead Indian Reservation and the Flathead National Forest, and part of 
the lands within the project boundary are owned by the Confederated Salish 
and Kootenai tribes of the Flathead Reservation (hereinafter called Tribes or 
Indian Tribes). 

The Hungry Horse Project, to which reference will frequently hereinafter be 
made, is a reservoir and power plant built by the Bureau of Reclamation on the 
south fork of the Flathead River above Flathead Lake. The waters of the Hun- 
gry Horse Reservoir flow into and through Flathead Lake. Water stored at 
that reservoir is released at certain times of the year and this is additional 
flow over and above the normul flow of the river below that point. By meuns 


1The Montana Power Company was the source of Rocky Mountain’s financial resources 
and, until the transfer of the license to the former, the guarantor of the performance of 
the subsidiary’s contractual obligations. 
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of this project “peaks are pulled off and valleys are filled, to a certain extent, 
with a better flow regime.” 

In the application filed on December 3, 1951, authorization was sought (a) 
to construct a new intake upstream of, but separate from, the existing intake 
and of construction similar thereto, (b) to drive a new tunnel substantially 
identical with the existing tunnel and approximately 900 feet long, (c) to con- 
struct an extension to the powerhouse to be placed on the downstream side of 
the existing structure, the cross section and the floor plan arrangement of the 
extension to be substantially identical with that of Unit No. 2, (d) to install a 
third generating unit practically identical with the present units consisting of a 
78,500 horsepower Francis type water turbine, directly connected to a 56,000 
kilowatt 1.10 prime factor, 3 phase, 60 cycle, 13.800 volt, 112.2 rpm, umbrella 
type generator with design head of 189 feet and (e) install three 115 kilovolt 
single-phase, water-cooled transformers and associated apparatus. 

The installation and operation of the facilities described above would not 
occupy nor would it involve any lands other than those already occupied. 
Neither does the amended project comprehend a greater height of storage. In 
other words, there would be no change in the elevations of Flathead Lake 
between which the Licensee is presently authorized to regulate. 

On December 1, 1954 and on May 8, 1957, the Applicant and the Indian Tribes, 
respectively, requested that a hearing be held on the pending application. On May 
8, 1957, the Indian Tribes also filed a “petition for declaratory relief” in which 
they requested that the Commission order the Licensee to cease its operation of the 
newly constructed facilities pending consideration of the application herein and 
until the Licensee had obtained permission from the Secretary of the Interior and 
the Indian Tribes for operation of such facilities. 

On April 17, 1958, the Commission issued an order directing that a public hear- 
ing be held in the matters involved in the pending application for amendment of 
license, including a determination of increased annual charges, if any, due to the 
Indian Tribes, but denied the petition for declaratory relief. On May 12, 1958, 
Applicant filed a motion requesting that the Commission make a determination of 
the legal question here involved, namely, whether Applicant is entitled, under the 
provisions of the license initially issued herein and the records contained in the 
Commnission’s files, to install, maintain and operate the additional facilities 
without payment of any additional charges to the United States as compensation 
for the use in connection with the license of the Indian tribal lands lying within 
the project boundaries. 

Pursuant to the order of April 17, 1958, the matter came on for hearing with the 
undersigned hearing examiner presiding. Evidence was presented by the Appli- 
cant, the Indian Tribes and the Staff of the Commission. Thereafter briefs were 
filed by the several participants. 

There are two principal issues presented for determination. 

1. Whether, pursuant to its authority set out in Section 4(e) of the Federal 
Power Act, the Commission should authorize the additional construction and 
operation and, if so, 

2. What, if any, additional annual compensation should be paid by the Licensee 
to the Salish and Kootenai tribes of the Flathead Reservation because of the 
installation and operation of the additional facilities. 

With respect to the first of these issues there appears to be no real controversy. 

At the outset of the hearing it was stipulated and agreed by and between the 
Applicant, The Montana Power Company, the Intervener, Confederated Salish 
and Kootenai Tribes of the Flathead Reservation, Montana, and the Staff counsel 
for the Federal Power Commission that the following facts may be deemed proven 
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on behalf of the Applicant in support of its application to amend the license for 
Project No. 5 to include a third unit having a 56,000 kilowatt installed capacity : 

The Applicant, The Montana Power Company, is a corporation organized under 
the laws of the State of New Jersey and is qualified to do business in the States of 
Montana, Wyoming and Idaho. Applicant is the Licensee for Project No. 5. 

Installation of the third unit was financed in part from the proceeds of short- 
term bank loans and from funds in the Company’s treasury, which temporary 
financing was replaced by a part of the $18,000,000 of sinking fund debentures 
issued as of May 1, 1953. This refinancing was approved by order of the Federal 
Power Commission dated April 16, 1953, in Docket No. E-6486. Additional costs 
of installation of the third unit were financed from a portion of the proceeds re- 
ceived from $6,000,000 of first mortgage bonds due May 1, 1984, and 60,000 shares 
of preferred stock, $4.20 series, both issued on May 1, 1954, and approved by order 
of the Federal Power Commission on April 27, 1954, in Docket No. B-6557. 

The financial statement of The Montana Power Company for the year 1951 
shows a net income of $7,137,635.08, and a total utility plant value of $137,950,- 
900.09. The capital structure of the Company as of December 31, 1951, consisted 
of $39,188,000 of first mortgage bonds, 2% percent series, $12,000,000 in notes pay- 
able, $15,958,900 of preferred stock $6.00 series, and 2,481,665 shares of common 
stock having a book value of $31,000,000. The earned surplus was $8,703,380.59 
and thus the capital structure totalled $106,850,280.59. 

In the year 1951, as reported in Schedule 13 of FPC Form 12, the Company 
had a service area system peak load of 417,200 kilowatts and a load forecast, on 
the same basis, as follows: 


kilowatts 
Siete spinon aca age apa er ee hice ee 453, 300 
es Rat a eal a eal sigh a 470, 800 
Fee eee een noone en ee Sees wistoas 481, 600 
St ek oe itis crcoces nage ee bas esheets 485, 400 


The actual system peak load of The Montana Power Company, as shown by 
Schedule 13 of FPC Form No. 12 for the year 1952, was 447,800 kilowatts. For 
the year 1953, it was 441,100 kilowatts. For the year 1954, it was 448,200 kilo- 
watts. For the year 1955, it was 508,400 kilowatts. 

The net plant capability of the Company in 1951, as shown by Schedule 1 of 
FPC Form No. 12, was 483,300 kilowatts. The evidence discloses that at the time 
the third unit went into operation Applicant’s system peak load was very close 
to the system peak capability. 

As has been noted the application to amend the license to include the third unit 
was filed on December 3, 1951. The unit was placed in operation on December 
5,1954. The third unit construction does not modify the main dam. It is similar 
in scope to the other two units and does in no way alter the safety of the structure. 

It is not proposed in this proceeding that the existing dam be altered or added to. 

The application for the amendment to the license asserts that the proposed 
changes are necessary and desirable for the following reasons: (a) Due to the 
increased demand for power, the additional unit will be necessary for peaking 
purposes, (b) when Hungry Horse Dam” is in operation during critical water 
years, the additional unit will supply firm power. 

A witness for the Applicant who had been its Chief Engineer from 1913 to 1950 
and subsequently an engineering consultant thereto, testified that upon the 
basis of a study which he made in 1951, he reached the conclusion “that on ac- 
count of the additional storage water which would be made available at the 


* Supra p. 504. 
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project from the Hungry Horse project, an additional unit to utilize this addi- 
tional flow of water would be justified.” His reason for thinking so was that the 
project would cost less than $100 per kilowatt and he knew from his experience 
that plants costing that much had proved to be economically feasible. The de- 
mand which his studies revealed, could have been satisfied by purchasing power 
from other producers, but the dangers of higher rates which might have to be paid 
therefor due to the effects of inflation made the installation of the third unit at 
Kerr a more desirable means of supplying such demands. Since there was al- 
ready a dam, a plant and an operating crew at the Kerr site, it seemed an ideal 
place to put in an additional unit. It was expected to be a moderately less 
expensive way of furnishing additional power than constructing a completely 
new plant. 

The evidence shows that the original cost of the proposed construction and the 
investment in the facilities here involved was, on an incremental basis, $4,860,339. 
It shows also that the fixed charges for the year 1957, similarly on an incremental 
basis, amounted to $613,579. 

The Applicant adduced evidence to show that the average net investment, on an 
incremental basis, of the third unit for the three years (1955, 1956 and 1957) of 
actual operation was $4,673,022 and, exclusive of rental charges for Indian lands, 
the cost of service, also on an incremental basis, was $615,223. 

A comparison of Unit Nos. 1 and 2 with Unit No. 3 with respect to the data 
shown, is as follows: 


3 year average 


Units Nos. Units Nos. 1, 

















land 2 Unit No. 3 2 and 3— 
total 

WR Nis ck nitibtibecinnddkdecsbassbicenabe $10, 103, 908 $4, 673, 022 $14, 866, 930 
Cost of service, excluding rentals.................---.--------- $1, 624, 634 $615, 223 $2, 239, 857 
Daily MWH generated: 0 a aaa iti 
I I I nea onmneemntninieninion 743, 442.3 48, 182.7 791, 625.0 
NS GIT TG asks cards doc cncddetesncendad 197, 387.0 103, 484.3 300, 871.3 
iis diticnchinntiicdistinddiinddsccbictinbodiits 940, 829.3 151, 667.0 1, 092, 496. 3 

Cost per KWH produced—all sources: p 
Excluding $175,000 rentals..................-...-.-- mills__ 1.73 4. 06 2.05 
Including $175,000 rentals.....................--.-.. ye 1.91 4. 06 2.21 


Here it might be noted that there is no evidence that in connection with the 
determination as to whether the third unit might be added consideration was 
given to a steam plant as a reasonable alternative. It is clear from the record 
that the Kerr project site would not have been a desirable place to construct 
an alternative steam plant. In this connection a witness for the Tribes testified 
that while steam had some possibilities as an alternative, it was not generally 
feasible for the purpose. 

The evidence shows that while the third unit has a maximum capacity of 60,000 
kilowatts, due to the amount of water expected to be available for its operation, 
its average capacity is considered in the order of 18 to 20,000 kilowatts. Appli- 
cant’s witness testified that a steam plant, to be economical in operation in con- 
nection with a hydroelectric system, must operate at a high load factor. Con- 
sequently, the witness said, ‘The two are not comparable.” 

There was another site—the Cochrane site*—at Great Falls which the Com- 
pany could have developed at that time. The cost of that plant would have been 





3 Located on the Missouri River, between the Ryan and Rainbow projects of The 
Montana Power Company. 





OS FEDERAL POWER COMMISSION 


about ten and a half million dollars and it, too, would have had a peak capacity 
of 60,000 kilowatts. The witness said that if they had not constructed the third 
hydro unit, no additional facilities would have been installed at the Kerr site. 

The dependable capacity in The Montana Power Company’s system of Unit 
No. 3 of the Kerr plant and the dependable capacity of the Cochrane plant, the 
latter upon the assumption that this plant would operate in the system in lieu of 
Kerr Unit No. 3, was determined by a member of the Commission’s San Fran- 
cisco office staff, using the electric power loads of the Company’s system as re- 
ported in its power system statements filed with the Commission for the years 
1953 through 1957. In establishing the dependable capacity * of Unit No. 3 of 
the Kerr plant, this witness made certain assumptions in regard to the peak sys- 
tem supply, as follows: 

1. That adverse water conditions apply 1937-1938 of the 46-month critical pe- 
riod data supplied by the Company in connection with the Commission’s head- 
water benefit studies ; 

2. That only the net firm purchased power contracted for before the time Kerr 
Unit No. 3 became available is considered ; and 

3. That system power supply is on three different bases. 

These are: (a) including Kerr Dam with three units installed; (b) including 
Kerr plant with two units installed; (c) including Kerr plant with two units in- 
stalled and with Cochrane hydro plant assumed to replace Kerr Unit No. 3. As 
so determined the effective dependable capacity of the third unit was found by 
the Staff witness to be about 27,000, 38,000, 50,000 and 14,000 kilowatts for the 
years 1955, 1956, 1957 and 1958 respectively, and about 63,000 kilowatts for sub- 
sequent years. 

As a basis for information upon which there might be tested the economic 
feasibility of the third Kerr unit, Staff counsel offered evidence reflecting the 
estimated value of the power output from that unit based upon cost of power 
from an alternate steam electric source. For the purposes of this study the 
Staff witness estimated the cost of a 60,000 kilowatt steam-electric generating 
unit constructed during 1953 to 1954 for initial operation at the same time as 
the Kerr three unit at $140.00 per kilowatt. Assuming a unit capital cost of 
$140.00 per kilowatt, total fixed charges of $16.81 including cost of money at 6 
percent,® a Staff witness found an at-site total annual cost of $20.55 per kilowatt 
per year for dependable capacity, and 2.25 mills per kilowatt-hour for energy. 

A third Staff witness, for the purpose, among others, of indicating the eco- 
nomic feasibility of adding the third generating unit, made a comparison be- 
tween Cochrane Project No. 2188 and Kerr Unit No. 3 and found that, exclusive 
of headwater benefit payments and Indian rentals the latter unit was economi- 
cally feasible. The following table presented by this witness bears out that 
conclusion (Exh. 62, p. 2). 










Long range 
Annual Ratio of 















Annual Annual value less annual 
Unit cost Dependent] Average value of annual value to 
capacity annual power cost annual 

(KW) energy 





Rate 80: Prine dcesrccacnciane $548, 700 60, 000 
(iar sndeasiinilsadianeahalnteaniee 1, 049, 700 60, 000 












«Defined as “what the unit could be depended upon to produce in the poorest water year 
of record.” 

5A rate which the Staff’s evidence shows would afford the suppliers of equity funds a 
return of 10.04 percent on the basis of the Company’s capital structure on December 31, 
1951. 
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In order to get a true evaluation of the annual costs thus shown, it would 
be necessary to take into account the fact that the Cochrane Project is esti- 
mated to produce an average of 270 million kilowatt-hours per year whereas 
Unit No. 3 will produce an average of only 160 million kilowatt-hours per year. 
This study was not intended to indicate any market or sale value of the power 
from Kerr Unit No. 3 in the area, but is simply a standardized measure for 
judging the economic feasibility of the unit and, as has been indicated, does not 
take into account headwater benefits or Indian rentals. 

This witness further found that the third unit construction did not modify 
the main dam, was similar in scope to the other two units and did not alter the 
overall safety of the project structures. Weighing the conditions, he concluded 
that the construction of the third unit, exclusive of headwater benefits payments 
and Indian rentals, is economically feasible and except for these unknown costs, 
he recommended that the third unit and related works be approved and included 
in the amended license for Project No. 5. 

The additions are installed entirely on lands within the project boundary 
of Project No. 5 as previously established by the Federal Power Commission 
License and, as has been indicated, they will occupy no additional lands. 

By letter dated January 16, 1952, the Office of the Chief of Engineers, Depart- 
ment of the Army, informed the Commission that the plans of the structures 
proposed were satisfactory insofar as the interests of navigation were concerned, 
that the interests of navigation are protected by terms and conditions included 
in the existing license, and that additional terms and conditions are not, by 
reason of the proposed amendment, considered necessary. 

The Montana Fish and Game Commission, by letter dated February 27, 1952, 
advised the Commission that it had no objection to the installation of a third 
unit at Kerr Dam. 

In a letter dated May 2, 1952, the Secretary of the Interior recommended that 
the amendment to the license requested by The Montana Power Company be 
granted by the Commission. The Secretary stated “that the addition of a third 
generating unit at the Kerr Plant will make a helpful contribution toward re- 
lieving the power shortage of the Pacific northwest.” The Secretary went on to 
say, however that: 


The Kerr Project occupies Indian lands of the Flathead Reservation. The 
Montana Power Company now has an agreement with the Confederated 
Salish and Kootenai Tribes of the Flathead Reservation providing for 
compensation to the Indians by the Company for the use of these Indian 
lands. You have received a copy of a letter dated March 4 to the Area 
Director of the Bureau of Indian Affairs from the Confederated Tribes 
indicating that an agreement for fair and reasonable additional compen- 
sation should be a prerequisite to the granting of the license. It is our 
understanding that the Confederated Tribes and the Montana Power Com- 
pany have been negotiating on the terms of an amended agreement provid- 
ing such additional compensation. After the tribes have approved the 
proposal in accordance with the requirements of Section 10(e) of the Fed- 
eral Power Act, this Department will be glad to review the agreement with 
a view to assuring that the interests of the Indians are adequately protected. 


In a letter dated June 27, 1952, commenting upon the letter of the Secretary 
of the Interior above referred to, counsel for The Montana Power Company 
stated that: 


The only serious point of controversy which may exist is in regard to 
paragraph 3 on page 2 of the Secretary’s letter relating to additional 
compensation requested by the Confederated Salish and Kootenai Tribes 
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of the Flathead Reservation for the use of Indian lands. The present 
license fixes the rentals to be paid to the Indian tribes for the occupancy 
of tribal lands. The installation of a third generating unit does not con- 
template any increase in the reservoir storage capacity and no additional 
Indian lands will be occupied. It is our position therefore that the Indian 
tribes are not entitled to any additional rental because of the installation 
of a third generating unit. 


Commenting in turn upon the Company’s letter of June 27, 1952, the Acting 
Secretary of the Interior, in a letter dated November 14, 1952, said: 


The amount now being paid by the Licensee to the Indian Tribes bears 
little or no relation to the intrinsic value of the land. The rental is based 
wholly on the value of the land as a power site. The power value of the 
site is now to be increased by the installation of the third generating unit. 
It therefore appears to this Department equitable that there also be an 
increase in the rental paid to the Indians because of these increased power 
values. 

ob * cd * * ae * 


As indicated in our letter of May 2, it is our view that the Applicant 
and the Commission must negotiate with the Indian Tribes on the terms 
of the increase in compensation so as to reach an agreement in accordance 
with the terms of Section 10(e) of the Federal Power Act. This Depart- 
ment will provide technical assistance to the Indian Tribes during the nego- 
tiations, and we shall review the agreement reached with a view to making 
sure that the interests of the Indians are adequately protected. In any 
event, the matter is one for initial agreement among the Applicant and 
the Confederated Salish and Kootenai Tribes. 


It seems clear from the evidence so far considered that aside from Indian 
rentals and headwater benefits payments the installation and operation of the 
third Kerr unit is economically and engineeringly feasible; that the installa- 
tion and operation of such facilities are necessary and convenient for the 
development and utilization of the water resources which are made available 
to the Kerr project by reason of the operation of the Hungry Horse project; 
that the amendment to the license authorizing the installation and operation 
of the additional facilities will not interfere or be inconsistent with the purposes 
for which the Flathead Reservation was created or acquired. 

There remains for consideration the question as to what, if any, additional 
compensation should be paid the Indian Tribes because of the installation and 
operation of the facilities here involved. 

Counsel for the Company has firmly maintained since the application for the 
amendment of the license was filed that no additional annual charges are due 
for the use of Indian lands by reason of the addition of the third unit. On 
May 10, 1958, the Applicant filed with the Commission a motion requesting the 
determination, as a purely legal question, of the issue thus raised. That motion 
has not been acted upon. 

In order fairly to appraise the merits of the positions taken by Applicant and 
the Indian Tribes respectively, it is desirable to review the history of the 
project license. There were five power sites within the Flathead Reservation, 
and they were considered among the most important then undeveloped power 
sites in the United States. Among the reasons for this appraisal was the avail- 
ability for possible development of Hungry Horse Reservoir upon the headwaters 
of South Flathead River above Flathead Lake which, it was then recognized, 
would increase the potential capacity of all five sites by 50 percent. Project 
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No. 5 occupies Site No. 1, the uppermost of these five sites. Just prior to the 
issuance of the license for this project there were two applicants for such a 
license at this site. One was Rocky Mountain Power Company, a subsidiary 
of The Montana Power Company, and the other was Walter H. Wheeler. 

Supplemental to the provisions of the Federal Water Power Act (now the 
Federal Power Act), an act of Congress dated March 7, 1928 (45 Stat. 212-213), 
provided : 


That the Federal Power Commission is authorized in accordance with 
the Federal Water Power Act, and upon terms satisfactory to the Secretary 
of the Interior, to issue a permit or permits or a license or licenses for the 
use, for the development of power or power sites on the Flathead Reserva- 
tion and of water rights reserved or appropriated for the irrigation projects. 


Thus, it will be seen that in the case of the project here involved, Congress 
made the unique provision that the license shall be “upon terms satisfactory to 
the Secretary of the Interior.” 

The Flathead Power Development was the first important such project upon 
an Indian reservation in which power was the controlling factor. Prior to 
1927 there had been no large developments on Indian reservations and the ques- 
tion as to the value of the use of the property to the Indians had never been 
determined, although the Forest Service in the Department of Agriculture had 
issued a number of permits in which the rental rate was a dollar a horsepower 
of average development per year. 

Project No. 5 was, therefore, considered of great importance to the Indians in 
establishing principles of valuation for their lands and it was considered un- 
usually appropriate that special care be taken to develop the factors for regula- 
tion under the Federal Water Power Act and upon terms satisfactory to the 
Secretary of the Interior. Thus, an effort was made to prepare what might be 
considered a “model lease.” In this connection it was felt that there were here 
involved four interests to be taken into consideration, namely, (a) the interests 
of the Licensee, (b) the interests of the Indian Tribes, (c) the interests of 
that part of the public which formed the irrigation project and to which certain 
low rates for power had been promised by one of the two applicants, and (d) 
the interests of the general consuming public. 

The problem of the evaluation for this purpose of the Indian lands was given 
thorough consideration by the Staff of the Federal Power Commission, the 
Corps of Engineers of the War Department and the Indian Bureau. 

The Staff of the Commission found the appraisal of a water power site value 
a most complex engineering study under any circumstances and that when the 
project is for public utility purposes the difficulties are magnified. “This,” the 
Executive Secretary said, “is because no tangible basis for comparison is offered. 
Any advantage of one site over another may not be capitalized * * *” Under 
such circumstances it appeared to him “that the four primary factors which will 
probably operate to limit, but not necessarily fix,” the appraised value are the 
following: 

1. Cost of power at load centers from alternate sources. 

2. Present value of power at load centers. 

3. Possibility of marketing power site with some other agency. 

4. Value of lands for some other purpose than power development. 

The Secretary found that in this instance insofar as the Indian lands were 
concerned, any other purpose than water power need not be considered. The 
third factor also was considered of insignificant importance. The first two 
factors only were given weight. Assuming production at 75 percent of load 
factor and 60,000 horsepower installed capacity, he calculated the annual peak 
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load charge at $90,120.00 and the annual energy charge $331,200.00, a total of 
$421,320.00 a year. He expressed the thought that “the most specific basis for 
the charge will be a schedule which makes equitable division of revenue beyond 
costs between the Indians on the one hand and the public interests of the State 
on the other.” “Necessarily,” he went on to say, “such a schedule must in- 
corporate safeguards such as minimum charges, etc. which will protect the 
Indian interests, but at the same time encourage the company to make the 
largest practicable utilization of the available resources.” 

A similar calculation made by the Army Engineers based upon the difference 
between the cost of producing the power and the revenue expected therefrom, 
assuming a capacity developed of 110,000 horsepower, 82,500 kilowatts and 
722,700,000 kilowatt-hours resulted in a fixed annual charge of $125,000 and an 
annual energy charge of $247,700, a total of $372,700. 

Studies were made in the Federal Power Commission and the General Land 
Office which indicated that the Indians’ interest in the power development was 
46.5 percent and the non-Indian interests were 53.5 percent. However, the cal- 
culations relating to the economic rental value of the site assumed that 50 per- 
cent thereof belonged to the Flathead Indians as a tribe and the other 50 percent 
belonged to the general public of the State of Montana. 

Due to the several considerations there were quite lengthy negotiations be- 
tween the Office of Indian Affairs of the Department of the Interior and the 
representatives of the Applicant for the license. These negotiations preceded 
the Act of March 7, 1928 heretofore referred to. The Attorney in Chief of the 
Irrigation Division, Indian Bureau, the section most immediately concerned 
with this development (who testified on behalf of the Indian Tribes in this 
proceeding) came up with the idea that the rental payments should be 
$150,000.00 per year which he determined on the basis of one dollar per horse- 
power times the installed capacity. ‘The evidence is that this proposal was 
considered. 

In a memorandum to the Secretary of the Interior dated May 14, 1930, it was 
recognized by the Indian Bureau that there were “three methods by which In- 
dian rentals could be set up: (1) at a fixed rate per horsepower produced; (2) 
at a combination of fixed charges and an energy charge; and (3) at a flat rental 
basis, regardless of the amount of output.” The first method (arrived at on 
the basis of a rate per horsepower per year and estimated at a “spot” of pro- 
duction) had been proposed in the offers of the two applicants. Under this 
formula the Rocky Mountain proposal would have resulted in an annual rental 
(based upon an 85 percent utilization factor) of $68,000.00 and the proposal 
of the applicant Wheeler would have produced a rental (adjusted to the lim- 
itations on storage) of $106,875 per year. Calculations made by the Indian 
Bureau on a “spot” basis of 80,500 horsepower and attributing approximately 
one half of the difference between the cost and the proposed selling price— 
$2.21 per horsepower—to the Indian Tribes; produced a rental of $177,905 
per annum. The method here suggested represented a division between the 
Applicant and the Tribes of the benefits which would result from the opera- 
tions of the Kerr plant based upon a comparison of cost between the Kerr plant 
and all of The Montana Power Company’s other plants. 

The second method was one which had been suggested by the Staff of the 
Federal Power Commission, by the Army Engineers (when especially called 
upon by the Secretary of the Interior for an independent study) and by the 
Indian Bureau in one of its schedules. Discussing this method, the Com- 
missioner of the Indian Bureau, C. J. Rhoades, and the Assistant Com- 
missioner, J. Henry Scattergood, in the supplemental memorandum of May 14, 
1930, heretofore referred to said that: 
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* * * This plan results in a constantly diminishing cost per kilowatt-hour 
to the company and in a steadily rising rate of rental per horsepower to the 
Indians, and is in effect a profit-sharing arrangement and is the kind that 
is often used in contracts for wholesale power. 

The advantage in this plan is that in the higher brackets of power pro- 
duction, the Indians would be able to secure considerably greater rentals. 
The disadvantage is that in the lower brackets where the profit is insuffi- 
cient even for a fair return to the company, the Indians must either run 
the risk of little or no rental or they must be given a fair minimum rental. 
* * * Furthermore, a number of difficulties were encountered in all these 
profit-sharing plans in providing against any possibility of the use of the 
Flathead Plant for peaking purposes only or in dull times the giving to it 
of only a reduced proportion of the entire system load, and in general the 
avoiding of the temptation to starve this plant in order to reduce the In- 
dian rental. * * * Finally efforts on these lines were abandoned and a new 
approach was entered upon with the plan of a flat rental. 


The third method suggested was a flat rental basis which ignored the amount 
of the output of the proposed project. In that connection it was said in the 
memorandum of May 14, 1930 that: 


The third plan of a flat rental basis was finally agreed to on terms as set 
forth below. This plan of rental has the adyantages of (1) reducing all 
risks to the Indians and providing an assured, definite and uniform rental 
regardless of the amount of use of the plant by the licensee; (2) it avoids 
the difficulties of assuring to the Flathead plant its fair proportion of sys- 
tem load; (3) it avoids any inducement that Flathead be used for peaking 
purposes, or that it be starved unduly at high water periods when other 
plants of the system could carry an increased share of the load; (4) it 
avoids all problems arising from any form of partnership of the Indians 
with the licensee; and (5) it eliminates subjecting the Indians to the ups 
and downs of business and to industrial depressions, a feature which espe- 
cially exists in Montana where the electric demand is so largely industrial 
in character. * * * 


Thus, after extensive negotiations, in the course of which, a myriad of cal- 
culations were made and considered, an agreement was reached between Rocky 
Mountain Power Company and the Office of Indian Affairs on behalf of the 
Indian Tribes on a flat rental basis. In detail the agreement reached was as 
follows: 


The licensee shall pay into the United States Treasury as compensation for 
the use, in connection with this license, of the Flathead Indian tribal lands 
annual charges computed as follows: 

(1) A charge at the rate of $1,000 per calendar month, beginning with the 
month in which the license is issued and extending to and including the 
month in which the project is placed in commercial operation. For the 
purpose of the payments under this article, the beginning of commercial 
operation shall be considered as the time when one of the licensee’s generating 
units shall have been installed, tested, and demonstrated to be in suitable 
condition to produce electric energy for commercial purposes with a reason- 
able degree of reliability. 

(2) A charge at the rate of $5,000 per month, beginning with the calendar 
month next succeeding the date on which the project is placed in commercial 
operation and extending to the end of the calendar year in which such com- 
mercial operation shall commence. 
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(3) For each full calendar year from and after the 1st of January next 
following the date on which the first unit is placed in commercial operation, 
annual charges will be as follows : 


For the first two years 

For the third year 

For the fourth year 

For the fifth year 

For the next five years. 

For the next five years. 

For the next five years and/or until readjustment of the annual 
charges payable hereunder shall have been effected pursuant to the 
provisions of par. (D) of this article 30 


The agreement also provided that the annual charges payable under the license 
as set out above might be readjusted at the end of twenty years after the begin- 
ning of operations by mutual agreement between the Federal Power Commission 
and the Licensee with the approval of the Secretary of the Interior, such read- 
justment to be based upon the commercial value of the tribal lands involved for 
the most profitable purpose for which suitable, including power development. 

The memorandum of May 14, 1930, to which reference has been made, after 
noting that the Federal Power Commission had set a limit of 10 feet of storage in 
Flathead Lake went on to observe that if in the future the Commission should feel 
warranted in allowing a greater storage to be developed at this site it would be in 
order for an application to be filed for the amendment of the license. “Such a 
proceeding,” the memorandum recited, “will result in a corresponding increase of 
Indian rental based upon the increased earning power of site No.1. It is hoped 
that at least by the time the first readjustment of rental is made at the end of 
twenty years, it will be possible that this increase of storage will have been found 
feasible.” 

Commenting upon the plan of payments agreed upon it was said in an Interior 
Department press release of May 19, 1930 that: “The accepted plan gives a sure 
rental to the Indians rather than to involve them in a speculative enterprise, such 
as the bringing in of possible new industries into an area distant from normal 
markets.” 

In a letter dated May 24, 1930, to the Confederated Tribe of Flathead Indians 
transmitting a copy of the license for the project, the Assistant Commissioner of 
the Office of Indian Affairs explained that “* * * the rentals are on a flat basis, 
so that they will not be subject to the ups and downs of business or to business de- 
pressions. We believe this will be more satisfactory than a basis depending upon 
the use of the plant or upon a particular arrangement. The Indians will now 
always know what they are to receive and it is fixed and definite.” 

However, with reference to the possibility that more than 10 feet of storage 
might be safely developed, the Assistant Commissioner said that an amendment 
of the license “will have to be asked for by the licensee and, of course, that would 
mean more prime power capacity and an increased Indian rental.” 

The minutes of the Federal Power Commission’s 105th meeting, held on May 
19, 1930, at which the Commission authorized the issuance of the license to Rocky 
Mountain Power Company, recited that: 


The Office of Indian Affairs has negotiated with the authorized repre- 
sentatives of the Rocky Mountain Power Company as to rental for the use 
of Indian lands and other terms for the protection of the interests of the 
Flathead Indians, and has obtained annual lump-sum rentals and other pro- 
visions satisfactory to the Secretary of the Interior. The proposed rentals 
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have been studied carefully by the Executive Secretary and the Engineering 
Staff of the Commission, and they are of the opinion that such annual rentals 
for the use of the Indian tribal lands are reasonable and adequate based 
upon the commercial value thereof for the most profitable purpose for which 
suitable, including power development. 


At that meeting the Commission authorized “issuance of license for a period 
of fifty years subject to legal review under the direction of the Secretary of the 
Interior” and subject further to certain special conditions in such license set out 
including provision for the payment of annual charges “for the use in connection 
with this license” in, except for references, the identical words quoted above from 
the memorandum of May 14, 1930. 

The license when issued contained, among others, the following provision : 

Art. 41. With the written consent of the licensee, the Commission may by order 
made under its seal, and after the public notice required by section 6 of the act, 
modify, alter, enlarge, or omit, insofar as authorized by law, any one or more of 
the conditions or provisions of this license; provided, however, that any such 
change in the terms of this license that may affect the interests of the Flathead 
Indians shall also be subject to approval by the Secretary of the Interior. 

The license provided, too, that “subject to the provisions of Section 13 of the Act, 
the Licensee shall begin the construction of said project works within one year 
from the date of issuance hereof, [May 23, 1930] shall thereafter, in good faith 
and with due diligence, prosecute such construction, and shall within three years 
thereafter [by May 23, 1933] complete the installation of three units of not less 
than 150,000 horsepower aggregate capacity.” 

But, the Licensee did not, prior to May 23, 1983, complete the construction and 
installation authorized by the license. And, the Commission on October 8, 1934 
denied an application by Licensee for an extension of time for the completion 
thereof. On February 16, 1935, the Licensee applied “for extension of time to 
May 238, 1938, for completion of construction of the initial installation, but due 
to failure to obtain the approval of the Secretary of Interior required by the Act 
of May 7, 1928 (45 Stat. 212), said application was denied by the Commission on 
April 1, 1935, and the matter was referred to the Attorney General for appropriate 
action.” 

In a document executed by the power companies on June 17, 1936, and by the 
Indian Tribes on May 23, 1936, the latter consented to a proposed amendment to 
the license which would extend the date for the completion of the project. The 
Secretary of the Interior having been advised of the execution of such an agree- 
ment and the consent of the Indian Tribes thereto requested the Federal Power 
Commission to approve such proposed amendment. Thereafter, on July 17, 1936, 
the Commission issued Amendment No. 2 of the license for Project No. 5 Mon- 
tana. 

By Amendment No. 2, Paragraph (A) of Article 30 of the original license was 
amended to provide changes in payments for the use of Indian tribal lands as 
follows: 


* * * During the period from May 23, 1930, to January 1, 1955, and in ac- 
cordance with the following modified schedule of annual charges, the licensee 
shall pay as charges the sum due under the license as originally executed, to 
wit, $2,929,000 together with interest at the rate of 4 percent per annum on all 
payments deferred under this modified schedule, such interest amounting to 
an additional $168,800.00 * * * 


No change was made in the manner of determining rental payments or the 
amounts otherwise to be paid. 
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Study of this record fails to disclose any evidence that any consideration was 
given by any of those who engaged in making the calculations of a reasonable 
rental for Project No. 5 that the actual number of acres occupied and involved was 
of particular consequence in such determination. On the other hand, the evidence 
is convincing that those calculations were predicated basically and fundamentally 
upon the concept of an equitable division between the Licensee, the Indian Tribes 
and the public, of the benefits to be derived from the project. But, computations 
limited to that objective alone would have, in the higher brackets of power pro- 
duction, returned to the Indians a considerably greater rental than the amounts 
inserted in the license. The use of so direct a formula, however, permitted to 
remain in the Licensee power to reduce the return, under certain circumstances, 
materially lower. In order to avoid such potentially unsatisfactory consequences, 
it was finally decided to deviate from that specific formula and adopt, in lieu 
thereof, a flat rate rental based upon assumptions as to results which were con- 
sidered reasonable and acceptable by the Licensee and to the Secretary of the 
Interior, the Indian Tribes and the Federal Power Commission. 

It is important to note, however, that both the preliminary calculations and the 
flat rate finally decided upon were related specifically to the facilities which were 
to be installed pursuant to the license as then issued. The payments were to be 
made “as compensation for the use, in connection with this license,” of the Indian 
lands. Neither the Water Power Act nor the terms of the license left room for 
doubt that any change in or additions to the facilities authorized by the license 
eould only be effectuated by an amendment thereto procured in the usual manner. 
It was equally clear that any such change in or amendment to the license 
which would substantially affect the rights of the Indians could not be achieved 
without the authorization of the Commission and upon terms satisfactory to 
the Secretary of the Interior. Clearly, any change in or addition to the 
facilities authorization for which had been granted, such as an increase in the 
height of the dam, which would result in an increase in capacity over and above 
that of the facilities installed under the license as amended would result in 
increased capacity and production and would have entailed additional rental 
charges. 

While there is not involved in this proceeding the use of additional land, there 
is involved a change in the facilities which substantially affect the interests of 
the Indians by reason of the increase in plant capacity. 

In the light of the foregoing it is concluded that while the Indian Tribes have 
contributed nothing in addition to what they had already provided and the 
increase in capacity of Project No. 5 has been due entirely to elements other 
than those contributed by the Indians, the provisions of the license require that 
if Unit No. 3 is to be operated, the Indian Tribes are entitled to additional 
compensation. 

Having concluded that the rental charges determined and agreed upon between 
the Licensee and the Indian Tribes with the approval of the Secretary of the 
Interior when the license was issued (which determination and agreement has 
not been altered or amended by subsequent action of the parties or the Commis- 
sion) was arrived at on the basis of the specific facilities then to be installed and 
the water conditions which then existed, and since it is clear that conditions 
reflecting the flow of the stream have changed substantially because of the 
construction and installation of the Hungry Horse project, it becomes necessary 
to determine here the just and equitable adjustment required to be made in such 
rental charges because of such changed conditions. 

Testimony directed to the issue of what additional charges, if any, the Licensee 
should pay to the Indian Tribes because of the installation of the third unit 
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was adduced by each of those parties. A witness for the Indian Tribes, a civil 
engineer of long experience and presently in the employment of the Corps of 
Engineers, testified that compared to thermal power produced at public non- 
Federal steam plants (assuming 3% percent financing), the third unit produces 
net annual benefits of $368,000. Based upon calculations reflecting three Bonne- 
ville power rates, the witness found that “the proposed tangible rental for the 
third unit would range between $64,430 and $128,860 per year.” This witness 
concluded, on the basis of his study, that “the fair market rental value of the 
third unit installation, arrived at on the basis of that rental price upon which 
a willing seller and a willing buyer would agree, neither acting under compulsion, 
I find to be $90, 000 annually for the 5-year period under discussion.” 

Another witness for the Indian Tribes, a consulting engineer with a long and 
broad experience in the fields of civil and electrical engineering with some specific 
experience with regard to fixing Indian rentals in connection with hydroelectric 
projects, undertook, from an electrical engineering standpoint, to review the 
factors which might be a basis for determining the Indian rentals at Kerr Dam 
for the addition and operation of the third unit, on the assumption that further 
rentals are due. He undertook to evaluate the effect of the third unit operations 
as it might reflect on the reasonableness of such rental charges. In this connec- 
tion, the witness considered the comparative advantage of the third unit in- 
stallation over the generation of an equivalent amount of power by steam. He 
found that from the standpoint of comparative costs, while steam production 
had some possibilities, it was not generally feasible in large enough quantities. 

A method of computing Indian rentals, and one which this witness employed 
in negotiations “across-the-table”’ between the land owners and licensees for 
other similar sites including the “Pelton” site is known as the “‘Pelton formula.” 
This witness, upon consideration of the similarities and the differences between 
the projects, expressed the opinion that the Pelton and Kerr sites are comparable. 
Employing the Pelton formula, the witness found that for half the site, the 
rental for Kerr would be $189, 683 and for the whole site $379, 366. Deducting 
therefrom the $175,000 currently being paid for the two units, there would 
remain as chargeable for the third unit the amount of $204, 366. 

This witness applied still another formula for the determination of the appro- 
priate rental charges. This study was based upon a splitting of the payments 
for the two units presently in service between a capacity charge and an energy 
charge upon a 50-50 assumed basis. He made a study of the potentialities of 
the third unit based upon the water available for its operation in the critical 
year. By this means, the witness determined an average amount of energy 
which might, under those conditions, be produced by a third unit. That factor 
was developed by determining how much energy could be produced by all three 
units assuming that those units were limited to 75 percent load factor operations 
on a monthly basis. There was then subtracted the amounts which could be 
produced by the two initial units. 

As thus determined, and dividing the total by the capacity and energy on a 
50 percent basis, there was indicated an additional $43,750 as half of half of 
the payment under the license for a capacity charge. The component for energy 
was $27,724. Allowing for present charges for the two units of $175,000, the 
total rental for the third unit would amount to $71,474 a year. 

This witness expressed the opinion that under the circumstances assumed by 
the other witness for the Indian Tribes (referred to above) a fair rental for the 
third unit upon which a willing seller and a willing buyer might agree, neither 
acting under compulsion, would be $80,000. 
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A witness for the Applicant undertook calculations of average annual generat- 
ing costs of Project No. 5 compared to The Montana Power Company’s other 
plants similar to those made by the Indian Bureau. Without regard to any 
headwater benefit payments, the three-year average costs per kilowatt-hour 
produced, for the three years 1955, 1956 and 1957, were found to be as follows: 


3-year average 


Kerr Other 
plants 


Water from all sources: 
Before Indian rentals. 
After Indian rentals 
Without Hungry Horse water: 
Before Indian rentals. 
After Indian rentals 


Thus, there is shown a difference in favor of the Kerr project using Hungry 
Horse water, but before Indian rentals, of .34 mills. The total production with 
water from all sources was 1,092,496,300 kilowatt-hours. Assuming that the 
Indian Tribes are entitled to one-half of the saving, the application of .17 mills 
to the total generation would reflect a dollar value of Indian rentals exclusive 
of headwater benefit payments of $185,724. Deducting from the latter amount 
the annual rentals currently being paid of $175,000 per year, there is indicated 
an increase in rental charges of $10,724. 

This witness also made a calculation of the rental charges for the Kerr site 
which would be indicated by the application of the “Pelton formula” to the 
three units, but without allowance for headwater benefits. The application 
of the Pelton formula, using an installed capacity of the three units of 168,000 
kilowatts, name plate rating, and an average annual gross generation for the 
three years 1955, 1956 and 1957 of 1,092,496,300 kilowatt-hours, results in a 
capacity charge of $80,640.00, and an energy charge of $109,249.63, an aggregate 
amount of $189,889.63. Relating to that amount the $175,000 presently being 
paid, there would thus be indicated an additional rental of $14,889.63. 

The witness also undertook to apply the Pelton formula to the Kerr project 
separating Unit No. 3 from Unit Nos. 1 and 2. In this calculation he used an 
installed capacity of 168,000 kilowatts for the three units and an average annual 
gross generation of the three units for the years 1955, 1956 and 1957 of 
791,625,000 kilowatt-hours, using merely the natural flow and the natural storage 
capacity at the Kerr project. There is thus omitted any generation the pro- 
duction of which would have been caused by waters released by Hungry Horse 
Reservoir. Based on that hypothesis, the annual energy component was found 
to be $79,142.50 and the capacity component $80,640.00. The combination of 
these two figures indicates $159,802.50 as a total rental required had not Hungry 
Horse storage releases been available through the Kerr project in those years. 
This calculation thus indicates that on the basis of the Pelton formula the 
current payment of $175,000, related to Unit Nos. 1 and 2 only, exceeds by 
$15,197.50 the rental indicated. 

An engineer of some thirty years experience and who is presently the senior 
partner of a firm of independent consultants on hydroelectric matters also testi- 
fied for the Applicant with respect to the rental value of the Kerr site. Although 
by education a civil engineer, a great deal of the work of this witness has been 
in the hydroelectric field. At one time he was Acting District Engineer for the 
Portland District: which included the whole cf the State of Oregon, all of the 
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Columbia River above Pasco, Washington and all of the Snake River. Projects 
in the Portland District included Bonneville, McNary, The Dalles, John Day, 
Detroit and Lookout. This witness initiated the review of the 308 reports. 
Between April 1953 and August 1954 this witness was Undersecretary of the 
Department of Interior having responsibility for the Bureau of Indian Affairs, 
the Bureau of Reclamation, the Bonneville Power Authority, the Southeast 
Power Administration and the Southwest Power Authority. 

He employed two commonly accepted methods to determine the maximum 
value of a site such as Kerr for power development. What he thought was one 
of the best methods to accomplish that purpose is to compare the difference in 
cost of producing power at the site with the cost of obtaining power from other 
sources. 

For this purpose he compared the cost of power from the Kerr project with 
the cost from other hydro plants of The Montana Power Company system. As 
was indicated by the testimony of the earlier witness, the cost of the hydro- 
electric power generated by the three units at Kerr (exclusive of transmission 
costs, Indian rentals and upstream benefits) for the 3-year period, 1955 to 1957 
inclusive, was $2,239,820 per year for the production of 1,092,496.3 kilowatt- 
hours, or 2.0502 mills per kilowatt-hour. Power generated at Montana Power’s 
other hydroelectric projects cost 2.3873 mills per kilowatt-hour, a difference of 
.3371 mills per kilowatt-hour in favor of the Kerr plant. Applying this difference 
to the average annual generation at the Kerr plant produces a dollar advantage 
of $368,280 a year. If this amount were divided equally between the Indians 
and the public, as was done in the Indian Bureau’s early calculations, there 
would be indicated a rental of $184,140.00. This amount is, of course, only 
$9,140.00 more than the present rental. 

This witness also sponsored a comparison between the cost of power from an 
alternative source, namely, Bonneville, and that produced at the Kerr project. 
That alternative source of power was not available when the original license 
was issued. The Applicant has a contract for the purchase of 50,000 kilowatts 
at an 80 percent load factor delivered at Anaconda or at Kerr at a rate of 
$17.50 per kilowatt-year. The cost of generation at Kerr for the last three years 
was $17.96 per kilowatt-year. Thus, there would be no saving and no addi- 
tional rental on the basis of this comparison. 

A third study made by this witness assumed that the Applicant has the right 
to obtain all of the power it can from the two unit plants without additional 
rentals. During the 5-year period 1943-1947 inclusive, when there was only a 
single unit in the plant, the average monthly generation was 55,714 kilowatts. 
The second, an identical unit should, assuming an adequate supply of water 
produce just as much. The two units should thus produce 111,428 kilowatts. 
In the 3-year period 1955-1957 inclusive, there have been three units in the 
plant and there has been water available from the Hungry Horse project. Dur- 
ing that period the production has averaged 124,712 kilowatts a month, or 13,284 
kilowatts in excess of the production of two units. 

Reducing the rental charge to a unit basis and applying the resulting unit 
figure to the 13,284 kilowatt increase attributable to the third unit, there is in- 
dicated an additional rental due to the Indian tribes of $20,856.00. In this 
calculation the witness did not take into account extreme variations in stream 
flow nor did he take into consideration whether the load would regularly absorb 
the amount which could be generated. He made no breakdown between energy 
and capacity. He testified that in his opinion a 50-50 division would be erro- 
neous and that had he approached the problem on a two-part basis, he would 
not have assumed a breakdown of 50 percent to energy and 50 percent to capac- 
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ity. The Kerr project records for the last 66 months show an average monthly 
load factor of 72.1 percent, and the witness said that if he were using the two- 
part approach, he would have taken 72.1 percent of $175,000 as the proportion of 
the rental assignable to energy. Applying 72.1 percent to the annual rental of 
$175,000 results in $126,000 as the component of the total rental attributable to 
energy. The remainder, $49,000, is, of course, attributable to capacity. The unit 
cost per month for average generation would then be $1.13. Applying that fac- 
tor to the average monthly generation by the three-unit plant—124,712 kilo- 
watts—there is obtained a figure of $140,925 as the component of total rental 
attributable to energy. 

The maximum peak production of the two-unit plant occurred in July 1953 
and was 128,800 kilowatts. Dividing the cost attributable to capacity—$49,000— 
by the peak generation results in a unit of cost for the capacity component of 
38 cents per kilowatt. The three-unit peak occurred in July 1956 and was 
193,000 kilowatts. Applying to that the 38 cent unit value there is obtained 
a total capacity component for the three-unit plant of $73,340. The combined 
energy and capacity figure thus becomes $214,265, or $39,265 in excess of the 
present rental for the two-unit project. These figures similarly make no allow- 
ance for upstream benefits. 

Finally, this witness testified that he was unable to express an opinion as to 
the annual rental value of the Kerr site for three units because the cost to the 
Applicant of Hungry Horse storage has not yet been determined. 

No evidence was presented by the Staff for the avowed purpose of establishing 
whether the Indian Tribes are legally entitled to receive additional annual com- 
pensation because of the third Kerr unit. However, in its brief the Staff con- 
tends that the annual charges paid to the Interveners are confined to the use 
of the site as described in the license and that any other use “such as the en- 
largement of the project for the additional development of power” requires an 
additional license and that the Commission fix the charges for such use. As 
has already been indicated, with that contention this examiner agrees. 

The Staff takes the position that the reasonable alternative source of power 
to the third unit at the Kerr plant was the proposed Cochrane plant; that by 
constructing the third Kerr unit, in lieu of the Cochrane plant, Applicant “saved” 
the difference between the annual costs of the Cochrane plant and the third unit 
“adjusted by the value (herein based on cost of steam electric generation) of the 
amount of energy which the Cochrane plant would generate in excess of what the 
third Kerr unit would generate.” The net saving to the Applicant the Staff 
found to be $253,500 exclusive of headwater benefit payments or additional 
Indian rentals. Assuming that the Company is entitled to one-half of this savy- 
ing and recognizing that the Indian Tribes own only one-half of the power site, 
the savings to which the latter are entitled is thus found to be $63,375 a year. 

As has been seen, witnesses for the Indian Tribes and for the Applicant by 
applying the Pelton formula to the three-unit plant arrived at an amount of 
about $190,000 attributable to the third unit. The Staff, applying the same 
production and capacity charges to the single additional unit, arrived at an 
amount of $42,880. 

Applying what the Staff describes as the Scattergood Method, there would 
be indicated, the Staff asserts, a payment of $27,200. As compared with a 
figure arrived at by Applicant’s witness of $20,856 per year, the Staff found 
that by the use of the increased energy formula there would be indicated an 
additional charge of $28,211. 

While Applicant’s witness testified that the cost of generating power at the 
Kerr project, “even with the cost of upstream benefits neglected,” exceeds the 
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cost of Bonneville power, the Staff’s calculations indicate that the saving to 
Montana Power on such a basis would be $295,300 and thus the Indian Tribe 
would be entitled to $73,825 additional annual payments. The Staff concedes, 
however, that there is no showing that power from Bonneville in the desired 
amounts was or is available as an alternative to the third unit. 

The five methods of fixing appropriate additional charges discussed by the 
Staff result in payments ranging from $27,200 to $73,825, an average of $47,098. 
Since both the Indian Tribes and the Applicant advance the Pelton and the 
sharing of net benefits formulae as reasonable approaches, the Staff recom- 
mends a figure which is the rounded off average of the amounts which the Staff 
arrived at by the use of those two methods, namely $53,000. 

Upon consideration of the evidence presented, it is concluded that exclusive 
of payments for headwater benefits, if any, $50,000 per year is a fair and rea- 
sonable additional payment by the Licensee to the Indian Tribes because of 
the installation and operation of the third unit, and appurtenant facilities at 
Project No. 5, authorization for which is sought in this proceeding. 

Section 10(f) of the Federal Power Act provides “That whenever any licensee 
hereunder is directly benefited by the construction work of another licensee, 
a permittee or of the United States of a storage reservoir or other headwater 
improvement, the Commission shall require as a condition of the license that 
the licensee so benefited shall reimburse the owner of such reservoir or other 
improvements for such part of the annual charges for interest, maintenance, 
and depreciation thereon as the Commission may deem equitable. The pro- 
portion of such charges to be paid by any licensee shall be determined by the 
Commission * * *” The license issued in Project No. 5 contains such a condition. 

The evidence show that the Federal Power Commission has established a 
task force for the purpose of making a determination as to the headwater 
benefits and payments to be allocated to downstream projects because of the 
Hungry Horse project for the period beginning with 1950. Regular meetings 
of this task force have been held for the purpose of making progressively more 
detailed studies of the headwater benefit problem. During the course of these 
meetings, no less than 25 different proposals have been made as to the manner 
in which the allocation should be made. One such proposal as made by the 
Staff of this Commission, contemplated an annual charge against The Montana 
Power Company for Hungry Horse storage of $206,856. Subsequently, how- 
ever, the Staff has proposed a different formula. While a satisfactory formula 
for the establishment of headwater benefits has not yet been devised, the 
least sum of money which has been arrived at by the task force as a fair 
allotment of charges for Hungry Horse water at the Kerr plant is about 
$150,000, and as much as $536,000 has been suggested for the year 1956. 

It is clear that had any amounts been included in the cost of production 
from the third unit and the Kerr project for headwater benefits in the com- 
parison between such costs and the cost of power from alternative sources, 
the net benefits which have been here found available as the basis for addi- 
tional rental purposes would not have been so great as they were found to be. 
It is equally clear that if an amount of $150,000 were added to production 
costs at the Kerr plant no additional benefits could be said to accrue by 
reason of the use of Hungry Horse water. 

It is the position of the Licensee that these headwater benefit charges, 
whatever they may prove to be, must be considered when comparing the rela- 
tive value of power produced by the third unit at Kerr for the purpose of 
arriving at the net benefits to be derived from the later production facilities. 
Staff counsel contend, however, that the matter of headwater benefits is not 
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involved in this proceeding: that in determining the headwater benefit charges 
to Kerr the cost of power at that project will be taken into account and, 
therefore, need be given no consideration here. 

There is no evidence in this record upon which a finding could be made as 
to such headwater benefit charges and there is no basis for an inference as to 
what, if any, such charges may ultimately be determined as appropriate. Con- 
sequently, the conclusion reached herein with respect to additional Indian 
rentals fails to take into account any such additional charges. 


Additional Findings and Conclusions 


Upon consideration of the entire record herein, the evidence adduced and 
the briefs filed, it is found and concluded in addition to the findings and 
conclusions heretofore set out that: 

(1) Public notice of the filing of the application for amendment has been 
given. 

(2) The license further amended as hereinafter provided, will not interfere 
or be inconsistent with the purposes for which the Flathead Reservation was 
created or acquired and will not alter any of the basic facts upon which the 
license was issued. 

(3) No additional lands are required for the third generating unit and the 
project boundary is unaffected thereby. 

(4) The third Kerr generating unit construction does not modify the main 
dam, is similar in scope to the older two units, and it does not alter the 
overall safety of the project structures. 

(5) Applicant has submitted satisfactory evidence of its financial ability to 
construct the third Kerr generating unit structures and facilities. 

(6) The third Kerr generating unit is economically feasible. 

(7) The following described Exhibit L drawings and supplemental Exhibit 
M, filed as part of the application for amendment, conform to the Commis- 
sion’s rules and regulations and should be approved as part of the license as 
hereinafter provided : 





Number 
Exhibit L 


Company 


ND 8 ON Qheicntndudackutndetastnaceetackesd General plan. 
Sheet 2 of 5. 


Powerhouse plans. 
Lg ee ee eee Powerhouse cross 


section. 
Sheet 4 of 5 Switchyard. 


and the supplemental Exhibit M entitled “General Description of Plant and 
Equipment.” 

(8) Based upon the facts of record, the reasonable additional annual com- 
pensation due the Interveners for the additional use of the Tribal power site 
lands by the third Kerr generating unit is $50,000. 

(9) The date upon which the third Kerr unit became available for commer- 
cial operation, as defined in Article 30 of the license for Project No. 5 was 
December 1, 1954. 


ORDER 


Wherefore it is ordered, subject to review by the Commission on appeal, or 


review by the Commission on its own motion, as provided in its Rules of 
Practice and Procedure, that: 
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(A) The project exhibits described in finding (7) above are approved as 
part of the license for Project No. 5. 

(B) Subject to the approval of the Secretary of the Interior, the license is- 
sued to The Montana Power Company for Project No. 5 is further amended, 
effective as of January 1, 1952, as follows: 

PARAGRAPH I. Article 2 of the license is further amended to include: 

(i) The installation of a third generating unit consisting of a hydraulic tur- 
bine rated at 78,500 horsepower maximum capacity, with design head of 189 
feet, and generator rated at 56,000 kw located in a new addition to the present 
powerhouse a short distance downstream from the existing dam structure; 

(ii) The construction of a new intake upstream of, but separate from the 
existing intakes, and to be of similar construction ; 

(iii) The construction of a new tunnel substantially identical with the exist- 
ing tunnels and about 900 feet long; and 

(iv) The installation of three 18,666 kva, 13.2 to 115 kv single-phase, water- 
cooled transformers and associated apparatus. 

PARAGRAPH II. Article 30, paragraph (A) of the license is further amended 
to include therein the following subparagraph (4) under “Schedule of Annual 
Charges”: 

(4) In addition to the charges set forth above, the Licensee shall pay into 
the United States Treasury, as compensation for the use in connection with this 
license of the Flathead Indian lands by the third Kerr generating unit, an an- 
nual charge of $50,000 effective as of December 1, 1954. The additional annual 
charges from December 1, 1954 through December 31, 1958, shall be paid within 
31 days after this order becomes final, together with simple interest thereon at 
the rate of 4 percent per annum, beginning as follows: 


Amount of Beginning of. 
Period of annual charge annual charge interest period 


December 1954______-_-- shack ice decid Selene tome dh ania ae $4, 166.67 Feb. 1, 1955 
TR I acai iesk sae seas nk ainen ee aabhtan b dict aa hotel ca enn ate 50,000.00 Feb. 1, 1956 
Year 1956 50,000.00 Feb. 1, 1957 
RR ee ee ee Beat _.-- 50,000.00 Feb. 1, 1958 
Year 1958 50,000.00 Feb. 1, 1959 

(C) This amendment in the manner set out above will not operate to alter 
or amend the license for Project No. 5 in any other respect, and shall not in 
any way constitute a waiver of any other part, provision or condition of the 
license as heretofore amended. 

Epwarp B. MArsH, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-17485, G-17486 
AND G-17874; PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. G- 
17487 ; IRON RANGES NATURAL GAS COMPANY, DOCKET NO. G-—17626; 
EL PASO NATURAL GAS COMPANY, DOCKET NO. G-17854; PHILLIPS 
PETROLEUM COMPANY, DOCKET NO. G-18113 


ORDER DENYING APPLICATION FOR REHEARING, DENYING IN PART MOTION FOR RE- 
CONSIDERATION, AND MODIFYING ORDER GRANTING CERTIFICATES 


(Issued September 18, 1959) 


On August 28, 1959, a joint application for rehearing was filed by Council 
Bluffs Gas Company, Metropolitan Utilities District of Omaha and Minneapolis 
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Gas Company with respect to our Opinion No. 324 and order of July 31, 1959, 
22 FPC 164, among other things issuing a certificate of public convenience and 
necessity to Northern Natural Gas Company to serve communities in six differ- 
ent states in the Midwest. On the same date Northwestern Public Service 
Company filed a motion for reconsideration, modification and amendment of our 
opinion and order. 

In our Opinion No. 324 we granted the certificate to Northern only on 
condition that where its third year branch line estimated sales would not 
produce sufficient revenues to meet third year estimated branch line service 
costs, measuring station service costs, and the “out-of-pocket” cost of gas, the 
distributor serving the branch line would make a capital contribution to the cost 
of the measuring station, and if necessary, the branch line. We also determined 
rates for Northern’s proposed Zones B and C, granted a certificate to the Iron 
Ranges Natural Gas Company, conditioned in a manner not relevant here, and 
issued certain other certificates and permissions to abandon service relating to 
Northern’s gas supply, a matter with which the present filings are not concerned. 

The joint application largely represents an attempt to show that the contri- 
butions required of distributors proposed to be served by Northern do not 
sufficiently meet the revenue deficiencies which Northern would incur. On the 
other hand Northwestern’s motion would have it that the contributions re- 
quired are too great for reasons set forth in the motion. We may now turn to 
the contentions made in each of these documents, which, in effect, contradict 
each other. 

The joint applicants claim that the contributions required will not meet the 
third year service costs of the branch lines and measuring stations involved, 
represent only a minor reduction in Northern’s revenue deficiencies and provide 
nothing towards main-line incremental costs. They assert that the branch-line 
costs employed in the opinion did not include an amount for interest and over- 
heads, and used ad valorem taxes that were not up to date (by a fraction of a 
percent). They contend further that under the Commission’s formula for de- 
termining the capital contribution to be made by distributors to the measuring 
station costs certain costs will not be recouped. What applicants have failed 
to do is to appraise fully the problems facing the Commission or the principles 
of regulation involved. Large numbers of communities were before the Com- 
mission attempting to obtain gas service. Some of them had been before us a 
number of times in the past. And Northern had applied for permission to 
service these communities. Clearly it is necessary that Northern’s financial in- 
tegrity be maintained, so that we would not be justified in permitting service that 
would endanger this financial integrity or throw an undue burden, that would 
ultimately be evinced by higher rates, on communities already served. On the 
other hand, there is no requirement that each service rendered by a given utility 
must produce revenues equivalent to the revenues derived from each other serv- 
ice. In practice, of course, while a utility is entitled to earn a reasonable return 
on its overall investment, certain service will be rendered at less than revenues 
derived from certain other services where revenues are greater. 

On the present record it appeared that the estimated revenues of many of the 
proposed branch lines would not fully meet the costs of the branch or the 
measuring stations and, of course, not any of the main-line costs. Yet the 
communities on them were anxious for gas service and Northern was willing 
to serve them. To ameliorate in some degree the pronounced revenue deficien- 
cies a new method was employed of requiring as a condition of the certificate 
granted to Northern that capital contributions be made for that portion of the 
branch lines and metering stations unsupported by revenues. In view of the 
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fact that the record showed that some of the branch lines proposed to be served 
would produce revenues greater than the cost of service, it was not held neces- 
sary that the less favorable branch lines return full revenues for service, in- 
cluding main-line costs. Therefore, utilizing Northern’s presentation of branch- 
line costs and estimating that revenues should equal 20 percent of the initial cost 
of the measuring stations, we required that the revenue deficient branch lines 
make contributions to the cost of construction of the measuring stations or the 
branch lines, or both, where necessary. It is true that we stated that upon 
the basis of these contributions the revenues from each of the proposed branch 
lines would be sufficient to cover the branch-line costs and the measuring-station 
eosts. This was obviously an approximation only, and, in view of the many 
yariables introduced in considering market and revenue estimates for a pro- 
jected period of three years any test of feasibility by its very nature, can be 
nothing more than an approximation. In any case, we do not hesitate to find 
that the contributions contemplated by our Opinion No. 324 will represent a 
reasonable amelioration of revenue deficiencies and, taken with the expected 
revenues will enable us to avoid denying service completely to the revenue 
deficient communities. 

Coming more specifically to the contentions made by the joint applicants, 
because of the considerations explained above we find no reason to change our 
order to take into account additional branch-line costs pointed out by applicants. 
With respect to measuring-station costs we required a capital contribution to 
the cost of the measuring stations in the same proportion that the third year 
revenues failed to equal the 20 percent of the initial cost. The joint applicants 
imply that the capital contribution would eliminate measuring-station costs ap- 
plicable to the contribution to the extent of return 6.5 percent. Federal income 
taxes 4.44 percent and State income taxes 0.18 percent, or 11.12 percent in all. 
They have obviously left out depreciation, for that part of the measuring sta- 
tion represented by the contributions would not be a part of Northern’s rate 
base and would not be subject to depreciation in computing just and reasonable 
rates for Northern. Furthermore, they have erroneously assumed that the 
balance of the 20 percent represents a revenue deficiency that will not be met 
by the capital contributions. The Commission, while it intended to include in 
the 20 percent an allowance for the small item of operating expenses, employed 
the 20 percent figure as a liberal estimate, so that the contributions made, would 
approximately eliminate Northern’s annual metering station service costs ap- 
plicable to the capital contributions. 

With respect to main-line costs we are of the opinion that under the circum- 
stances of this proceeding it was not necessary or desirable to exclude a branch 
line that did not meet main-line costs or to require a contribution to meet main- 
line costs. The joint applicants contend that we ignored incremental main-line 
costs amounting to $59,202,480 or 52 percent of the total construction costs. 
This amount is obviously not the incremental main-line cost of any particular 
branch line, however the amount is derived. The record does not show in- 
cremental main-line costs resulting from each branch line. In most cases such 
incremental costs would be indeterminable or could not be assigned to particu- 
lar branch lines, for Northern would not necessarily alter the plans for its 
main line depending on whether a given branch line did or did not take gas. 
We think therefore that joint applicant’s argument as to incremental main- 
line costs is fallacious. As we explained in Opinion No. 324 failure of a given 
branch line to meet any main-line costs would not cast any burden on present 
customers particularly where many of the new branch lines would contribute to 
such costs. 


556-711—64_—_36 
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In one further respect the joint applicants object to our computations of 
branch-line feasibility. They contend that we should not have based our con- 
clusions on annual volumes rather than on contract demand. What we did was 
to determine the net revenue available, after meeting the cost of gas and branch- 
line costs, for application to metering-station costs and main-line costs. This 
computation determined whether a branch-line distributor would have to make 
a capital contribution to Northern. The results of this computation are depend- 
ent solely upon the revenues received and the cost of service. 

The joint applicants object to our method of computation of initial rates for 
Northern’s new Zones B and C, which we based on a computation of Zones 
1, 2 and 38 rates, retaining an historical shift or “tilt” of costs from the 
commodity to the demand component. The joint applicants prefer the greater 
“tilt” that Northern has included in the rates in its pending applications in 
Docket Nos. G-12153 and G-15335. Since joint applicants are not served under 
the Zone B and C rates, their objection is not proper here. In any case, of 
course, we are not here determining the proper level or the “tilt” that should be 
employed for the Zones 1, 2 and 3 rates in the pending proceedings, but we 
shall reserve that consideration for determination in the pending rate cases. 

Coming now to the contentions of Northwestern which oppose the application 
of the Commission’s contributions formula in its present form, the first objection 
is that the formula is not supported by any presentation on the record, and that 
Northwestern should be given opportunity to present its view as to the propriety 
of the formula in order to obviate a possible denial of due process citing Ohio 
Bell Telephone Co. v. P.U.C., 301 U.S. 292, 300. The Bell case held the Commission 
there involved had denied a fair hearing in ordering a refund on the basis of 
concealed evidence. To quote Market Street R. Co. v. Comm’n., 324 U.S. 548, 560, 
which distinguishes the Bell case. ‘Nothing of that kind occurred in this case. 
The basis for a judgment is here in the record.” The Commission, in this case, 
was entitled to evolve its own solution for the problems presented by the record, 
and it did so here upon the basis of evidence before it. 

Northwestern contends that the formula should have been based on fifth 
year revenues rather than third year revenues or alternatively that provision 
should have been made for a refund by Northern to the distribution companies 
on the basis of net revenues at the end of the fifth year. As noted in our Opinion 
No. 324, we think the fifth year is too remote as a basis of branch-line feasibility 
in view of the necessity of avoiding an undue burden on existing customers. 
Contrary to Northwestern’s further contentions in this connection we did not 
use fifth year costs with third year revenues, and it is not true that Northern 
will receive a windfall by earning a return on the amounts contributed by the 
distributors, for contributions in aid of construction would not be included by 
us in the rate base. As to a later refund by Northern we see no justification for 
prolonging this rather complicated procedure, since the contributions are in any 
case approximate and plainly fall short of covering the entire cost of service, 
as noted above, including main-line costs. 

Northwestern contends that the Commission employed a 6% percent return to 
compute branch-line costs while it used 6 percent to determine proper rates for 
Northern’s new Zones B and C. This approach, it is argued, leads to an inequi- 
table result. Northwestern is mistaken. In determining branch-line feasibility 
the Commission employed 614 percent both for revenues and for costs as the evi- 
dence in the record was on this basis. Since both revenues and costs were com- 
pared on the same basis, no invalidity was inherent in the Commission’s method. 
although it used 6 percent for another purpose. 
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Northwestern requests that in lieu of making a contribution to Northern, the 
distribution companies at their election should be permitted to construct that 
portion of the facilities from Northern’s main line as will equal the amount of 
any contribution required. In support of this request Northwestern points out 
that a contribution would not be included in its rate base, while if it owned the 
branch line or part of it, it would enlarge its rate base on which it would be 
permitted to earn a return. We will grant this request, which we assume does 
not apply to the measuring stations. 

Northwestern further requests that the distributors be permitted to make their 
contributions at the commencement of construction rather than within three 
months of our order, as we have required, providing that they make a firm com- 
mitment to make a contribution or to construct the facilities themselves within 
the three months specified. This appears to be a reasonable request, and we 
shall amend our order accordingly. 


The Commission further finds: 


The assignments of error and grounds for rehearing contained in the joint 
application for rehearing filed by Council Bluffs Gas Company, Metropolitan 
Utilities District of Omaha, and Minneapolis Gas Company and in the motion for 
reconsideration filed by Northwestern Public Service company set forth no new 
facts or principles of law which were not fully considered by the Commission 
when it adopted its Opinion No. 324 issued July 31, 1959, or which having now 
been considered warrant any change or modification of said opinion except as 
provided below. 


The Commission orders: 


(A) The joint application for rehearing and the motion referred to above are 
hereby denied except to the extent specified below. 

(B) Paragraphs D (ii) and (iii) of our order issued July 31, 1959, shall be 
amended to read as follows: 

(ii) Northern shall serve the communities listed in Appendix B if the distrib- 
utor serving the communities on the branch line involved, within three months 
of the date of issuance of this order, undertakes in writing to make a contribu- 
tion to the construction of the measuring stations on such branch line in the 
same proportion that estimated third year net revenues from the branch line 
fall short of 20 percent of the estimated initial costs of the measuring stations 
on the branch line. Such contribution shall be paid to Northern at the com- 
mencement of construction of the branch line involved. 

(iii) Northern shall serve the communities listed in Appendix C if the dis- 
tributor serving the communities on the branch line involved, within three 
months of the date of issuance of this order, enters into a firm contract in writ- 
ing to make a contribution to the cost of the construction of the branch line in 
the same proportion that estimated third year net revenues from the branch 
line fall short of the estimated annual costs of the branch line, and to make a 
contribution to cover the entire estimated initial costs of the measuring stations 
on the branch line. Such contribution shall be paid to Northern at the com- 
mencement of construction of the branch line involved. As an alternative and at 
its option, the distributor may within three months of the date of issuance of 
this order enter into a firm contract to construct and maintain that portion of 
the branch line which represents the proportion that its annual revenues fall 
short of the estimated annual costs. 
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PHILLIPS PETROLEUM COMPANY, DOCKET NO. G-17897; PAN AMER- 
ICAN PETROLEUM CORP., DOCKET NO. G-17898; LONE STAR GAS CoO., 
DOCKET NO. G—17900; ANDERSON-PRICHARD OIL CORP., DOCKET 
NO. G-17918; THE BRITISH-AMERICAN OIL PRODUCING CO., DOCKET 
NO. G-17965; MACK OIL CO., DOCKET NO. G-18002; THE OHIO OIL 
CO., DOCKET NO. G-18003; GULF OIL CORP., DOCKET NO. G-—18004; 
NORVILLE OIL CO., INC., DOCKET NO. G-18005; REPUBLIC NATURAL 

GAS CO., DOCKET NO. G-18008; EASON OIL CO., DOCKET NO. G-—18034 


ORDER ADOPTING PRESIDING EXAMINER'S {NITIAL DECISION 
(Issued September 18, 1959) * 
Syllabus 


1. Commission approves proposed initial producer price, because of higher 
cost resulting from greater depth of producing formation. P. 529. 


2. Commission issues certificates of public convenience and necessity under 


section 7 of the Natural Gas Act to applicants. 

Harry D. Turner, H. K. Hudson, Kenneth Heady, James G. Williams, UJr., 
Charles E. McGee and Francis H. Caskin for Phillips Petroleum Company. 

Clifford O. Stone, Jr., Joe P. Hammond and William J. Grove for Pan American 
Petroleum Corporation. 

Warren J. Collins, Roy E. Pitts, John W. Scott and Louis L. DaPra for Lone 
Star Gas Company. 

Charles F. White and C. T. McClure for Anderson-Prichard Oil Corporation. 

Bernard A. Foster, Jr., Mayo E. McKeowan and Donald Prentice for The 
British-American Oil Producing Company. 

C. D. Cund for Mack Oil Company and Norville Oil Company, Inc. 

James D. Parriott and Robert M. Vaughan for The Ohio Oil Company. 

Stewart W. Mark and Merle E. Minks for Gulf Oil Corporation. 

Homer J. Penn, Edward Burling, Jr. and Jerome Ackerman for Republic 
Natural Gas Company. 

Robert J. Emery for Eason Oil Company. 

Robert L. Russell and Lloyd EH. Dietrich for the Staff of the Federal Power 
Commission, 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

These proceedings arose under Section 7 of the Natural Gas Act upon applica- 
tions by Lone Star Gas Company (Lone Star) and ten independent producers 
for authority to purchase and sell natural gas into interstate commerce from 
the Knox Field, Grady County, Oklahoma. By his initial decision issued July 17, 
1959, the presiding examiner granted the certificates sought by the applicants 
and the proceedings are now before us on exceptions to the examiner’s decision 
filed by Commission staff counsel. 

Lone Star and the ten independent producers entered into separate contracts 
for the purchase of the Knox Field gas and simultaneously Lone Star entered 
into a separate agreement with Oklahoma Natural Gas Company (Oklahoma 
Natural) assigning one half interest in the rights under each contract to Okla- 
homa Natural. Also simultaneously Oklahoma Natural entered into agreements 
with each of the producers whereby all of the gas covered by Lone Star’s con- 
tracts will be sold to Oklahoma Natural for intrastate use, if acceptable certifi- 
cates have not been issued to Lone Star and the producers by the Federal Power 


























*Initial decision appears on p. 530. 
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Commission within a certain time. The proposed initial price for the sales is 
16.8 cents per Mcf including tax reimbursement and an adjustment for Btu 
content. 

The facilities necessary for Lone Star to take this gas and the financing thereof 
are set forth on page four of the examiner’s decision. No issue has been raised 
as to the facilities and financing and the examiner’s determination that these 
facilities should be authorized is adequately supported by the record. 

Staff counsel’s exceptions raise two main issues for our consideration. The 
first is whether these sales at these prices are adequately justified in light of 
the Catco case’ as being required by the public convenience and necessity, and 
the second is whether the presiding examiner conducted the hearings in such 
a manner as to preclude a full presentation of the public interest by staff counsel. 

In asserting that these sales are not required by the public convenience and 
necessity staff counsel points to proffered evidence that Oklahoma Natural 
cannot use all of this gas and that therefore the gas would not be lost to inter- 
state commerce even if the sale to Lone Star were denied, as Oklahoma Natural 
would be forced to sell the gas interstate in any event. The examiner ex- 
cluded the staff’s evidence on this point and stated that the facts were clear from 
the face of the agreements that the gas would be lost to interstate commerce. 
We are concerned whether this gas flows into interstate or intrastate commerce, 
but we are more concerned with the price level. 

The record shows that the gas from the Knox Field comes from formations 
which are between 15,000 and 16,000 feet deep. While, as staff has shown, the 
proposed price is considerably higher than that paid by Lone Star for its other 
gas supplies, the cost of drilling and developing at these depths is also con- 
siderably higher. To encourage and enable producers to explore for and develop 
gas from these deeper formations, they must have the price necessary to support 
production from such formations. 

Our primary criterion for allowing this price is higher cost resulting from 
greater depth of the producing formation, and any price sought to be justified 
solely by comparison to the initial price permitted herein must be supported by 
the same criterion. 

In addition to our consideration of the depth factor we would also add that 
no new plateau for producer prices will be set by certification of Lone Star’s 
purchases, as the purchases by Oklahoma Natural will establish the plateau 
regardless of our action. This is also true of Lone Star’s favored nation clauses 
which probably would be contractually triggered by the Oklahoma Natural pur- 
chases regardless of our action on the Lone Star application. From these facts 
it becomes clear that the purchases by Lone Star in the Knox Field will have 
no more effect on Lone Star’s prices than will Oklahoma Natural’s, which we 
have no power to control. 

Lone Star’s critical need for additional gas supplies has been noted by us in 
an earlier decision? and was again clearly shown on the record here before us. 
While these purchases will not solve Lone Star’s supply problems, they are a 
necessary step if Lone Star is to continue serving its customers in future years. 

In view of our comments above with respect to the extreme depths of the 
producing formations and as these sales will, in themselves, have little effect 
on Lone Star’s prices we conclude that the certificates sought should be granted. 

The second issue raised by staff’s exceptions relates to the examiner’s con- 
duct of the hearing. Staff counsel does not appeal any specific rulings by the 


1The Atlantic Refining Co. v. P.8S.C. of the State of New York, 360 U.S. 378, 79 S. Ct. 
1246. 


2 Opinion No. 299, 16 F. P. C. 80, 88, G—4280, et al. 
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examiner and staff counsel’s exceptions are directed to the view that the overall 
conduct of the examiner in limiting the scope of staff’s presentation was such 
as to prevent a fair hearing and thereby to prevent adequate protection of the 
public interest. 

As no specific appeals were taken it has been necessary for us to examine the 
entire transcript of the hearings with staff counsel’s exceptions in mind in order 
to determine whether they are substantial enough to require any action by us. 
From our examination it is evident that the examiner raised his own objections 
in numerous instances when staff counsel was conducting cross examination. 
The record also reveals the existence of considerable acrimony, which should 
not have occurred. While it appears that the examiner should have been more 
patient with staff counsel, we do not feel that there was a sufficient prejudice 
shown to require reopening these proceedings. 

Staff counsel also objects to the examiner calling for proposed decisions rather 
than briefs and argument upon the conclusion of the hearing. This is not the 
common procedure in Commission proceedings, but, while we do not encourage 
it, we can see no objection where the facts as presented at the hearing warrant 
such a procedure. Consequently, without specifically approving of the exam- 
iner’s conduct of the hearing, we will deny staff’s exceptions. 


The Commission finds: 


(1) The decision of the presiding examiner is adequately supported by the 
record herein and for the reasons set forth in this order the examiner’s decision 
should be affirmed. 


(2) The exceptions to the examiner’s decision should be denied. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on July 
17, 1959, is affirmed, except insofar as his reasoning is inconsistent with our 
views expressed in this order, and the findings and orders contained in the 
initial decision are adopted as the findings and orders of the Commission as 
of the date of issuance of this order. 

(B) The exceptions to the examiner’s decision are hereby denied. 


DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 17, 1959) 


WoopaLL, Presiding Examiner: This consolidated proceeding involves applica- 
tions by Lone Star Gas Company (Lone Star) and ten independent producers. 
Lone Star’s application in Docket No. G-17900 was filed on February 24, 1959, 
and supplemented on March 5 and June 15, 1959. It seeks authority to con- 
struct and operate facilities to connect to its system recently contracted major 
gas reserves in the Knox Field, Grady County, Oklahoma.” 

The ten independent producers listed below applied for certificates to sell 
natural gas to Lone Star from the Knox Field at an initial price of 16.8 cents 
per Mcf: 


2 The subject field is variously referred to as the Knox Field, the Carter-Knox Field, the 
Deep Knox Field or the Knox-Bromide Field. The field is presently recognized as the 
Knox Field and will be so designated. 
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Name of producer Date of filing Docket No. 
Phillips Petroleum Company : Feb. 20, 1959 G-17897 
Pan American Petroleum Corporation Feb. 20, 1959 G—17898 
Anderson-Prichard Oil Corporation - ----_---- _... Feb. 24, 1959 G-17918 
The British-American Oil Producing Company... Mar. 2, 1959 G-17965 


Mack Oil’ Company... 20.0. .5cs5..5. se aabat Mar. 5, 1959 G-18002 
The Ohio Oil Company Mar. 5, 1959 G-18003 
Gulf Oil Company Mar. 6, 1959 G-—18004 
Norville Oil Company, Inc Mar. 6, 1959 G-—18005 
Republic Natural Gas Company Mar. 9, 1959 G-18008 
Eason Oil Company Mar. 11, 1959 G-18034 


Lone Star was the intervener in this proceeding. It intervened in the pro- 
ducer dockets. No one, however, intervened in opposition to the granting of 
these applications. 

On May 25, 1959, the Secretary of the Commission issued formal notice of 
applications, consolidation of proceedings and fixed the date of hearing in this 
proceeding to commence on June 30, 1959. 

Pursuant to notice, the hearings commenced in this consolidated proceeding 
on June 30, 1959, and were concluded on July 1, 1959. At the conclusion of 
the hearings all parties, including Staff counsel, waived the filing of briefs. 
Thereafter, on July 2, oral argument was held before the Presiding Examiner. 
At the conclusion of the hearings, the Presiding Examiner, having considered 
all the evidence of record, stated that he would grant the applications, and 
instructed the applicants, on or before July 13, 1959, to prepare and file with 
the Secretary of the Commission proposed findings and conclusions in the form 
of an initial decision, serving a copy thereof upon Staff counsel, who would 
have three days within which to file a response. 


Lone Star’s Project 


In this proceeding, Lone Star seeks a certificate to construct and operate 
approximately 6.75 miles of 10-inch lateral supply pipeline extending from its 
existing pipeline system to a point in the Knox Field, Grady County, Oklahoma, 
together with appropriate metering, odorizing and dehydration facilities. The 
metering and dehydration facilities will initially be constructed by Oklahoma 
Natural Gas Company (Oklahoma Natural) which company, as is hereinafter 
more particularly noted, will receive one-half of the gas produced in the Knox 
Field, with Lone Star receiving the other one-half. If the necessary certificates 
are issued in this proceeding Lone Star will reimburse Oklahoma Natural for 
50 percent of the actual cost of the metering and dehydration facilities and 
will become an owner of such facilities to that extent. Lone Star’s lateral pipe- 
line will be constructed by it and the cost thereof, including Lone Star’s share 
of the cost of the metering and dehydration facilities, the total of which is 
estimated to be approximately $265,808, will be financed from funds on hand. 
The application does not involve the supplying of natural gas to new consumer 
markets. Lone Star’s evidence is uncontradicted; its facilities appear to be 
appropriate and reasonable. 


The Contractural Arrangements 


The ten independent producers have executed seperate gas purchase contracts 
with Lone Star covering the reserves owned by said producers in the Knox 
Field. The ten gas purchase contracts are substantially the same. Mr. Smith, 
who negotiated all of the contracts for Lone Star, testified (T. 110-111) that 
the major differences between the contracts were that the British-American 
contract provided for an automatic termination whereas the other contracts 
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contained an option to terminate by the producers if acceptable certificates 
are not granted within a stipulated time, and that the British-American con- 
tract contains a provision regarding the sale by non-operators under an operating 
agreement. Each of the contracts is for a 20-year period. 

Simultaneous with the execution of each of the gas purchase contracts each 
independent producer, Lone Star and Oklahoma Natural entered into an As- 
signment and Agreement by the terms of which a one-half interest in the rights 
under each gas purchase contract with Lone Star was assigned to Oklahoma 
Natural; and simultaneous with the execution of the gas purchase contract and 
the assignment and agreement, a third agreement was executed between each 
of the producers and Oklahoma Natural, which provides in substance that if 
the gas purchase contract with Lone Star terminates because acceptable certifi- 
eates are not issued within the stipulated time, then all of the gas covered by 
the gas purchase contract is contracted to Oklahoma Natural subject to the 
same terms and provisions as are contained in the gas purchase contract with 
Lone Star. The three documents relating to each independent producer, making 
a total of 30 separate instruments, are contained in Volume 2 of Exhibit 1. 
The overall arrangement is, therefore, that one-half of the gas supply available 
under the contracts of the ten producers is under contract to Lone Star and 
one-half of such supply is under contract to Oklahoma Natural, with a provi- 
sion to the effect that if acceptable certificates have not been issued by the 
Federal Power Commission to all applicants in this proceeding within a suffi- 
cient time so that the time for rehearing or appeal from such order has expired 
on or before November 1, 1959, then the British-American gas purchase contract 
automatically terminates and the other nine producers may within 30 days 
terminate their gas purchase contracts. In such event, the aforementioned 
gas supply of the ten independent producers in the Knox Field is contracted 
to Oklahoma Natural and Oklahoma Natural is obligated to purchase such 
gas for intrastate use only. 

Lone Star’s Executive Vice President Brown testified that Lone Star would 
like to have all of the gas in the Knox Field but that, in his opinion, if it had 
insisted on purchasing all of the gas, Lone Star would have been unsuccessful 
in getting any of the gas, that the contractual arrangement is the best which 
Lone Star could make, that this arrangement afforded the producers the com- 
bined ability of two important buyers to take gas expeditiously, and the added 
advantage of a 50-percent interstate sale and a 50-percent intrastate sale which 
was more attractive to the independent producers than higher prices offered by 
others. This evidence is uncontradicted. No one either intervened or testified 
in opposition to the proposed sales of one-half of the Knox Field gas to Lone 
Star for interstate use and one-half of such gas to Oklahoma Natural for intra- 
state use. In view of the foregoing, such contractual arrangement appears to 
be fair and reasonable. 


Lone Star’s Need for Gas 


An important subject for consideration in determining the requirements of 
public convenience and necessity in this proceeding is Lone Star’s need for the 
gas. A summary of Lone Star’s estimated customers and requirements was 
introduced as Exhibit 4 and briefly shows the following: 


1959 1960 1961 
Average number of customers served- 807, 208 826, 808 846, 408 
Total gas requirements, Mcf 274, 977,216 292,851,800 329, 069, 000 
Total peak day gas requirements, 
1, 504, 577 1, 603, 100 1, 726, 400 
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To meet these requirements, as of December 31, 1958, Lone Star had natural 
gas reserves available from purchase agreements and storage in the total 
amount of 3,197,405,000 Mcf, of which 344,216,000 Mcf are available from pur- 
chase agreements covering properties located in Oklahoma (T. 149-151). 
Based upon the requirements of Lone Star’s customers as shown by the fore- 
going tabulation, and assuming that the requirements of Lone Star’s customers 
for the years following 1961 are the same as those shown for that year, the 
reserve life index of Lone Star’s gas reserves as of January 1, 1959, would be 
9.9 years (T. 152). On the other hand, Lone Star’s Oklahoma gas reserves as 
of January 1, 1959, on the basis of withdrawals therefrom for the year 1958 
in the amount of 69, 437, 613 Mcf, have a reserve life index of only five years 
(T. 152). The uncontradicted testimony shows that it is necessary that Lone 
Star connect new reserves to its system.’ 

Exhibit H as contained in the original application which was introduced as 
Exhibit 1 in this proceeding is to the effect that reserves in the Knox Field 
amount to 255,769,000 Mcf, but Dr. Gardescu who sponsored this exhibit testi- 
fied that recent drilling and additional information not considered by him in 
the preparation of the original exhibit indicated that the reserves in the Knox 
Field could amount to twice that shown in his exhibit (T. 131-133), making 
the reserves in the Knox Field in excess of a half trillion cubic feet. One-half 
of these reserves constitutes a major source of supply to Lone Star and in view 
of that company’s present reserve picture is required by Lone Star in order to 
enable it to meet present and future requirements of its customers. These re- 
serves are particularly valuable in that the major portion of Lone Star’s existing 
Oklahoma reserves consist of casinghead gas whereas the Knox Field gas is 
“gas well gas” which has greater value and provides flexibility. Further, this 
gas will be delivered at a pressure up to 1,000 pounds (T. 178), whereas Lone 
Star’s other contracts provide for a maximum delivery pressure of from 725 to 
800 pounds (T. 70). 

If Lone Star should be denied the Knox Field gas alternate sources of supply 
are not presently available on its system; it would be required to go off system 
to purchase gas reserves, probably to the Texas Gulf Coast where prices are 
higher than here proposed and in which event extensive investment in pipe- 
line facilities would be required (T. 154-158). This testimony is uncontra- 
dicted and shows without question that Lone Star had a dire need for subject 
gas and that present and future public convenience and necessity require the 
granting of the certificates as applied for in these proceedings. 


Producer Applications 


Each of the ten producer applicants introduced in evidence its gas purchase 
contract with Lone Star and the assignment and agreement with Oklahoma 
Natural and each presented testimony showing that the contracts were nego- 
tiated between nonaffiliated parties and at arm’s length and that the applicant 
was able and willing to perform the service proposed. The British-American 
Oil Producing Company, The Ohio Oil Company, Gulf Oil Corporation and Pan 
American Petroleum Corporation are the major owners and conducted most of 
the negotiations leading up to the consummation of the contracts. The other 
producers own lesser interests and after the terms of the contracts were agreed 
upon between the major producers and Lone Star, the others executed similar 


2This fact was recognized by the Federal Power Commission in its Opinion No. 299 
(Dockets G-4280-8763), 16 FPC 80, 88, where the Commission said that the granting 
of the certificate to Lone Star “‘would entail additional purchases by Lone Star in the Okla- 
homa area, since Lone Star’s total reserves there today could meet the initial 80,000 Mcf 
(to Natural) for only six years from January 1, 1957.” 
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contracts. The producers presented detailed testimony regarding negotiations 
with Lone Star and negotiations with other prospective purchasers (T. 190-195; 
255-259; 268-270), (see Exhs. 9 and 10). Phillips Petroleum Company pre- 
sented evidence regarding a comparable sale which it is making in an adjoin- 
ing field at a comparable price (T. 219-220). 


Price 


The initial price provided in the gas purchase contracts between the ten 
independent producers and Lone Star is 16.8 cents per Mcf. This price is a 
rolled-in price. It includes a Btu and a tax reimbursement adjustment. The 
price was determined by taking a base price of 15 cents, applying a Btu adjust- 
ment thereto and a tax reimbursement adjustment resulting in an effective 
price of 16.82 cents, which was rounded out by the parties to the 16.8 cent 
price (T. 82-83). 

Staff counsel recommends (T. 446) the denial of permanent certificates of public 
convenience and necessity to all applicants as such an issuance would cause the 
consuming public to suffer and continue to suffer an economic detriment. There 
is no evidence, however, in the record showing that the issuance of the requested 
certificates would cause the consuming public to suffer and continue to suffer any 
economic detriment. The undisputed evidence is to the contrary. 

Under the standards established by controlling Commission decisions, no 
justification has been shown for a denial of the requested certificates. In Hope 
Natural Gas Company, et al., 19 FPC 405, the Commission, in passing on the 
burden of proof imposed on an independent producer in a certificate case, said 
(p. 407) : 

We are of the view that if the applicant proves there is a market for the 
gas at the proposed price and that the project is economically feasible at the 
proposed price (both market and economic feasibility being factors which we 
consider in determining public convenience and necessity) that it has sus- 
tained its burden of going forward with the evidence, and in the absence of 
evidence showing that the proposed price or rate adversely affect the public 
convenience and necessity, the applicant has made out a prima facie case, 
and a certificate should issue to it. 

The rule of the Hope case has been consistently followed by the Commission in 
all recent producer certificate cases. See Seaboard Oil Company, et al., Docket 
No. G—11970, et al., Opinion No. 309, 196 FPC 416; Transcontinental Gas Pipe 
Line Corporation, et al., Docket No. G—13148, et al., Opinion No. 315, 20 FPC 264; 
Superior Oil Company, et al., Docket No. G—12121, et al., 19 FPC 637; Middle 
States Petroleum Corporation, order issued April 13, 1959, in Docket No. G-14836, 
21 FPC 492, affirming the Presiding Examiner’s decision issued November 21, 1958, 
and Trunkline Gas Company, et al., Docket No. G-15394, Opinion No. 321, 21 FPC 
704. 

There is no evidence in this proceeding rebutting the case made by the appli- 
cants or rebutting the presumption that the initial prices in the agreements be- 
tween Lone Star and the independent producers are required by the present and 
future public convenience and necessity. No evidence was offered in this record 
in opposition to the 16.8 cent price which would warrant denial of the requested 
certificates or require the attachment of a price condition. 

The record demonstrates clearly that the very evidence which the Court said 
was lacking in the CATCO case was forcefully presented and is uncontradicted in 
this proceeding.® In the concurring opinion in the CATCO case, it was said: 


®The Atlantic Refining Co., et al. v. Public Service Commission of the State of New 
York, et al., 8360 U.S. 378, decided June 22, 1959. 
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There is no evidence supporting what appears to be the crucial findings that 
(1) “the public served through the Tennessee Gas System is greatly in need 
of increased supplies of natural gas” * * *. 

However, in this proceeding, Lone Star’s need for gas has been demonstrated on 
the record and this testimony is uncontradicted. 

In the CATCO case the Court said: 

Neither is there evidence supporting the finding that the producers would 
seek to dispose of their gas elsewhere than to Tennessee Gas and the inter- 
state market. 

In the instant case, however, the evidence on this point is crystal clear. Firm, 
binding contracts were introduced in evidence between responsible parties by 
which the subject gas has been dedicated to an intrastate market if acceptable 
certificates are not issued in this proceeding within the time stipulated. 

In the CATCO case, it was said: 

Moreover, the record indicated that the proposed price was some 70% 
higher than the weighted average cost of gas to Tennessee; still no effort was 
made to give the “reason why.” 

While in this instant case the proposed price of 16.8 cents (a base price of 15 
cents with a Btu and tax reimbursement adjustment added) is higher than the 
11-cent price which Lone Star is presently paying in the area, the reason is clearly 
disclosed by the evidence.* Oklahoma Natural purchases considerable gas 
throughout the Southern Oklahoma area (T. 85 and 158). It has contracted to 
purchase one-half of the gas from the Knox Field for movement in intrastate 
commerce at an initial price of 16.8, cents per Mcf, the same price at which Lone 
Star proposes to purchase gas for interstate movement (Exh. 1, Vol. 2). The 
price which Oklahoma Natural pays for gas in the area is not subject to control 
by this Commission. Moreover, Phillips Petroleum Company, one of the inde- 
pendent producers in this proceeding, presented evidence to the effect that it sells 
a comparable volume of gas in an adjoining field to Transok Pipe Line Company 
for intrastate use at a price of 15.57 cents per Mcf, which price, when adjusted to 
reflect gathering and compression, would result in a price of 17.5 cents (T. 219- 
220). Gas from several other nearby fields has been contracted for interstate 
movement at an initial base price of 16 cents per Mcf plus a Btu adjustment. 
When the Btu adjustment on the basis of a Btu of 1080 as reported to the Com- 
mission in rate filings is applied in those fields, the effective price of those sales 
is in excess of 17 cents (T. 161, 398). 

Staff's exhibit, purporting to be a compilation of field prices ('T. 310, 340-344), 
is of no probative value in this proceeding. The staff’s witness was not consist- 
ent in the selection of counties included in the study, for the evidence indicates 
that he selected only counties in the State of Oklahoma with low reported field 
prices. Some of the counties selected by the staff witness were shown to be more 
than 200 miles distant from the Knox Field and if he had been consistent in using 
that distance as a yardstick, he would have included counties in which prices 
have been certificated by this Commission in excess of the 16.8 cent price in this 
proceeding. In attempting to justify exclusion of counties with higher prices 
staff witness stated that such counties were excluded only because they were in 
the “Panhandle area.” However, he included in his exhibit a county (Beckham) 
with low prices which county the record shows was identified by another staff 
witness in a different proceeding as being in the “Panhandle area.” It seems evi- 
dent that the method of exclusion related more to the prices contained in a county 
rather than a specific location of a county. Such evidence certainly cannot be the 


4In 1959, however, Lone Star’s system average price will be 13 cents per Mcf, exclusive 
of the Knox Field gas (T. 169). 






































































































































































536 FEDERAL POWER COMMISSION 







basis for denying an application. Significantly, the staff witness was careful to 
point out during his testimony that he did not recommend a denial of the applica- 
tions in this proceeding nor did he even suggest the conditioning of the certificates 
(T. 404). Thestaff witness admitted furthermore that his exhibit did not include 
information as to a considerable number of matters which were relevant and im- 
portant in determining comparability of prices contained in gas purchase contracts 
(T. 367, et seq.). 

Furthermore, the evidence is undisputed that there was active competition 
for the purchase of subject gas. Numerous other companies attempted to pur- 
chase this gas and four of them offered prices of 17.7 cents, 23 cents, 20 cents and 
21.5 cents, respectively, for such gas (T. 193-195). 

While the Supreme Court in the CATCO case observed that where the proposed 
price is not in keeping with the public interest “because its approval might re- 
sult in a triggering of general price rises * * *” the Commission “might attach 
such conditions as it believes necessary’, any such action by the Commission in 
this proceeding would be inappropriate since the triggering will result by reason 
of the fact that Oklahoma Natural has by firm contract already committed itself to 
pay 16.8 cents for one-half of the gas in the Knox Field and for all of the gas in 
such field if acceptable certificates are not granted to Lone Star and the producers 
within the stipulated time. No additional triggering will result from an approval 
of the applications in this proceeding; the general prices in the area will be the 
same irrespective of the action of the Commission. The uncontradicted evidence 
affirmatively establishes that issuing the certificates applied for will not occasion 
any price increase to Lone Star, will not create any new price plateau, will not 
establish a new floor for future contracts, will not set any pricing pattern in the 
area, will not involve any price which is “out of line,” and, will not bring about 
any general price rise. 

It is, therefore, found and concluded that the record in this consolidated pro- 
ceeding does not justify the denial of the requested certificates because of price 
nor the imposition of any price condition. This conclusion is in keeping with the 
language in the CATCO case where it was said: “Nor do we hold that a ‘just and 
reasonable’ rate hearing is a prerequisite to the issuance of producer certificates.” 

On the basis of the entire record the applicants have sustained their burden of 
proof. All applicants are ready, able and willing to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements of the Federal Power Commission thereunder. The independent 
producer applicants have shown by substantial and uncontradicted evidence that 
the public convenience and necessity requires the jurisdictional sales proposed 
herein at the proposed price and that the proposed price is consistent with the 
public interest. The present and future public convenience and necessity requires 
that certificates be issued to all applicants in accordance with the terms of their 
respective applications. The order will so provide. 






ADDITIONAL FINDINGS 





AND CONCLUSIONS 


Upon consideration of the entire record it is further found and concluded: 

(1) Lone Star is a natural-gas company within the meaning of the Natural 
Gas Act, as heretofore found by the Commission in its order issued on April 
11, 1944, in Docket No. G-442 (4 FPC 565). 

(2) Phillips Petroleum Company, Pan American Petroleum Corporation, An- 
derson-Prichard Oil Comany, The British-American Oil Producing Company, 
Mack Oil Company, The Ohio Oil Company, Gulf Oil Corporation, Norville Oil 
Company, Inc., Republic Natural Gas Company and Eason Oil Company, appli- 
cants in Docket Nos. G—17897, G-17898, G-17918, G-—17965, G-—18002, G-—18003, 
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G—18004, G—18005, G—-18008 and G—18034, respectively, are now, or will become 
upon commencement of the sales of natural gas proposed in these proceedings, 
independent producers of natural gas as defined in the Commission’s Regulations, 
are now or will then be engaged in the sale of natural gas in interstate com- 
merce for resale for ultimate public consumption, and each of them is, or will be, 
a natural-gas company within the meaning of the Natural Gas Act. 

(3) The facilities proposed by Lone Star will be used for the transportation 
of natural gas in interstate commerce, and will constitute integral parts of 
Lone Star’s interstate transmission system, and, therefore, the construction and 
operation of such facilities are subject to the requirements of subsection (c) and 
(e) of Section 7 of the Natural Gas Act. 

(4) The sales of natural gas proposed by the independent producer appli- 
cants will be sales in interstate commerce for resale for ultimate public consump- 
tion and will be subject to the jurisdiction of the Commission. 

(5) The construction and operation of the facilities as proposed by Lone 
Star in its application, as supplemented, and the sales in interstate commerce 
for resale proposed by the independent producer applicants are required by the 
present and future public convenience and necessity; and certificates therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Each of the applicants is a qualified applicant and is able and willing 
properly to do the acts and to perform the services authorized herein and to 
conform to the provisions of the Natural Gas Act and the Rules and Regulations 
of the Commission thereunder. 

(7) The findings and conclusions proposed by the applicants were the only 
proposed findings and conclusions filed with the Presiding Examiner. Staff 
counsel did not file any contra findings of fact or conclusions of law, although 
given the opportunity to do so after receiving applicants’ proposed findings and 
conclusions. 

ORDER 


Wherefore it is ordered, subject to review by the Commission, that: 

(A) A certificate of public convenience and necessity be, and hereby is, issued 
to Lone Star to construct and operate the facilities hereinbefore described, all 
as more fully set forth in its application, as supplemented, and the exhibits and 
record herein, for the transportation of natural gas in interstate commerce, 
upon the conditions hereinafter ordered. 

(B) Certificates of public convenience and necessity are hereby issued to 
Phillips Petroleum Company, Pan American Petroleum Corporation, Anderson- 
Prichard Oil Corporation, The British-American Oil Producing Company, Mack 
Oil Company, The Ohio Oil Company, Gulf Oil Corporation, Norville Oil Com- 
pany, Inec., Republic Natural Gas Company and Eason Oil Company for the 
sales of natural gas in interstate commerce for resale as hereinbefore described 
and as more fully set forth in the applications, as amended and supplemented, 
and the exhibits and record herein, upon the conditions hereinafter ordered. 

(C) The certificates issued herein are not transferrable and each shall be 
effective only so long as the applicant continues the acts and operations hereby 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations and orders of the Commission thereunder. 

(D) Each of the certificates issued herein shall be deemed accepted and in 
full force and effect unless refused in writing, under oath, by the applicant 
within 30 days of the effective date of the final order herein. 

(E) The facilities authorized herein shall be constructed and placed in 
operation within 90 days of the effective date of the final order herein. 
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(F) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act or Part 154 of the 
Commission’s Regulations thereunder, and is without prejudice to any findings 
or orders which have been or may hereafter be made by the Commission in any 
proceeding now pending or hereafter instituted relating to the applicants. Fur- 
ther, the action taken in these proceedings shall not foreclose nor prejudice any 
further proceedings relating to the operation of any price or related provision 
in the gas purchase contracts herein involved. 

(G) The general terms and conditions set forth in paragraphs (c) (1), (c) (3) 
and (c)(4) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the exercise of the rights granted by the certifi- 
cate issued to Lone Star. 

EMERY J. WOODALL, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


UNITED FUEL GAS COMPANY, DOCKET NO. G—18358 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 18, 1959) 


United Fuel Gas Company (Applicant), a West Virginia corporation and a 
subsidiary of the Columbia Gas System, Inc., having its principal place of 
business in Charleston, West Virginia, filed on April 21, 1959, an application 
for a certificate of public convenience and necessity, pursuant to Section 7 of 
the Natural Gas Act, authorizing Applicant to construct and operate certain 
additional natural gas transmission facilities, as hereinafter described, subject 
to the jurisdiction of the Commission. 

Applicant proposes to construct and operate 18.5 miles of 26-inch loop line 
from a point on Applicant’s 20-inch transmission line SM-80 in West Virginia 
in an easterly direction to Applicant’s Panther Mountain measuring station near 
its Cobb Compressor Station in Kanawha County, West Virginia. 

Applicant shows that its existing facilities do not have sufficient capacity to 
transport the volumes of high pressure gas required by Applicant’s customers 
and for Applicant’s storage injection program centered around Applicant’s Cobb 
operating area in Kanawha County, West Virginia during the summer period 
of 1959. The estimated deficiency on an average May day, 1959, is shown to 
be 47,700 Mcf, and similar deficiencies would continue through the storage in- 
jection period. It is estimated that during the comparable period in 1960 the 
transmission deficiency would exceed 150,000 Mcf, per day. 

Applicant shows that the 1959 summer requirements of one of its major cus- 
tomers, Atlantic Seaboard Corporation, as compared to 1958, will increase by 
1,000,000 Mcf per month. Applicant states that its 20-inch transmission line 
starting at Boldman, Kentucky, will be utilized to transport all of the gas 
available from sources in eastern Kentucky and southwestern West Virginia, 
leaving the balance to be supplied to Seaboard from Applicant’s Cobb Station. 
Applicant also says that the complete utilization of Applicant’s storage pool 
X-—52-C depends upon the additional transmission capacity requested herein. 
Applicant states that the existing transmission deficiency became apparent 
during the summer of 1958 when the volume requirements of high pressure gas 
in Applicant’s Cobb operating area were so large that the contemplated stor- 
age injection program for storage pool X-—52-C could not be fully carried out. 





FEDERAL POWER COMMISSION 539 


Applicant’s proposal is for the purpose of alleviating this deficiency. 

The estimated cost of the proposed construction will be $2,512,400 which will 
be financed by the Columbia Gas System, Inc. The estimated operating ex- 
pense will be $7,700 per year. 

There is no question of gas supply involved in this matter as the proposed 
additional facilities will better enable Applicant to handle the gas presently 
available to it. 

Temporary authorization was granted on May 19, 1959 to Applicant to con- 
struct and operate the proposed facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 9, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Fuel Gas Company, a West Virginia corporation with 
its principal place of business at Charleston, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of March 1, 1944 in Docket No. G-341. 

(2) The facilities proposed to be constructed, as hereinbefore described, are 
proposed to be used in the transportation and sale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, as an integral part 
of Applicant’s existing pipeline system, and the construction and operation 
thereof by Applicant are subject to the requirements of subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(3) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (ce) (1), (¢) (3), (ce) (4), and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order shall be com- 
pleted and placed in actual operation should be fixed at six months from the date 
on which this order issues. 

(6) Staff counsel having requested the omission of the intermediate decision 
procedure, and all the requirements of the provisions of Section 1.30(c) (1) 
(18 CFR 1.30(c)(1)) of the Commission’s Rules of Practice and Procedure 
having been satisfied, sufficient cause exists for the Commission forthwith to 
render its final decision in the instant proceeding. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing United Fuel Gas Company to construct and operate the 
facilities hereinbefore described, all as more fully described in the application, 
for the transportation and sale of natural gas as therein set forth, subject to 
the jurisdiction of the Commission, upon the terms and conditions of this order. 
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(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (ce) (8), (ec) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at six months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. G-18732 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECES- 
SITY AND PERMITTING AND APPROVING ABANDONMENT 
(Issued September 21, 1959) 


On June 8, 1959, Colorado-Wyoming Gas Company (Applicant) filed in Docket 
No. G-—18732 an application, pursuant to Section 7 of the Natural Gas Act, for a 
certificate of public convenience and necessity authorizing the construction and 
operation of approximately 3 miles of 4- and 6-inch lateral pipeline to extend 
from Applicant’s main pipeline near Longmont, Colorado, to a sugar beet proc- 
essing plant of the Great Western Sugar Company (Great Western), and a 
meter station, for the delivery and sale of natural gas on an interruptible basis 
to Great Western; and for permission and approval to abandon the Elofson- 
Kaltenberger tap on Applicant’s existing 3-inch lateral pipeline serving Long- 
mont, all as more fully set forth in the application. 

The proposed facilities to serve Great Western are estimated to cost $59,710, 
which will be defrayed from cash on hand. 

The estimated maximum day requirement of the Great Western sugar plant 
is 3,650 Mcf. The gas will be used for processing purposes and for incidental 
fuel. The volume involved should have no appreciable effect on the gas supply 
of Applicant’s main supplier, Colorado Interstate Gas Company. 

The facilities to be abandoned are unnecessary because Public Service Com- 
pany of Colorado (Public Service), which has been purchasing gas from Appli- 
eant at the subject tap for resale in the Longmont area, has constructed new 
distribution facilities from which customers in this area may be more easily 
served. 

Temporary authority to construct and operate the facilities proposed under 
this application was granted to Applicant on July 31, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 10, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado-Wyoming Gas Company, a Delaware corporation 
having its principal place of business in Denver, Colorado, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act as heretofore found by the 
Commission in its order of June 5, 1945, in Docket No. G-285 (4 FPC 938). 
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(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application herein, are used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and such abandonment by Applicant is subject to the requirements 
of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by the 
public convenience and necessity and permission and approval therefor should 
be granted as hereinafter ordered. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used in 
the transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(5) The construction and operation of the facilities proposed by Applicant 
herein are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 

57.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate referred to in paragraph (5) above and 
to the exercise of the rights granted thereunder, and that the time within which 
construction and operation of the facilities authorized by this order should be 
completed and placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(8) The volume of natural gas to be delivered by Applicant to Great Western 
should be limited to a maximum of 3,650 Mcf per day. 

(9) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of facilities as herein- 
before described and as more fully described in the application in this proceed- 
ing is hereby granted to Colorado-Wyoming Gas Company. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Colorado-Wyoming Gas Company to construct and 
operate the facilities as hereinbefore described and as more fully described in 
the application in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(E) The volume of natural gas to be delivered by Applicant to Great Western 
Sugar Company is hereby limited to a maximum of 3,650 Mcf per day. 


556-711—64——37 
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(F) Applicant shall advise the Commission of the date of abandonment of 


the facilities referred to in paragraph (A) hereof within 10 days of the date 
of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TRANSWESTERN PIPELINE COMPANY, DOCKET NO. G-14871; GULF 
OIL CORPORATION, DOCKET NOS. G—14925, G—14940, G—14950, G—16139, 
G-—16141, G-16218; PURE OIL COMPANY, DOCKET NO. G-15040; MON- 
SANTO CHEMICAL COMPANY, DOCKET NO. G-15318; HUMBLE OIL 
& REFINING COMPANY, DOCKET NO. G-15714; SUN OIL COMPANY, 
DOCKET NO. G-15791; UNION OIL COMPANY OF CALIFORNIA, 
DOCKET NO. G-15810; WARREN PETROLEUM CORPORATION, 
DOCKET NOS. G-—16030, G—16031; BRITISH AMERICAN OIL PRO- 
DUCING COMPANY, DOCKET NOS. G—16091, G—16093, G-16103; CURTIS 
R. INMAN, DOCKET NO. G—16106; RICHARDSON & BASS, ET AL., 
DOCKET NO. 16137; G. H. VAUGHN, JR., ET AL., DOCKET NO. G—16195 ; 
CITIES SERVICE GAS COMPANY, DOCKET NO. G-16216; SUPERIOR 
OIL COMPANY, DOCKET NO. G-—16261; MAGNOLIA PETROLEUM COM- 
PANY, DOCKET NOS. G-—16367, G—16368, G-16432; HUNT OIL COMPANY, 
DOCKET NO. G-—16445 


ORDER UPON REHEARING MODIFYING OPINION NO. 328 AND ORDER ISSUED AUGUST 10, 
1959 


(Issued September 23, 1959) * 


On August 10, 1959, 22 FPC 391, we issued our Opinion No. 328 and accom- 
panying order granting certificates of public convenience and necessity to all 
of the applicants in these consolidated proceedings, subject however to certain 
price and other conditions. Fifteen of the applicants to whom such certifi- 
eates were granted have filed applications for rehearing. Only Cities Service 
Gas Company (Cities Service) has not filed an application for rehearing, elect- 


ing instead to cancel its contract to sell gas to Transwestern Pipeline Company 
(Transwestern). 


Transwestern’s Minimum Bill 


Transwestern objects to the imposition of the condition in ordering para- 
graph (B) requiring it to change the minimum bill provision in its tariff 
so as to provide for a 75-percent minimum bill rather than the 100—percent 
minimum bill proposed. Transwestern contends that it cannot economically or 
feasibly market its securities with the 75-percent minimum bill provision, but 
that it could finance its project with a 91-percent minimum bill provision simi- 
lar to that which El Paso Natural Gas Company (El Paso) has in its tariff 
for the delivery and sale of natural gas to the same California distribution 
companies which will receive Transwestern’s gas. Transwestern indicates 
that it would accept a reduction in its minimum bill to 91-percent, and that 
it would accordingly reduce the contractual make-up period from ten years to 
five years so as to make its arrangement compatible with El Paso’s. Also 
Transwestern has attached to its application for rehearing a copy of a letter 
from Pacific Lighting Gas Supply Company (Gas Supply), its sole customer, 


*Amended by order issued September 29, 1959, infra, p. 574. 
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agreeing to a 91-percent minimum bill with a five year make-up period, and 
indicating the concurrence of the affiliated distribution companies for whom 
it is purchasing the gas. 

Inasmuch as El Paso has a 91-percent minimum bill for gas which it sells 
to these same distribution companies, and it appears that a similar provision 
would protect Transwestern from discrimination in the event of market fluctua- 
tions and insure the financing of its project, we shall modify Opinion No. 328 
and the accompanying order by requiring a reduction in the proposed mini- 
mum bill from 100 percent to 91 percent, instead of to 75 percent, and a sub- 
stitution of a five year make-up period for the proposed ten year period. In 
view of this modification, it will be necessary for us to further modify our 
said opinion and order by eliminating the provision whereby we permit Trans- 
western to raise the commodity component of its rates to offset the reduction 
in its high minimum bill. 


Take-Or-Pay Provisions 


All but one of the applicants for rehearing object to the imposition of the 
condition in ordering paragraph (G) requiring the producers to revise the 
take-or-pay provisions in their supply contracts with Transwestern so as to 
bring them into balance with Transwestern’s minimum bill to Gas Supply. 
Many reasons for deleting this requirement are advanced. It is unnecessary, 
however, for us to consider these arguments here, since the modification of the 
minimum bill condition from 75 percent to 91-percent, as discussed above, 
removes the need for a reduction of the take-or-pay provisions in the pro- 
ducers’ contracts. Accordingly, we shall modify Opinion No. 328 and the 
accompanying order by eliminating this requirement. 


Initial Price Conditions 


Transwestern, and all of the producers whose certificates were conditioned 
upon the filing of initial prices below the prices proposed by them, object to 
the imposition of these price conditions as set forth in ordering paragraph 
(E), as well as to the further condition in ordering paragraph (E) with refer- 
ence to putting the proposed contract prices into effect under Section 4(e) in 
subsequent proceedings under that Section of the Act. 

The applicants contend that the evidence of record substantiates the pro- 
posed prices as required by the public convenience and necessity; that the 
Commission erred in looking to the highest certificated prices in the area rather 
than to the current competitive level of prices in deciding where to hold the 
line; that the Commission improperly applied the standard which it used by 
not considering comparable sales; and that insufficient consideration was given 
to evidence of an urgent need for this gas, to evidence that no comparable 
volumes are available at lower prices, to evidence of the value of the as yet 
undeveloped acreage dedicated, and to evidence of the high cost of developing 
the deep reserves. These assignments of error and grounds for rehearing, 
however, present no new facts or principles of law which were not considered 
by us when we issued our Opinion No. 328, or which having now been con- 
sidered by us warrant any change or modification of the initial price conditions 
imposed by that opinion and the accompanying order. 


Supplemental Proceedings 


To give these producers, whose initial contract prices were conditioned at 
the lower levels found by Opinion No. 328 to be required by the public con- 
venience and necessity, an early opportunity to prove the justness and reason- 
ableness of their proposed prices in rate proceedings before the Commission, 
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we provided in ordering paragraph (E) that after the respective maximum 
prices therein specified become effective upon the commencement of service, 
the producer applicants might file proposed changed and increased prices under 
Section 4(d) of the Act which shall not be more than the proposed initial 
eontract prices in these proceedings, subject, however, to the proviso that the 
producer applicants, as a further condition to the certificates issued, agree in 
writing not to move to make such proposed changed and increased prices 
effective until after a determination of the justness and reasonableness of such 
prices by the Commission in proceedings held pursuant to Section 4(e) of the 
Act. 

As an alternative to this procedure for allowing the producer applicants to 
further substantiate the initial contract prices proposed by them—a procedure 
which could not be initiated until after Transwestern’s pipeline has been built 
and delivery of gas by the producers to Transwestern has commenced, and which 
in itself would probably consume many months before a determination of the just 
and reasonable prices could be made—a number of the producers in their 
applications for rehearing request that the present certificate proceedings be 
reopened to permit the producers to introduce further evidence to substantiate 
their proposed prices. These producers support their alternative requests for 
reopening on the ground that the hearing in these proceedings had been adjourned 
and the briefs had been filed at the time the Supreme Court of the United States 
handed down its decision in the Catco case ;* and that the producers should have 
an opportunity to meet the burden which the Commission, in the light of the 
Catco decision, says they have not met. To deprive them of this opportunity, 
they contend, is to deprive them of their property rights without due process 
of law. 

Upon reconsideration, we are of the opinion that the producers should be 
given the opportunity at an early date, in proceedings supplemental to these 
certificate proceedings, to introduce such further evidence as they deem desirable 
in the light of the Catco decision, including evidence of costs, to show that their 
proposed initial contract prices meet the test of public convenience and necessity. 
For that purpose, we shall modify Opinion No. 328 and the accompanying order 
to provide for a prehearing conference before the presiding examiner to be held 
en October 27, 1959, at which time those producer applicants and other parties, 
including staff, who desire to participate in such supplemental certificate pro- 
ceedings may appear and give notice of their intention to participate, and at which 
time a date for hearing in the supplemental proceedings will be fixed. Staff and 
interveners shall have an opportunity in such supplemental proceedings to cross- 
examine and to introduce such further evidence as they deem necessary. 

This procedure should be more expeditious than proceedings under Section 4(e) 
of the Act, and all parties can thus readily avail themselves of any relevant 
evidence that is already in the record. We make it clear, however, that, by 
allowing this further hearing concerning initial prices to proceed in these dockets, 
rather than pursuant to Section 4(e) of the Natural Gas Act, we are not relaxing 
or reducing the degree of proof which will be required to sustain any increase in 
the initial prices. We are only specifying a procedure which may give all 
parties wider latitude in the kind of evidence which may be presented. In 
order for applicants to sustain their proposed initial prices under this pro- 
cedure, the evidence must be as convincing as it would be in a rate proceeding 
under Section 4(e), although it may be of somewhat different character. 


1 Atlantic Refining Oo. v. Public Service Commission of the State of New York, 360 U.S. 
878, decided June 22, 1959. 
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If at the conclusion of such supplemental proceedings the Commission deter- 
mines that the public convenience and necessity require initial prices different 
from those set forth in ordering paragraph (BE), upon which the certificates 
issued to the producers by Opinion No. 328 are conditioned, we shall modify the 
certificates accordingly, and shall require the producers whose certificates are so 
modified to amend the initial price provisions in their contracts of sale to 
reflect the initial prices so found by the Commission to be required by the public 
convenience and necessity. 


Further Modifications 


Transwestern contends that the cancelation by Cities Service of the latter’s 
contract to supply gas to Transwestern and the consequent loss of this gas supply 
will not affect the feasibility of its project if it is able to retain the substantial 
part of the remaining gas supply under consideration in these proceedings. 
Transwestern states that the loss in reserves amounts to only 91 billion cubic 
feet, resulting in a reduction in life index from 25.2 to 24.3 years; and that there 
will be no loss in deliverability since Transwestern can increase its takes of 
the Puckett-Ellenburger gas, which will have the eifect of reducing by 91 billion 
cubie feet the gas in that field which would otherwise be available at the end 
of twenty years. 

To purchase the gas from Cities Service, Transwestern had requested authority 
to construct the following facilities for the purpose of taking such gas at Cities 
Service’s Strait station, Texas County, Oklahoma: 


55 miles of 12 inch (.219 thickness) pipe $2, 101, 000 
Compressor station at delivery site 
Measuring station___ 


Total 2, 810, 500 


Transwestern now withdraws this portion of its application and requests that 
the certificate to it be modified accordingly. The modification requested will not 
affect the feasibility of Transwestern’s project and can be made without adversely 
affecting the public interest. Accordingly we shall modify Opinion No. 328 and 
the accompanying order by eliminating the above described facilities from the 
certificate granted to Transwestern, and by requiring that the schedules of rates 
and charges to be filed by Transwestern be further revised to reflect the reduc- 
tion in its costs occasioned by the elimination of such facilities. We shall fur- 
ther modify said order and opinion by withdrawing the certificate therein issued 
to Cities Service. 

Transwestern also requests that the time within which the authorized facilities 
must be constructed and placed in operation under ordering paragraph (J) be 
changed from six months to twelve months, inasmuch as it appears to be 
impossible for it to construct the facilities within the six month period. We 
shall modify the provision in ordering paragraph (J) as requested. 


The Commission further finds: 


It is appropriate in our administration of the Natural Gas Act that Opinion 
No. 328 and accompanying order, issued by the Commission on August 10, 1959, 
be modified as hereinafter provided. 


The Commission orders: 


(A) So much of ordering paragraph (B) of Opinion No. 328 as provides for a 
minimum bill in Transwestern’s tariff based on a commodity charge for a volume 
not in excess of 75 percent of the contract demand is hereby changed to provide for 
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a minimum bill based on a commodity charge for a volume not in excess of 91 
percent of the contract demand, as well as for a make-up period of five years 
rather than the ten year make-up period proposed by Transwestern. 

(B) So much of ordering paragraph (B) of Opinion No. 328 as provides for an 
increase in the commodity component of Transwestern’s rates, if desired, to offset 
the elimination of the high minimum bill provisions is hereby deleted. 

(C) The condition set forth in ordering paragraph (G) of Opinion No. 328 
requiring a revision of the take-or-pay provisions in the producers’ supply con- 
tracts with Transwestern is hereby deleted. 

(D) That part of ordering paragraph (E) of Opinion No. 328, following the tab- 
ulation of maximum initial prices therein set forth, which provides for the filing 
of the proposed initial contract prices as proposed changed and increased prices 
after the maximum prices specified in said ordering paragraph (E) have become 
effective upon the commencement of service, and which requires the filing of writ- 
ten agreement not to move to make such proposed changed and increased prices 
effective until their justness and reasonableness have been determined in Section 
4(e) proceedings, is hereby deleted, together with so much of ordering paragraph 
(F) of Opinion No. 328, as relates thereto. 

(E) The time within which the producer applicants shall file amendments of 
their contracts as provided in ordering paragraph (E) of Opinion No. 328, and 
shall accept the certificates issued as provided in ordering paragraph (F) of said 
opinion, is hereby extended to 30 days from the date of issuance of this order on 
rehearing. 

(F) A prehearing conference before the presiding examiner is hereby set for 
October 27, 1959, at 10 o’clock a.m. in a Hearing Room of the Federal Power 
Commission, 441 G Street, NW., Washington, D.C., at which those producers, who 
in these proceedings have been granted certificates subject to price conditions as 
set forth in ordering paragraph (E) of Opinion No. 328, may appear and give 
notice of their desire and intention to participate in supplemental certificate 
proceedings wherein they will be afforded an opportunity to introduce such fur- 
ther evidence as they deem desirable, including cost evidence, to show that their 
proposed initial contract prices, or some other prices higher than the maximum 
initial prices specified in said ordering paragraph (E) but no higher than the 
proposed contract prices, are required by the public convenience and necessity. 
If a request for supplemental proceedings is made at the prehearing conference, 
the presiding examiner shall thereupon fix an early date for hearing in such 
supplemental proceedings. Staff and interveners may appear at said prehear- 
ing conference, and they shall have an opportunity in the supplemental proceed- 
ings to cross-examine and to introduce such further evidence as they deem 
necessary. 

(G) The certificate issued to Cities Service Gas Company by Opinion No. 328 
is hereby withdrawn; and so much of ordering paragraph (D) of said opinion as 
provides for the issuance of a certificate to Cities Service, and so much of ordering 
paragraphs (H) and (I) of said opinion as provides for the attachment of con- 
ditions to the issuance of such certificate, are hereby deleted. 

(H) The certificate issued to Transwestern by ordering paragraph (A) of 
Opinion No. 328 is hereby modified by elimination of the facilities described above, 
and more fully described in Transwestern’s application, which Transwestern pro- 
posed to construct for the purpose of taking gas from Cities Service Gas Company. 

(I) Ordering paragraph (B) of Opinion No. 328 is hereby modified to require 
that the revised schedules of rates and charges to be filed by Transwestern shall 
reflect the reduction in its costs by reason of the elimination of the facilities 
provided in paragraph (H) above. 
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(J) The time within which Transwestern’s authorized facilities must be con- 
structed and placed in operation under ordering paragraph (J) of Opinion No. 
328, is hereby changed from six months to twelve months from the issuance of 
Opinion No. 328. 

(K) The certificate issued to Transwestern by ordering paragraph (A) of 
Opinion No. 328 shall not become effective until such time as all the producers to 
whom certificates were issued by ordering paragraph (D) of said opinion have 
filed written acceptance of their certificates as provided in paragraph (E) above. 

CoMMISSIONER KLINE concurring, filed a separate statement. 

COMMISSIONER CONNOLE concurring in part, dissenting in part, filed a separate 
statement. 

ConNOLE, Commissioner, concurring in part, dissenting in part: 

The further proceedings contemplated in this order seem unnecessary. The 
parties here had ample opportunity to present all evidence which was required 
under the Act. Every producer should have been aware, at least since Signal, 
of the extent of his burden, regardless whether this Commission’s orders had been 
consistent with his awareness or not. It should not have taken a unanimous 
Supreme Court of the United States to interpret so obvious a principle of regula- 
tory law. Even more compelling reasons are present in this proceeding, however, 
that make it entirely clear that the applicants were on ample actual notice of the 
dimensions of their responsibility. 

The producers here were advised of the minimum standards against which the 
Commission would be measuring their applications in-order to know whether the 
public convenience and necessity required the service at the proposed prices. 
These standards were not met, according to majority’s original order and this one. 
I agree with these conclusions. 

But there seems no reason why we ought to reopen the proceeding at this late 
date to afford these applicant producers a chance to prove once again what they 
have already failed to prove. Accordingly, I dissent from so much of this order 
that would reopen these proceedings. I concur in so much of the order that would 
fix these rates at the levels found to be required by the public convenience and 
necessity. In my judgment we have given ample opportunity to these producers 
to demonstrate the level at which public convenience and necessity requires the 
sales tobe made. In my judgment the record now contains everything applicants 
should have a right to place init. We ought to reach a definite binding judgment 
on the initial price at which we find the public convenience and necessity requires 
this sale to commence. We ought to issue such an order now, not after another 
protracted proceeding which will largely duplicate existing evidence. 

Because my position would have no effect on the outcome of this proceeding at 
this stage, I express no opinion on the rate level found to be required by the public 
convenience and necessity other than to say that I should hardly have argued for 
a level of rates higher than here involved. My position here is confined to the 
issues raised on petition for rehearing. 

KLINE, Commissioner, concurring: 

I am willing that the producer applicants be afforded every reasonable oppor- 
tunity to prove that the public convenience and necessity requires certification 
of their sales at the proposed prices and, accordingly, concur with the majority 
that these proceedings should be reopened for the taking of further evidence. 
Certainly the reopening will permit the applicants to proceed to present evidence 
at this time and not require them to wait until the project has been completed 
and a new rate filing made. However, with the exception of the Gulf Oil 


1 Signal Oil & Gas v. F.P.C. (CA 3), 238 F. 2d 771, cert. denied 353 U.S. 923. 
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Corporation, Docket No. G-—14940, where the contract price of the gas was 
12¢ and Opinion No. 328 imposed a condition reducing it to 11¢, and the appli- 
cation for rehearing and a re-examination of the record has convinced me that 
we should reconsider our action there and either delete the price condition or 
grant a rehearing, I am exceedingly doubtful that a rehearing will serve any 
useful purpose. The prices proposed by the other producers herein so far 
exceeded any previously contracted prices in either the Panhandle or West 
Texas areas, and certification of these prices will have such an adverse effect 
on the consuming public supplied by gas from these areas that only clear 
proof that the price conditions imposed in Opinion No. 328 will result in con- 
fiscation would cause me to modify that opinion. Certainly evidence of a more 
comprehensive nature and of a different type than that mentioned in the appli- 
cations for a rehearing must be forthcoming. 


CITY OF BAYARD, NEBRASKA vs. NORTH CENTRAL GAS COMPANY, 
DOCKET NO. G-16434 


ORDER MODIFYING AND ADOPTING PRESIDING EXAMINER'S DECISION AS MODIFIED 
(Issued September 24, 1959) * 


Syllabus 





1. Commission rejects complaint of City of Bayard, under Section 13 of the 
Natural Gas Act, since its project, under which the City would assume oper- 
ation of the present gas distribution system, is not economically feasible, and 
is not necessary or desirable in the public interest. 

Commissioner Hussey not participating. 

Charles S. Rhyne, J. Parker Connor, R. R. Perry and Kenneth M. Williams 
for the City of Bayard, Nebraska. 

Floyd EB. Wright, J. W. Scott and Louis L. Da Pra for North Central Gas 
Company. 

Agnes Mae Wilson for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

The Presiding Examiner’s decision in this matter was issued on July 23, 
1959. Thereafter, on August 21, 1959, the Commission, upon its own motion, 
issued an order for review. 

By his decision and accompanying order, the Presiding Examiner, subject 
to review by the Commission upon exceptions filed or upon its own motion, 
ordered that the motion to dismiss the complaint herein for lack of jurisdiction 
be granted and that the complaint of the City of Bayard be dismissed. 

We are in agreement with the conclusion of the Presiding Examiner that the 
complaint of the City of Bayard should be dismissed. However, without pass- 
ing upon the question of jurisdiction, it is the opinion of the Commission that 
the record does not show that it is necessary or desirable in the public interest 
to direct North Central Gas Company to supply gas to Bayard “after acquisition 
by Bayard of the local gas distribution system, either as presently being supplied, 
or by making provision for serving Bayard with Wyoming gas through the pipe- 
line west of Bayard.” The pleading of the City of Bayard, although designated 
a complaint in the caption and containing a recital that it is filed under Section 
13 of the Natural Gas Act, requests in the prayer that the Commission order 
North Central to supply the City of Bayard with gas under Section 7(a) of the 


*Initial decision appears on p. 550. 
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Act and “to fix a rate which is just and reasonable under Section 4(a) of the 
Act * * *.” No mention is made in the prayer of Section 13. 

Upon our consideration of the record and the initial decision herein we find 
that the “complaint” of the City of Bayard should be dismissed because the 
City of Bayard has failed to show that its project is economically feasible. 
The Mayor of the City of Bayard testified that both the service presently being 
rendered by North Central Gas Company and the rates charged, which are 
subject to approval by the city council, were satisfactory. In fact, the evidence 
shows that the rates being charged by North Central have been in effect since 
1939. The city is proposing to operate a municipal gas utility system for the 
purpose of obtaining revenues with which to provide additional municipal serv- 
ices such as “better parks, more paving and better sewer facilities.” The Mayor 
explained that it would not be possible to provide these services if the source 
of revenue were limited to taxation alone, because such taxation would be 
prohibitive. 

The City of Bayard owns and operates its electric and water systems. The 
evidence shows that the bonds in the amount of $78,000 issued to acquire the 
electric utility were paid off in seven years. These utilities are operated by a 
staff of three employees, one of whom is Superintendent of Utilities. These 
employees report to and are responsible to a committee of the city council. The 
city proposes to employ one additional man for $350.00 per month for the opera- 
tion of the gas plant. It is contemplated that one man will spend whatever 
time is necessary in operating the gas plant and the remainder of the time will 
be used on other utility jobs throughout the city. 

The evidence shows that in the condemnation proceedings brought by the 
City of Bayard for the acquisition of North Central’s distribution system, the 
condemnation court made an award on September 17, 1956 of $69,489, including 
$6,232 for the town border station. The City of Bayard proposes the issuance 
of $104,000 in bonds to finance the acquisition. The engineering study (Exhibits 
11 and 12) presently in support of the project shows an estimate of expense to 
the city in acquiring the property as follows: 


A. Payment to Company, with estimated adjustment of our valua- 
tion by Court of Condemnation 

B. Court expense 

C. Engineering 

D. 

BE. Supplies and operating tools and equipment 

F. Modernization of system* 


*Includes replacing deteriorated mains and moving all indoor meters outside to 
provide for a safe installation. 


The above estimate was prepared prior to the award by the condemnation 
court. 

After the condemnation court made a higher award than the city had esti- 
mated for the acquisition, the city planned a program of deferred maintenance 
instead of the expenditure of $60,000 for the modernization of the system by 
replacing deteriorated mains and by moving all indoor meters outside to pro- 
vide for a safe installation. The city’s engineering witness considered the ex- 
penditure of $60,000 necessary for the modernization when he made this es- 
timate in 1955, because of the condition of the plant. The physical feasibility 
of such deferral was not shown. The city’s Exhibit 12, which is a revision of 
the estimate of operating expenses contained in Exhibit 11, the engineering re- 
port, to reflect the increases in the cost of labor in 1959 over labor costs in 1955, 
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shows a total of $9,700 estimated for operating expenses. It was not shown that 
this would be adequate to cover the expense of the proposed deferred 
maintenance. 

The evidence shows that the average annual natural gas requirement of the 
City of Bayard during the years 1951 through 1958 was 97,762.5 Mcf. The Mayor 
testified that the population is about static. It appears unrealistic that the 
economic feasibility of this project should be based, as it is, upon the assump- 
tion that the annual consumption will be 148,150 Mcf, which is 51.5 per cent 
greater than the average annual consumption over the period of the last eight 
years. The present saturation in space heating is 90 per cent. There is no 
evidence to show any cause for an expected increase in consumption. The evi- 
dence shows that the city estimated that there would be $15,350 in revenue avail- 
able for extensions and debt service, if the wholesale cost of gas were 35 cents 
per Mcf and service were rendered under the existing retail rate schedule. If 
the cost of gas were 40 cents, the revenue estimated to be available for exten- 
sions and debt service would be $7,940. If the cost of gas were 45 cents, there 
would be $530 available. These estimates do not give effect to the increase in 
operating expenses between 1955 and 1959. 

It appears to the Commission that the city’s estimates are based upon an an- 
nual consumption figure which is too high and speculative. Were the estimates 
of revenues based upon a more conservative annual consumption figure, the es- 
timate of revenues available for payment of principal and interest would be 
less. From the evidence presented in the record, it does not appear that there 
would be revenue available to retire the bonds without increasing rates or in- 
creasing taxes. Since the city is presently receiving satisfactory service at rates 
over which it has jurisdiction and approval, the Commission finds that the proj- 
ect is not economically feasible and is not necessary or desirable in the public 
interest. Accordingly, we find that the initial decision of the Presiding Exam- 
iner, to the extent consonant with this order, should be adopted. 


The Commission orders: 


The initial decision of the Presiding Examiner issued herein on July 23, 1959, 
to the extent it is in consonance with our findings set forth in this order, is 
hereby adopted. 


DECISION 


UPON COMPLAINT UNDER SECTION 13 OF THE NATURAL GAS ACT 


(Issued July 23, 1959) 


Ivins, Presiding Examiner: This proceeding arose upon a complaint filed by 
the City of Bayard, Nebraska * with the Federal Power Commission,’ on Septem- 
ber 25, 1958, against North Central Gas Company.* The complaint is brought 
under Section 13 of the Natural Gas Act.‘ 

The complaint alleges that Bayard is a municipality in Nebraska; that the 
City and its residents are supplied with natural gas by North Central Gas 
Company; that North Central engages in the interstate transportation of nat- 
ural gas from gas fields to Bayard and in the local distribution of gas within 
the city limits of Bayard. The complaint alleges that in an election held on 
April 3, 1956, a majority of the qualified voters of Bayard voted to purchase 
North Central’s gas distribution system; and that thereafter North Central 
indicated that it would not supply gas to Bayard at wholesale after Bayard 


1 Sometimes hereinafter referred to as “Bayard.” 

2 Sometimes hereinafter referred to as “Commission.” 

® Sometimes hereinafter referred to as ‘‘North Central” or “Company.” 
* Sometimes hereinafter referred to as “Act.” 
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takes over the distribution system. The complaint further alleges that there- 
upon Bayard obtained an order from the Nebraska Railway Commission re- 
quiring the Company to show cause why it should not be required to serve gas 
to Bayard at wholesale at rates fixed by said Commission, but that on appeal 
the Supreme Court of Nebraska found in City of Bayard v. North Central Gas 
Company (June 14, 1957) 164 Neb. 819, 83 N.W., 2d 861, that North Central was 
not within the jurisdiction of such Railway Commission. The complaint also 
alleges that Bayard has made demand upon North Central that North Central 
apply to the Federal Power Commission for the fixing of rates for the supply 
of gas at wholesale to Bayard, and that North Central has taken the position 
that it is not subject to Federal Power Commission jurisdiction; that North 
Central’s pipeline supplying Bayard runs along the North Platte River to the 
east and west of Bayard; that this pipeline extends west to the Sand Draw Field, 
Wyoming, and serves Morrell and Mitchell, Nebraska with Wyoming gas. The 
complaint further alleges that frequently Wyoming gas flows east to Bayard; 
that the City of Northport, Nebraska is approximately 9 miles east of Bayard 
and that the pipeline running east and west along the river is joined from the 
south by a pipeline at Northport running in a north-south direction which is 
also owned by North Central. Parallel to the pipeline owned by North Central is 
another pipeline owned by the Kansas-Nebraska Natural Gas Co.’, and that 
this pipeline is operated by North Central; that the Kansas-Nebraska line is 
interconnected with North Central’s pipeline so that gas from either of the paral- 
lel pipelines may reach Bayard. The complaint further alleges that most of the 
gas supplied to Bayard comes to Northport, Nebraska and thence west to 
Bayard. The complaint alleges on information and belief, that some of the 
gas in these lines originates in Colorado. The complaint also alleges that North 
Central can supply gas at wholesale to Bayard from either east or west, without 
unduly burdening the Company or impairing its ability to render adequate 
service to its other customers. The complaint likewise alleges on information 
and belief, that on the pipeline west of Bayard when certain pressure conditions 
exist, an automatic pressure operated valve in the pipeline opens to permit 
Wyoming gas to flow east, so as to permit gas originating in Wyoming to flow 
east as far as Bayard. 

In its answer filed November 12, 1958, North Central admits that it is en- 
gaged in the transportation in interstate commerce of gas by pipeline, but 
alleges that “as to the transportation to, and distribution of, gas within the 
City limits of Bayard, all gas supplied Bayard comes from the Huntsman Field, 
located within the State of Nebraska; that none of said gas is transported in 
interstate commerce, that the portion of its facilities used for the transportation 
and distribution of said gas, are located entirely within said State, are local in 
character, and, therefore, exempt from the jurisdiction of this Commission 
under Sections 1(b) and 7(c) of the Natural Gas Act.” The answer further 
alleges that all of the gas supplied to Bayard comes through the pipelines run- 
ning north to Northport, Nebraska and thence west to Bayard; that North Cen- 
tral has been engaged solely in the sale of gas at retail to the ultimate customers 
through its own distribution systems; that it has never sold gas at wholesale 
for resale, and that North Central has no responsibility to apply to the Federal 
Power Commission “for the fixing of rates to supply gas at wholesale to 
Bayard.” North Central also alleges that its lines running west from Bayard 
are not now used and have not been used since 1951 to supply gas to Bayard. 
North Central denies that gas supplied to Bayard comes from either Colorado 
or Wyoming and denies that it can supply gas at wholesale to Bayard through 
its pipeline along the North Platte River from either east or west without un- 


2 Sometimes hereinafter referred to as ““Kansas-Nebraska.” 
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due burden upon, or impairment of, its ability to render adequate service to its 
other customers. The answer also alleges that all gas supplied to the inhab- 
itants of Bayard is gas received by North Central from another Company within 
the State of Nebraska and is ultimately consumed within the State of Nebraska, 
and that the rates and services of North Central are subject to regulation by 
Bayard. 

The answer further alleges that in the condemnation proceedings brought by 
Bayard for the acquisition of North Central’s distribution system, the condemna- 
tion court on February 1, 1957, fixed the value of the system, which award be- 
came final, but that Bayard has failed to issue and sell bonds and has not 
paid, or tendered to North Central, the amount of said award. The answer 
alleges that Bayard has thus abandoned all of its rights to acquire said system. 

The answer also alleges that North Central is rendering reasonable service at 
reasonable rates, and that it is not in the public interest to require North Cen- 
tral to supply natural gas at wholesale to Bayard. 

The answer further alleges that North Central’s pipeline extending west of 
Bayard is used for transporting gas from the Huntsman Field in Nebraska to 
North Central’s distribution systems in the Cities of Minitare, Scottsbluff and 
Gering, Nebraska, and that the Company has no pipeline available for trans- 
porting gas from the Sand Draw Field in Wyoming east of the City of Scotts- 
bluff, Nebraska; that if North Central were required to render interstate serv- 
ice at wholesale to Bayard from gas supplies in Wyoming, it would impair the 
Company’s ability to render adequate service to its customers in Minitare, 
Scottsbluff and Gering, and would also require a substantial enlargement of 
North Central’s facilities. 


The answer then also asserts that North Central has never been engaged in 


the business of selling gas at wholesale, makes no sale in interstate commerce 
of natural gas for resale, does not now desire to do so, and that any order 
requiring the Company to sell gas at wholesale for resale would amount to a 
taking of North Central’s property without due process of law and without just 
compensation contrary to the Constitution of the United States. 

After notice of complaint and date of hearing was issued herein on January 
29, 1959, North Central on February 12, 1959, filed a motion requesting the 
Commission to reconsider and modify the same, and to provide therein for 
termination of this proceeding, or, in the alternative, to provide that the hearing 
scheduled to commence on March 2, 1959, but for the limited purpose of deter- 
mining whether the Commission has authority to grant the relief prayed in the 
complaint. In an order issued February 27, 1959, the Commission denied such 
motion but noted that: 

Should the evidence adduced at the hearing indicate that this Commis- 
sion is without authority and jurisdiction to grant the relief prayed, 
North Central may renew its motion at that time. 

Pursuant to notice issued and published by the Secretary of the Commission 
this matter came on for hearing and was heard before the undersigned Exam- 
iner commencing March 2, 1959, and concluding on March 9, 1959. At the 
conclusion of Bayard’s direct case, North Central orally moved for a dismissal 
of the proceeding because of the Commission’s alleged lack of jurisdiction, and 
on other grounds. North Central did not desire such motion to be certified to 
the Commission for disposition pursuant to Section 1.12(d) of the Commission’s 
Rules of Practice and Procedure, but desired to cross examine Bayard’s wit- 
nesses and to introduce proof in its own behalf. 
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At the conclusion of all the evidence, North Central renewed its motion to 
dismiss. Accordingly, this motion requires disposition at this time.’ 

The Staff in its brief supports North Central’s position that the complaint 
should be dismissed for lack of jurisdiction. While the Staff’s expression of 
its position uses different language than that employed by North Central, the 
essential theory of both the Staff and North Central as to jurisdiction is con- 
sistent and is to the effect that no interstate transportation or sale is involved 
in this proceeding. 

It is elementary that the first matter which should be considered is the 
question of the Commission’s jurisdiction to grant the relief sought in the 
complaint. If the Commission lacks jurisdiction, the complaint must be dis- 
missed on that ground and the proceeding terminated. 

North Central is a Wyoming corporation with its principal place of business 
in Casper, Wyoming. In the conduct of certain phases of its business it trans- 
ports natural gas from Wyoming to Nebraska, and sells such gas over its own 
distribution systems to communities in Wyoming and Nebraska, and makes 
direct industrial sales. In the transportation of natural gas from Wyoming to 
Nebraska it is “engaged in the transportation of natural gas in interstate com- 
merce,” * and is a “natural-gas company” within the meaning of the Natural 
Gas Act ‘as has heretofore been found by the Commission.® 


FACTS BEARING UPON JURISDICTION 


The pertinent facts bearing upon jurisdiction are as follows: 

The gas employed, or to be employed, by North Central to serve Bayard has 
since 1951 been obtained from the Huntsman area of Nebraska. It is trans- 
ported solely within the State of Nebraska through North Central’s facilities 


located in that State. The gas transported and sold to Bayard is completely 
intrastate gas and is not commingled with any interstate or gas from any other 
state at any time prior to its disposition or proposed disposition to Bayard.° 

Accordingly it is clear that the particular transaction involved here is wholly 
outside the jurisdiction of the Commission.’ 


7 An opportunity was afforded for the filing of briefs, and briefs have been filed by 
Bayard, North Central, and Commission Staff Counsel. 

3 Section 1(b) of the Act. 

Section 2(6) of the Act. 

5 North Central Gas Co., Docket No. G-380, 3 FPC 925 (1943); Docket No. G—739, 
5 FPC 732 (1946) ; Docket No. G-1427, 9 FPC 1050 (1950), Docket No. G-9437, 15 FPC 
1101 (1956). 

*It is noted that North Central transports certain quantities of gas through a part 
of its system for the account of Kansas-Nebraska. In 1954 during a short emergency 
period occasioned by a breakdown in the Ohio Oil Company’s plant there may have been 
a commingling of interstate gas from the Kansas-Nebraska transportation with the intra- 
state gas delivered by North Central to Bayard. There has been no recurrence of this 
situation and there is no gas from outside the State of Nebraska sold or transported by 
North Central to Bayard. 

7™There is much testimony in the record and considerable discussion in the briefs 
regarding the operations of North Central’s system as a whole in which it was developed 
that North Central does, in one phase of its operations, as already indicated, transport 
gas from Wyoming to Nebraska and sell such gas directly to the consumers. Such inter- 
state transportation operations make the company a “natural-gas company” subject 
to the Act, as has been found by the Commission. North Central Gas Co., Docket No. 
G-380, 3 FPC 925 (1943); Docket No. G-739, 5 FPC 732 (1946); Docket No. G—1427, 
9 FPC 1050 (1950); Docket No. G-9437, 15 FPC 1101 (1956). However, it does not 
follow that every: operation in which North Central engages is subject to the Act. As 
pointed out above, the particular transaction involved here pertains solely to the trans- 
portation and sale of intrastate gas and is not subject to regulation by the Commission. 
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CONTENTIONS REGARDING COMMISSION’S JURISDICTION 


Bayard contends that the Commission has jurisdiction to grant the relief 
usked in the complaint. In order to sustain this contention, Bayard must show 
that the relief sought in the complaint is of a character which the Commission 
may order. The relief sought in the complaint is described hereinabove. 

The Commission has jurisdiction over North Central but to say this is only to 
reach the threshhold to consideration of the problem. In this case Bayard 
points to the decision of the Supreme Court of Nebraska in City of Bayard v. 
North Central Gas Co., supra. All that this case establishes is that the Ne- 
braska State Railway Commission did not have jurisdiction to compel North 
Central to serve Bayard gas at wholesale. The Nebraska court makes no claim 
that jurisdiction vests in the Federal Power Commission to grant the relief 
sought, but only points out that under the Nebraska law North Central is not 
a common carrier subject to the Railway Commission’s jurisdiction. There is 
nothing in this case which directly or by implication could be said to confer 
jurisdiction in this Commission. 

The “regulatory gap” referred to in Bayard’s brief is the gap which came 
about because state authorities have no power under the Constitution of the 
United States to regulate sales or transportation in interstate commerce. It 
does not follow in every situation, as complainant contends, that because under 
state law a particular kind of relief cannot be obtained, that ipso facto relief 
can be obtained under the Natural Gas Act. In order to obtain relief under the 
Act, it is incumbent on complainant to establish that this Commission has 
jurisdiction. The argument that because the state court did not, or could not, 
grant relief, does not establish jurisdiction in this Commission to grant the 
relief sought. 

Bayard calls attention in its brief to the fact that North Central was granted 
a certificate of public convenience and necessity on February 23, 1943 (Item 
G) at which time the Company was serving Bayard, and that the Company 
has subsequently applied to the Commission and obtained certificate authoriza- 
tions for the addition of new facilities and service. This, however, does not 
establish the Commission’s jurisdiction over the particular transaction here 
under consideration. Bayard also refers to certain statements contained in 
applications filed by North Central to the effect that the entire system might 
be served with out-of-state gas during the summer months, or that interstate 
gas and intrastate gas might be commingled in facilities from which it would 
have been possible to serve Bayard and other Nebraska communities. While 
this is interesting, it is not controlling or dispositive of the particular issue 
under consideration since Bayard is not now, and has not for a number of years 
been served with interstate gas, nor is it proposed by North Central to serve 
Bayard with interstate gas. 

The contention made in Bayard’s brief that Commission jurisdiction over 
North Central having previously been established that the burden is upon North 
Central to rebut the presumption that jurisdiction continues in this proceeding, 
begs the real question here presented. North Central concedes, and the record 
establishes, that the Commission has found that the phase of North Central’s 
operation which includes interstate transportation of gas, is subject to Com- 
mission jurisdiction and as to this phase of its operations North Central is a 
“natural gas company” within the meaning of the Act, so that we are not re- 
quired to rely upon any presumption to establish jurisdiction over that phase of 
North Central’s operations. However, as has been stated above, it does not 
follow that every operation in which North Central engages is subject to the 
Act. Consequently, the Examiner must be governed by the facts presented in 
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this record in determining whether North Central’s transportation and sale of 
gas in Bayard is subject to the Commission’s jurisdiction herein. 

Bayard in its brief places great reliance upon the case of the Federal Power 
Commission v. East Ohio Gas Company, 338 U.S. 464(1950), as supporting its 
contention that the Commission has jurisdiction to grant the relief sought in 
the complaint. In substance Hast Ohio would require that a complainant seek- 
ing relief under the Natural Gas Act establish that the seller of the gas be 
shown to be engaged either in the transportation of gas in interstate commerce 
or the sale of gas for resale in interstate commerce. 

There is no quarrel with the principle established in Hast Ohio in the posi- 
tion expressed by North Central. The position taken by North Central is that 
East Ohio is not applicable to the facts of this case and therefore such case 
is easily distinguishable from the instant case. East Ohio did not deal with 
a particular transaction such as the one at bar where no interstate transporta- 
tion or sale is involved. The facts established in this record disclose that the 
particular transaction which is the subject of consideration here involves neither 
transportation in interstate commerce or sale for resale in interstate com- 
merece. Accordingly, East Ohio is not applicable to the facts in this case. 

North Central and the Staff contend on the basis of State of North Dakota v. 
Federal Power Commission, 247 F. 24 173 (CA 8-1957), Colorado Interstate Gas 
Co. v. Federal Power Commission, 324 U.S. 581, 585, 588 (1945), other cases and 
Section 1(b) of the Act that the complaint should be dismissed for lack of 
jurisdiction. The Staff in its brief, among other things, states (page 28) “the 
facts do not justify a finding that the Commission has jurisdiction to order the 
relief sought here by Bayard. The case which is controlling in this matter is 
State of North Dakota v. Federal Power Commission, 247 F. 2d 173.” 

It should be observed that this case from the standpoint of the facts pre- 
sented is more clearly one which is outside the Commission’s jurisdiction than 
the North Dakota case because in this case there is no commingling of inter- 
state gas whatever. The gas sold and transported here involves a completely 
intrastate transaction. 

The Court pointed out in North Dakota at page 177: 

That the Act does not embrace intrastate commerce is clear from the 
Act itself and from judicial interpretations thereof. Colorado Interstate 
Gas Co. v. Federal Power Commission, 10 Cir., 1944, 142 F. 2d 943, 958, af- 
firmed in Colorado Interstate Gas Co. v. Federal Power Commission, 1945, 
324 U.S. 581, 585, 588, 65 S. Ct. 829, 89 L. Ed. 1206; Panhandle Eastern 
Pipe Line Co., v. Public Service Commission of Indiana, 1947, 332 U.S. 507, 
516, 517, 68 S. Ct. 190, 92 L. Ed. 128, Panhandle Eastern Pipe Line Co. v. 
Michigan Public Service Commission, 1951, 341 U.S. 329, 334, 71 S. Ct. 777, 95 
L. Ed. 998. See State Corp. Commission of Kansas v. Federal Power Com- 
mission, 8 Cir., 1953, 206 F. 2d 690, 707, certiorari denied 346 U.S. 922, 74 S. Ct. 
307, 98 L. Ed. 416. 

The Court also said: 

That gas pipeline companies can be engaged in both intrastate as well as 
interstate business and have the intrastate portion not subject to FPC 
jurisdiction is illustrated by Colorado Interstate Gas Co. v. Federal Power 
Commission 1945, 324 U.S. 581, 585, 65 S. Ct. 829, 89 L. Bd. 1206. (Italic 
supplied. ) 

There are numerous cases in which the Commission has pointed out that all 
the business transactions of regulated natural gas companies do not necessarily 
come within the ambit of the Commission’s authority. In fact in most of the 
pipeline rate cases, it is necessary to make allocations of cost between juris- 
dictional and non-jurisdictional business. 
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Colorado Interstate Gas Company v. Federal Power Commission, supra, stands 
for the same principle and strongly supports the position taken by the Staff and 
by North Central. 

In the present case it is clear that the transaction is outside the ambit of the 
Commission’s jurisdiction. 

Section 1(b) of the Act provides that the Act shall apply to (1) “the transpor- 
tation of natural gas in interstate commerce”, and (2) “the sale in interstate 
commerce of natural gas for resale for ultimate public consumption”, but pro- 
vides further that the Act “shall not apply to any other transportation or sale 
of natural gas.” It is clear from the evidence presented that North Central 
transports natural gas produced in the State of Nebraska over the company’s 
facilities located entirely within that State, and sells such gas in the City of 
Bayard. Clearly this operation is not subject to Section 1(b) of the Act, but 
falls within the exemption of that section which provides that the Act shall not 
apply to “any other transportation or sale of natural gas.” The fact that Bayard 
was, prior to 1951, served by North Central with Wyoming gas has no bearing 
on the question of the Commission’s present jurisdiction.* The uncontradicted 
evidence shows that Bayard has since 1951 and is now served entirely with gas 
produced in the State of Nebraska over facilities operated by North Central in 
that State. In these circumstances it must be concluded that the complainant 
has not established that the Commission has jurisdiction to grant the relief 
sought and the complaint must be dismissed. 

In its brief, North Central also argues that the relief sought by Bayard should 
not be granted on various other grounds including claims that Bayard’s com- 
plaint is incorrectly based upon Section 13 of the Act, that the Commission has 
no power to compel North Central to engage in sales for resale to Bayard, that 
the Commission has no power to compel enlargement of North Central’s transpor- 
tation facilities, and that Bayard has not established the necessity or desirability 
in the public interest of sales at wholesale by North Central to Bayard. The 
Staff in its brief likewise urges in addition to its jurisdiction contention that the 
record does not establish the necessity or desirability in the public interest of 
sales at wholesale by North Central to Bayard. 

In view of the conclusion reached here that the Commission is without juris- 
diction to grant the relief sought in the complaint it would be a work of superero- 
gation to pass upon such other contentions and it would not serve any other 
useful purpose to do so. In these circumstances, and since this holding disposes 
of the entire issue, no useful objective would be served by further prolongation 
of this decision. Based upon the jurisdictional considerations which have been 
discussed hereinabove the complaint will be dismissed and the proceeding 
terminated subject to such action as the Commission may take. 


ORDER 


Wherefore it is ordered, subject to review by the Commission upon exceptions 
filed or upon its own motion as provided in its Rules of Practice and Procedure 
that the motion of North Central Gas Company to dismiss the complaint herein 


for lack of jurisdiction is hereby granted, and the complaint of the City of Bayard 
be, and the same is hereby, dismissed. 


RIcHARD N. Ivins, 
Presiding Examiner. 


®In this connection see City of Hastings v. Federal Power Commission, 221 F. 2d 81, 
82 (CA8-1954), certiorari denied 349 U.S, 920 (1955). 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and John B. Hussey. 


C. V. LYMAN, DOCKET NO. G-—9289 
ORDER TERMINATING PROCEEDING 
(Issued September 24, 1959) 


On complaint of Tennessee Public Service Commission and other Tennessee 
interests, we instituted this proceeding under Section 5 of the Natural Gas Act 
on January 27, 1956. The basic issue is the justness and reasonableness of the 
rate charged by ©. V. Lyman (Respondent) to Tennessee Gas Transmission 
Company (TGT) for gas supplied from the Captain Lucey Field in Jim Wells 
and Nueces Counties, Texas, and ultimately sold by TGT for distribution in 
Tennessee and elsewhere. 

The gas is supplied under Respondent’s FPC Gas Rate Schedule No. 2, filed 
with the Commission on September 17, 1954. Under duly filed Supplements to 
this Rate Schedule, which became effective on December 16, 1954, Respondent’s 
rate for the gas in question was increased from 10.021¢ per Mcf to 11.903¢ per 
Mef. The latter amount, which for convenience in reference we round to 11.9¢, 
is still the rate effective for this supply. 

Hearings commenced June 30, 1958, with evidence by the staff as to Respond- 
ent’s cost-of-service for the gas produced and deiivered to TGT. Although ap- 
pearances were entered for the complainants, no complainant actually appeared 
or participated in the proceeding. Respondent’s direct case commenced Decem- 
ber 2, 1958. After reinvestigation of Respondent’s cost-of-service, and further 
formal proceedings, the staff on June 10, 1959 presented as a part of its rebuttal 
case an “adjusted Cost of Service Year 1956,” which was received in evidence. 

The revision of the original staff presentation reflected certain pro forma ad- 
justments to points made in Respondent’s direct case, under the particular and 
unusual facts as to Respondent’s operation. These adjustments included (a) 
allocation of the total cost of oil and gas properties on the basis of the ratio be- 
tween recoverable reserves of liquids and gas (b) adjustments for known changes 
since the test year 1956 for cost of gas bought by, and gas transported for, Re- 
spondent, and (c) allowance for rate case expense as estimated by Respondent. 
As adjusted, it appeared that Respondent’s cost-of-service, at 9% return, and 
including costs of 11.93¢ per Mcf for substantial amounts of purchased gas, 
amounted to 10.68¢ per Mcf. On the basis of the staff’s adjusted cost-of-service 
exhibit, it is apparent that without regard to the merits of the positions taken 
by Respondent or the staff on important issues still in controversy,’ Respondent’s 
cost as computed by the staff were not, even on a unit basis, substantially diver- 
gent from the 11.9¢ per Mcf rate in question. 

The approximate equivalence of costs as computed by the staff, and the rate 
in question, is even more marked, when we consider rate of return at 14%, the 
top of the 9-14% “range” suggested by the staff testimony in this case. At 
this 14% rate of return, Respondent’s cost-of-service would be 11.22¢ per Mcf, 
compared with the 11.9¢ per Mcf being charged to TGT. In this connection, 
it is important to note the relatively small dollar differential between Respond- 
ent’s costs as computed by the staff, and amounts pro forma realized under the 


These issues include: rate of return, allowance for “statutory tax benefits,” basis 
for allocation of joint costs as between gas and oil production, accounting methods 
(“asset” or “venture”’), and deductibility from production against which costs are spread 


of gas volumes produced by Respondent but attributed to a “50% net-profit” interest 
owned by Rice Institute. 
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rate in issue. On the staff’s theories and computation? total jurisdictional gas 
deliveries amounted to only 5,791,780 Mcf for the test year 1956. Cost at 10.68¢ 
per Mcf would amount to $618,562, as against revenues of $658,992.’ 

At the conclusion of the staff’s direct case, Respondent moved to dismiss the 
proceedings, and we referred the motion to the Presiding Examiner for consid- 
eration as a part of his final decision. Respondent made a similar motion, based 
on the entire record, at the conclusion of the staff’s case on June 10, 1959. The 
Presiding Examiner, referring to the case as “very unusual’, clearly indicated 
his view that the staff should join in the motion for dismissal. In this connec- 
tion, the Examiner indicated that he was primarily influenced by (a) the narrow 
range of difference between cost-of-service as computed by the staff and the 
rate in question, (b) the relatively small amount of dollars involved, and (c) 
Respondent’s testimony that he has recently been subjected to severe cut backs 
in TGT’s “take” of gas under the rate schedule in question. 

On July 21, 1959, the staff joined in the motion to dismiss, and the joint 
motion was referred to us by the Examiner. No complainant or intervenor has 
opposed the motion. 

We conclude that the record amply supports the views expressed by the Exam- 
iner at the end of the proceedings, and that under the particular facts of this 
ease, the investigation should be terminated and the complaint should be dis- 
missed. Such conclusion, however, should not be construed as an approval 
of the methods and principles employed by the staff or the Respondent in their 
respective cost-of-service studies, nor as specific findings as to the particular 
costs which have been at issue in this proceeding. 








































The Commission finds: 





(1) C. V. Lyman is an “independent producer” as defined in the Commission’s 
Regulations under the Natural Gas Act, and is a “natural-gas Company” as de- 
fined in the Act. 

(2) The rates and charges set forth in Supplement No. 5 and Supplement No. 
1 to Supplement No. 5 to Respondent’s FPC Gas Rate Schedule No. 2 have not 
been shown to be unjust, unreasonable, unduly discriminatory, or preferential. 
Therefore, the complaint filed by Tennessee Public Service Commission and 
others on August 31, 1955, and the investigation instituted by order issued 
January 27, 1956 herein, should be dismissed. 


The Commission orders: 


The above-referred to complaint and investigation are hereby dismissed, and 
this proceeding is hereby terminated. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


FRANK W. MICHAUX ET AL., DOCKET NO. G-19089 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued September 24, 1959) 

On July 18, 1959, Frank W. Michaux et al. (Michaux) tendered for filing 
Supplement No. 8 to its FPC Gas Rate Schedule No. 3 proposing to increase 


its rate and charge contained therein. By order issued August 11, 1959, the 
Commission suspended and deferred the use of said Supplement No. 8 until 














2On Respondent’s theory as to the proper treatment of the Rice Institute interest, 
volumes would be less. 


* Using the 11.22% per Mcf cost, total costs would amount to $649,833. 
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January 13, 1960, and “until such further time as [it] is made effective in the 
manner prescribed by the Natural Gas Act” and ordered a hearing to be held on 
the lawfulness of the proposed increased rate. Supplement No. 8 pertains to 
jurisdictional sales of natural gas to Texas Eastern Transmission Corporation 
(Texas Eastern). 

On August 24; 1959 Michaux tendered an Offer of Settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure, which 
offer was agreed to by Texas Eastern. 

In its Offer of Settlement Michaux states that in return for permitting the 
now suspended rate of 13.8733¢ per Mcf to be effective unconditionally, it would 
agree to eliminate from the rate schedule the favored-nation clause and price-re- 
determination clause and substitute 0.5¢ per Mcf periodic increases in Febru- 
ary 1963 and February 1968 for the present 0.2¢ per Mcf yearly periodic 
escalation. 

As justification for the offer, Michaux states the favored-nation and price- 
redetermination: provisions of the contract are valuable to Michaux as a means 
of protection aginst inflation and to insure receiving a price for the gas approxi- 
mating current value under the long term of the contract (20 years). Michaux 
also states that the proposed 13.8733¢ per Mcf rate is reasonable and con- 
siderably below recently negotiated contract prices for gas produced in the same 
area. Texas Eastern concurs in and approves the offer of settlement and states 
it is the same offer accepted by the Commission for settlement of a suspension 
proceeding of Petroleum Leaseholds, lac. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Act. Michaux is proposing to eliminate all favored-nation 
and price-redetermination clauses in the contract with Texas Hastern involved 
herein, to waive all its future rights and benefits thereunder and to convert 
the annual escalation now provided in the contract to a fixed 0.5¢ per Mcf 
escalation in February 1963 and February 1968. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as might 
otherwise arisé under the two clauses. The conversion of the existing annual 
escalation to two fixed escalations alone would avoid 13 annual rate increase 
filings during the remaining 14 years of the contract term. The resulting 
stability in gas costs would be welcome to all segments of the natural-gas in- 
dustry. Furthermore, freeing the Commission and its staff from the need of 
considering such proposed increases would enable us to concentrate our efforts 
on more important rate cases and other matters having possibly more serious 
consequences for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Michaux under the fixed escalation provision or otherwise. 


The Commission finds: 


The proposed: settlement of these rate proceedings on the basis described 
‘herein, as more fully set forth in the Offer of Settlement filed by Michaux 
with the Commission on August 24, 1959, and in the Appendix to this order, 
is in the public interest and appropriate to carry out the provisions of the 
Natural Gas Act and should be approved by the Commission and made effective 
:as hereinafter ordered. 
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The Commission orders: 


(A) The Offer of Settlement filed with the Commission by: Michaux on August 
24, 1959, is hereby approved in accordance with the provisions::of this order. 

(B) Michaux shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contract dated September 15, 1953, as amended, filed with the 
Commission as Michaux’s FPC Gas Rate Schedule No. a: in REED with 
Appendix A attached hereto. 

(C) Michaux shall, within 30 days from the date of catinaie: of this order, 
file with the Commission as a supplement to the aforesaid:. FRC Gas Rate 
Schedule No. 3, under Part 154 of the Commission’s’ Regulations under the 
Natural Gas Act, the executed agreement with Texas Eastern: required by 
paragraph (B) above. yet , 

(D) Michaux’s proposed increased rate contained in tunianeeet No. 8 to its 
aforesaid FPC Gas Rate Schedule No. 3 and suspended by our order issued 
herein on August 11, 1959, is herewith permitted to become:effective on:the date 
of this order. The proceedings in this docket are hereby. terminated. 

(E) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings which:are presently being 
heard or in any other proceeding now pending or herein: ifter. instituted by or 
against Michaux. 

COMMISSIONER CONNOLE dissenting. 








































AMENDMENT 


THIS AMENDMENT, made and entered into as of the _:___-day of ~.__-- 
1959, by and between Frank W. Michaux, Subsurface Resefve Corporation, and 
Creslenn Oil Company, hereinafter called “Producer,” and Texas Eastern Trans- 
mission Corporation, hereinafter called “System.” ‘ : 

WHEREAS, Producer and System mutually desire to-amend that certain Gas 

Purchase Contract dated September 15, 1953, as amended,‘ by and between Sys- 

tem and Producer covering the sale and purchase of gas from: the Gladys Powell 

Field, Goliad County, Texas. . 

NOW, THEREFORE, in consideration of the premises and the mutual cove- 

nants herein contained Producer and System do covenant: and ‘agree as follows: 
From and after the 1st day of September 1959, the sdid:-Gas Purchase 

. Contract between Producer and System dated the 15th day of September 

1953, as amended, shall be further amended as follows: 

(a) Paragraph 10.1 of Article X (price schedule and price redeter- 
mination provisions), as amended and as adjusted by letter agree- 
ment dated December 23, 1957, is hereby deleted in its entirety and 
there is hereby substituted in lieu and in place thereof the following: 

10.1. The price to be paid by System to Producer for each one 
thousand (1,000) cubic feet of dry gas which System is obligated to 
take and pay for hereunder, or pay for whether taken or not, shall 
be as follows: 

13.8733 conte per Mcf from September ' 1, 1958, "te February 5, 
1968 ; 
14.3733 cents per Mcf from February 5, 1963, to February 5, 
1968 ; 
14.8733 cents per Mcf from February 5, 1968, and thereafter. 
Each of such prices is inclusive of taxes to be reimbursed under the terms 
of Paragraph 10.2 of Article X as to “additional taxes” levied, assessed or 


fixed during the period between November 1, 1951, and Tuite T, 1959. 
iO" -47e 
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(b) ‘Paragraph 10.3 of Article X (favored-nation clause) in its en- 
tirety is héréby deleted. 
Except as heréin ‘provided, said Gas Purchase Contract, as amended, is hereby 
ratified and eonfirméd. in all respects. 
IN WITNESS HEREOF, this instrument is executed as of the date first above 
written. 


a alt ea Ee FRANK W. MICHAUX, 
ATTEST:; ~~ ; SUBSURFACE RESERVE CORPORATION, 


(Secréetary) ale : (President) 
ATTEST: ‘ a CRESLENN Ort COMPANY, 


(Secretary) - : (Vice President) 
aie Berne PRODUCER. 
ATTEST : +: 2-+. °a.s Se: TexaS EASTERN. TRANSMISSION CORPORATION, 


¢Seeretary).... : (Vice President) 
3 ' SyYsTeM. 


Before "Gommiiissidzierss : Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. ‘Connoté and ‘Arthur Kline. : 


C rrr SERVICE GAS COMPANY, DOCKET NO. G~—18869 
FINDINGS AND ‘ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
eg ee NECESSITY 


ve ovetites .c att > (Issued September 25, 1959) 


ot,t."3 


On Jung, 29, 1959, Cities Service Gas Company (Applicant) filed in Docket No. 
G-18869 an, application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public cony. enience and necessity authorizing the construction and 
operation during the calendar year 1959 of minor, routine facilities for making 
direct industria] ‘sales, along Applicant’s pipeline system traversing Texas, 
Oklahoma, Kansas, Nebraska and Missouri. 

The facilities proposed to be constructed under this “budget-type” application 
consist of. miscellaneous meter and regulator equipment and branch lines to 
enable Applicant to make miscellaneous temporary and permanent direct sales 
from its pipeline system during the calendar year 1959, at a total cost not to 
exceed $75,000,. with no Single project to exceed a cost of $6,000 

The anticipated temporary customers will be mostly road building contractors 
of which not more than 15 such projects, using an average of approximately 
35,000 Mcf each, are expected to be attached during 1959. 

Not more than 25 new permanent direct industrial customers, using an average 
of approximately ‘52,000 Mcf each per year, for processing in factories, for power 
for irrigation, ‘or-for:space heating, are expected to be attached during 1959. 

The estimatedtotalamount of gas involved under this application, all of which, 
with minor exceptions; is stated to be interruptible, is approximately 2,180,000 
Mcf per year. 

.The purpose..of the: application herein is to avoid the delay involved in the 
preparation ambifilmmg of individual applications and in the hearing and decision 
of each case.: ‘The:a@mount of gas involved is small and the proposal would 
have no appreciable effect on Applicant’s available gas reserves or service to 
existing customers. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 15, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
nearing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.80(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 





(1) Applicant, Cities Service Gas Company, a Delaware corporation having its: 
principal place of business.in. Oklahoma City, Oklahoma,.is a,“natural.gas- com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of December 28, 1943, in Docket No. G-298 (4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas im 
interstate commerce, subject to the jurisdiction of the Commission, and the con- 
struction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules.and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the delivery of natural 
gas during the calendar year 1959 as proposed by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder that Applicant 
should submit to the Commission on or before March 1, 1960, a report under 
oath showing all pertinent details of the construction of the facilities authorized 
hereunder, including names and locations of customers, facilities installed for 
each customer, cost of each project, estimated annual and maximum day gas 
deliveries to each customer, expected dates of termination of service to temporary 
customers and expected annual revenues from each customer. 

(6) The authorization granted hereinafter should be limited to a total ex- 
penditure of not more than $75,000, with no single project to cost more than 
$6,000, and to a total of not more than 15 new direct industrial customers on a 
temporary basis and not more than 25 new direct industrial customers on a 
permanent basis, with sales to all such permanent industrial customers not to 
exceed a total of 1,500,000 Mcf per year. 

(7) A request during the public hearing by staff counsel for-omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Cities Service Gas Company to construct. and operate the pro- 
posed facilities and to deliver natural gas through the calendar year 1959 as 
hereinbefore described, as more fully described in the application in this pro- 
ceeding, upon the terms and conditions of this order. . 

(B) Applicant shall, on or before March 1, 1960, submit to the Commission a 
report under oath showing all pertinent details of the construction of the 
facilities authorized in paragraph (A) hereof, including names and locations of 
customers, facilities installed for each customer, cost of each project, estimated 





FEDERAL POWER COMMISSION 563 


annual and maximum day gas deliveries to each customer, expected dates of 
termination of service to temporary customers and expected annual revenues 
from each customer. 

(C) The authorization granted in paragraph (A) hereof shall be limited to a 
total expenditure of not more than $75,000, with no single project to cost more 
than $6,000, and to a total of not more than 15 new direct industrial customers 
on a temporary basis and not more than 25 new direct industrial customers on 
a permanent basis, with sales to all such permanent industrial customers not to 
exceed a total of 1,500,000 Mcf per year. 

(D) The general terms and conditions set forth in paragraph (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) hereof and to the exercise 
of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G-—18860 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued September 25, 1959) 


On June 26, 1959, Natural Gas Pipeline Company of America (Applicant) 
filed in Docket No. G—18860 an application pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and necessity authoriz- 
ing Applicant to receive natural gas withdrawals made by Northern Illinois Gas 
Company (Northern Illinois) from the latter’s Troy Grove Storage Reservoir and 
to redeliver like quantities to Northern Illinois by displacement at Applicant’s 
meter station near Joliet, Illinois, all as more fully set forth in the application. 

The purpose of the proposed receiving, transporting and redelivering of gas by 
Applicant is to permit Northern Illinois to make test withdrawals from the said 
Troy Grove Reservoir at intermittent periods from December 1, 1959, to April 
30, 1960, inclusive, in a total amount of approximately 500,000 Mcf. The with- 
drawal periods are proposed to be of four to six days in duration, with daily 
withdrawals of approximately 20,000 Mcf but with an occasional increase to 
40,000 Mcf daily. 

The foregoing operations will be made pursuant to a letter agreement dated 
June 12, 1959, between Applicant and Northern Illinois, which further states 
that receipt and redelivery of gas shall be made only at such times as Applicant 
can accommodate the same without interfering with deliveries to its other 
customers and that Applicant will make no charge for such receipt and re- 
delivery of gas. 

The receiving of test gas withdrawals proposed herein will be made at a tap 
connection on Applicant’s main transmission pipeline in LaSalle County, 
Illinois, being constructed by Applicant pursuant to temporary authorization 
granted on April 2, 1959 ; in Docket No. G-17844. 

No question of gas supply, economies or financing is involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
September 15, 1959, respecting the matters involved in and the issues presented. 
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by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Pipeline Company of America, a Delaware cor- 
poration having its principal place of business in Chicago, Illinois, is a “natural- 
gas company” within the meaning of the Natural Gas Act as heretofore found 
by the Commission in its order of October 13, 1942, in Docket No. G—235 
(3 FPC 830). 

(2) The receipt and redelivery of natural gas by Applicant as hereinbefore 
described and as more fully described in the application in this proceeding, will 
be made in interstate commerce, subject to the jurisdiction of the Commission, 
and will be subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The receipt and redelivery of natural gas by Applicant as proposed are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) The operations proposed by Applicant in this proceeding should be 
limited to the period from December 1, 1959 to April 30, 1960, inclusive, with 
receipt and redelivery of natural gas to be made only at such times as 
Applicant can accommodate the same without interfering with deliveries to 
other customers, and with no charge made by Applicant to Northern Illinois 
Gas Company for such receipt and redelivery of gas. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to Natural Gas Pipeline Company of America authorizing the 
receipt and redelivery of natural gas in interstate commerce as hereinbefore 
described and as more fully described in the application in this proceeding, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) above and to the exercise 
of the rights granted thereunder. 

(C) The authorization granted in paragraph (A) above is hereby limited 
to the period from December 1, 1959, to April 30, 1960, inclusive, with receipt 
and redelivery of natural gas to be made only at such times as Applicant can 
accomodate the same without interference with deliveries to other customers, 
and no charge shall be made by Applicant to Northern Illinois Gas Company 
for such receipt and redelivery of natural gas. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. G-18866 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 25, 1959) 


On June 26, 1959, Permian Basin Pipeline Company (Applicant) filed in 
Docket No. G—18866 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of a measuring station on Applicant’s existing 6-inch 
pipeline in Yoakum County, Texas, for the purpose of delivering residue gas 
from the Prentice Gasoline Plant to W. D. McBee, Jr. (McBee), for use as 
fuel for the operation of irrigation pumps. 

The estimated cost of the proposed measuring station is $4,530, including inter- 
est and overheads, which Applicant will finance from funds on hand. 

The estimated annual requirements of W. D. McBee, Jr., are 15,000 Mcf for 
the first year and up to 39,600 Mcf for the third year of service. Permian 
proposes to deliver up to 5,000 Mcf per day to McBee during February through 
September, and up to 3,000 Mcf per day during October through January of 
each year. 

The volumes of gas involved will have a negligible effect on Applicant’s total 
reserves and its capacity to serve existing customers. 

Temporary authority to construct and operate the facilities and to deliver 
natural gas to W. D. McBee, Jr., as proposed herein was granted to Applicant on 
July 23, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 17, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Permian Basin Pipeline Company, a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of May 1, 1953, in Docket No. G-1928 (12 FPC 85). 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system, and 
the construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 
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(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c)(3), (¢)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 3 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Permian Basin Pipeline Company to construct and 
operate the facilities hereinbefore described, as more fully described in the appli- 
cation and exhibits in this proceeding, for the transportation of natural gas as 
therein set forth, subject to the jurisdiction of the Commission, upon the terms 
and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be construc- 
ted and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 3 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. G-13246; 
NORTHERN INDIANA PUBLIC SERVICE COMPANY, DOCKET NOS. 
G-12871 AND G-—12872; NORTHERN ILLINOIS GAS COMPANY, DOCKET 
NO. G—13408; MICHIGAN GAS UTILITIES COMPANY, DOCKET NO. 

G-13858; OHIO VALLEY GAS CORPORATION, DOCKET NO. G—15457 


ORDER REOPENING PROCEEDINGS FOR A LIMITED PURPOSE, AND MODIFYING PRIOR ORDER 
DIRECTING SALE AND DELIVERY OF NATURAL GAS AND PROVIDING FOR THE ALLO- 
CATION OF NATURAL GAS 


(Issued September 28, 1959) 


The City of Bethany, (Bethany) intervened in these proceedings and filed 
an application under Section 7(a) of the Natural Gas Act seeking a supply 
of natural gas for distribution in and near Bethany, Missouri. On April 24, 
1959, 21 FPC 552, the Commission issued its final order in the first phase of 
the aforesaid proceedings,’ which, inter alia, affirmed the Examiner’s conclu- 
sion that Bethany’s request for gas service “cannot be granted on its present 
showing”. However, the Commission was in accord with the Examiner’s rec- 





2The “first phase” involved the allocation of the initial supply of 40,000 Mcf available 
from the Laverne Field. 
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ommendation that the grant of the certificate of public convenience and neces- 
sity to Michigan Wisconsin be conditioned upon Michigan Wisconsin temporarily 
reserving an estimated annual amount of gas (185,558 Mcf) pending opportu- 
nity for Bethany upon further hearing to make an additional showing in support 
of the economic and financial feasibility of the project. 

On July 23, 1959 Bethany filed a petition requesting the Commission to reopen 
the record in these proceedings for the limited purpose of receiving in evidence 
certain revised exhibits and further requested that upon consideration of these 
revised exhibits the Commission set aside that part of its order issued in these 
proceedings on, ‘April 24, 1959 affirming the Examiner’s conclusion that Beth- 
any’s request for gas service should not be granted, by the issuance of a final 
order granting Bethany’s request for such service. 

Bethany is located 16.5 miles south of Michigan Wisconsin’s main pipe- 
line. The city has a population of approximately 2,800. In its original appli- 
cation Bethany requested that Michigan Wisconsin be required to construct 
approximately 9.5 miles of the 16.5 miles of lateral line needed to bring the 
gas to the town border. Bethany was willing to construct the remaining 7 
miles of lateral line. Bethany proposed to finance the construction of its 
facilities by the issuance and sale of gas revenue bonds having a 30-year 
maturity schedule. 

In its original application Bethany requested 1,274 Mcf on a peak day and 
185,558 Mcf annually to meet estimated third year requirements. In its peti- 
tion filed on July 23, 1959 Bethany requests 1,274-Mcf for peak day service 
in the third year and 193,197 Mcf annual supply for its third year requirements. 

The Examiner indicated that several aspects of Bethany’s presentation were 
not satisfactory, namely, (1) the estimates of residential and commercial sales 
were questionable; (2) the estimate of the potential industrial load was not 
satisfactory; and (3) an amortization schedule for the bonds of longer than 
20 years could not be justified; and Bethany had failed to make an adequate 
showing of the economic feasibility of its project. As indicated above, how- 
ever, the Examiner allowed Bethany an opportunity to improve upon its pres- 
entation, if it desired an opportunity to present further evidence in support 
of its project in the event his decision, insofar as it related to Bethany, should 
become effective as the decision of the Commission. The Examiner directed 
Bethany to file a statement in writing with the Commission within 20 days 
from the date of issuance of the Examiner’s findings and order making known 
whether it desired such opportunity. By its statement filed with the Com- 
mission on February 19, 1959, Bethany indicated its desire to produce additional 
evidence in the event of affirmation of the Examiner’s decision insofar as it 
related to Bethany. 

In its petition filed on July 23, 1959 Bethany submits further information to 
establish that its project is economically and financially feasible. The new 
evidence indicates that Bethany’s engineering witness has (1) reexamined his 
market estimates and made certain adjustments thereto, (2) conducted a new 
survey and obtained letters of commitment from all of the potential industrial 
consumers, (3) modified the design of the lateral transmission line and devel- 
oped new estimates of cost of construction of such lateral between Bethany 
and the Michigan Wisconsin system and (4) revised the bond retirement 
schedule so as to amortize the bonds over a period of 20 years and developed 
new debt coverage ratios. 

To conform to the Michigan Wisconsin “ten cent” formula for the construc- 
tion of lateral lines, Bethany is now requesting that Michigan Wisconsin be 
directed to build 7.0 miles of the required lateral. The city proposes to build 
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2.5 miles of 6-inch and 7.0 miles of 5-inch to complete: the. lateral: _Bethany’s 
revised design is estimated by the city to cost $585,000.:;:‘In--estimating the 
amount of lateral Michigan Wisconsin should be required to.build under the “ten 
cent” formula, Bethany assumed in its petition of July 23, :1959 a eost of $18,300 
per mile for 4’’ pipe which was derived from an estimate supplied by Michigan 
Wisconsin in the recently concluded hearing on the allocation of the second 
40,000 Mcf incremental supply available from the Laverne Field. However, 
other testimony in the same proceeding indicated that. the :cast..estimate sub- 
mitted by Michigan Wisconsin may be high in this. area... Accordingly, we 
shall provide herein that the amount of lateral to be built -by Michigan Wis- 
consin for service to Bethany be determined on the basis of actual bids received 
and approved for such construction by both the City and Michigan. Wisconsin 
as the basis for applying the “ten cent” formula and determining the: portions 
of lateral to be built by Michigan Wisconsin and Bethany respectively. 

No objection, answer or protest to the petition filed; by Bethany.on July 23, 
1959 has been made by any party to the proceedings, nder-such: circum- 
stances it appears to be appropriate in the public interest ta reepen the record 
in these proceedings for the limited purpose of considering: such petition, 
together with the exhibits appended thereto, in relation: to-the prior record in 
the consolidated proceeding and in connection with our earlier. order issued 
in the proceedings. Such petition will be incorporated; into:the record by 
reference to the official files of the Commission, and: the exhibits appended 
thereto will be designated as exhibits 94A, 95A and 96B. 

The City of Bethany’s request for an allocation of natural gas from Mic higan 

Wisconsin for service to, and resale in, the community of. Bethany and environs 
should be granted in the public interest. The record shows that: the revised 
project is economically feasible and in conformity _ the ETI of 
Section 7(a) of the Natural Gas Act. . 
The Commission further finds: a 
(1) Michigan Wisconsin Pipe Line Company is engaged in the. transporta- 
tion of natural gas in interstate commerce and the sale in, interstate commerce 
of natural gas for resale for ultimate public consumption, and it is, therefore, 
a “natural-gas” company within the meaning of that.term .as used in the 
Natural Gas Act. 

(2) It is desirable and appropriate in the public cienient. and in. cnntipiaiity 
with the Commission’s order issued in these proceedings on April 24, 1959 
to reopen the record in these proceedings as hereinafter ordered. 

(3) It is necessary and desirable in the public interest. that the Commission 
by order direct and authorize Michigan Wisconsin to establish physical con- 
nection of its transportation facilities with those proposed by. Bethany, upon 
the terms and conditions contained in this order, and direct and authorize the 
sale and delivery by Michigan Wisconsin of natural, gas in, accordance with 
its presently filed tariff, or as such tariff may hereafter: be legally changed, 
with a limitation of 640 on the number of space heating. customers which may 
be attached by Bethany. * 

(4) The extent of the required lateral facilities to be constructed and oper- 
ated by Michigan Wisconsin and Bethany respectively should be. determined 
by the application of Michigan Wisconsin’s “ten cent” formula as applied to 
the cost of construction based on actual bids received and approved by both 
Bethany and Michigan Wisconsin. In the event that:'the per mile cost of 
lateral construction is determined by the respective parties.to be as high as 
$18,300, the portion of the lateral to be constructed by Michigan Wisconsin 
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shall be 7.0°miles amd the portion to be constructed by Bethany shall be 2.5 
miles of 6-inch and 7.0 miles of 5-inch pipeline. Any lower level of cost of 
construction per mile which may be arrived at through bids as provided herein 
shall result in a decrease in the mileage to be constructed by Bethany and an 
equivalent increase in the mileage of lateral line to be constructed by Michigan 
Wisconsin. 

(5) The record shows that the project as now proposed by Bethany is 
economically: feasible. 

(6) The requirement that Michigan Wisconsin serve Bethany will not place 
an undue burden upon Michigan Wisconsin or impair its ability to render 
adequate service to its existing customers. 


The Commission.orders: 


(A) The reeord-in these consolidated proceedings be reopened for the limited 
purpose of intdrporating therein, by reference to the official files of the Com- 
mission,‘ the filing made by Bethany on July 23, 1959, and the exhibits 
appended théreto, designated exhibits 94A, 95A and 96B. 

(B) Michigan Wisconsin is hereby directed to establish and maintain physical 
connection of its transportation facilities with the proposed facilities of Bethany 
as more specifi¢ally provided in paragraph (C) herein and to sell and deliver to 
Bethany natural gas in accordance with its presently effective filed tariff, or as 
such tariff.may hereafter be legally changed, with a limitation of 640 space heat- 
ing customers which may be attached by Bethany. . - 

(C) Michigan Wisconsin shall construct and operate that portion of the lateral 
line required to provide service to Bethany as specified by the terms of Finding No. 
4 above and the City shall construct and operate the remaining portion of the 
lateral. : 

(D) Bethany Shall. within one year from the date of issuance of this order be 
prepared to receive natural gas as authorized herein. 

(E) Michigan Wisconsin shall report in writing and under oath the date of the 
commencement of service to Bethany. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SOUTHWEST GAS PRODUCING COMPANY, INC., ET AL., DOCKET NOS. 
G-13533 AND G-16640 


ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued September 28, 1959) 


On August 26, 1959 Southwest Gas Producing Company, Inc., e¢ al. (Southwest), 
for itself and the other parties of interest covered by its FPC Gas Rate Schedule 
Nos. 5 and 6,)'as supplemented, submitted an Offer of Settlement in the rate sus- 
pension proceedings in the above-entitled docket numbers for the sale of natural 
gas to Texas Eastern Transmission Corporation (Texas Eastern) from the Union- 
ville and Hico-Knowles Fields, Lincoln Parish, Louisiana. 


1The other parties dre W. C. Feazel, G. M. Anderson, Gertrude Feazel Anderson, and 
Lallage Feazel. «° on 
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The suspended rate changes which are the subject of this offer of settlement 
are as follows: 


Suspended 
Docket No. Rate schedule} Supplement | rate (includes 









| number amumber ope 

+ tax reim. 
on i aes socivanin sos es eioteheipin dls asbai Redpdaiae daisies aiadinaia terete 5 4 14. 8456 
Ris igcdi cece hives ss ren ss heocs aie neil detainee dh loon boiealin ante ahiiree tide 6 ll 14. 8456 
CINE nt bcccodn cone badhetintinuenteehianiplnett 5 6 15. 9257 
Retipiah ba. coat aalnanietaekand ace 6caeaaameiaadeonns aera oan 6 15. 9257 









The offer contemplates that these proceedings be settled on the following basis : 
(1) Existing favored nation and price redetermination clauses would be elim- 
inated from the gas purchase contract between Texas Eastern and Southwest. 

(2) The price schedule of the contract with respect to future fixed price escala- 
tions would be amended by converting the existing annual 0.2051¢ per Mcf fixed 
price escalation to periodic increases of 1.0256¢ per Mcf*in November 1963, in 
November 1968, and in November 1973. : 

(3) Supplements Nos. 6 and 13 to Rate Schedules Nos..5 and 6 respectively, 
providing for the increased base rate of 14.0507¢ per Mcf (plus gathering tax 
reimbursement of 1.875¢ per Mcf) are to be effective as of the effective date of the 
Commission’s order accepting the offer and the proceedings in Docket Nos. 
G-16640 are to be terminated. Southwest also requests that the proceedings in 
Docket No. G-13533 be terminated.” 

In support of its Offer of Settlement Southwest states, inter alia, that the two 
and three-party favored-nation provisions of the contracts are valuable to South- 
west as a means of protection against inflation and for the increased valuation 
of the gas under the long term of the contracts.* Also, Southwest states that the 
14.0507¢ per Mcf rate is fair and reasonable and is below recently negotiated con- 
tract prices for gas produced in the same area. Texas Dastern concurs in and 
approves the offer of settlement and states that it is substantially the same as 
the offer approved by the Commission In the Matter of Charles H. Osmond, et al., 
Docket No. G-17160.* 

In our judgment, settlement of this case in accordance with the Offer of Set- 
tlement is desirable in the public interest and appropriate to carry out provisions 
of the Natural Gas Act. Southwest is proposing to eliminate all favored nation 
clauses in the contracts with Texas Eastern involved herein, to waive all its fu- 
ture rights and benefits thereunder, and to convert the existing 0.2051¢ per Mcf 
fixed annual escalation to a fixed 1.0256¢ in November 1963, in November 1968, 
and in November 1973. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Texas 
Eastern, as well as customer companies, of the time and expense which might be 
necessary to the conduct of formal hearings in such rate cases as might otherwise 
arise under such provisions. The resulting stability in gas costs would be wel- 
come to all segments of the natural gas industry. Furthermore, freeing the 






































*Inasmuch as the base rate of 13.8456¢ presently under suspension in Docket No. 
G-18533 is superseded by the 14.0507 per Mcf rate in the offer of settlement, the request 
should be granted. 
* Fifteen years under Rate Schedule No. 5 and Twenty years under Rate Schedule No. 6. 
*Texas Eastern notes that the rate including tax reimbursement is slightly higher, 


15.9257¢ as compared to 14.9738¢ but attributes this to the necessity of the tax reimburse- 
ment in Louisiana, 
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Commission and its staff from the need of considering such proposed increases 
would enable vs to concentrate our efforts on more important rate cases and other 
matters having possibly more serious consequences for the public and the con- 
sumer. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed by 
Southwest under the fixed escalation provision or otherwise. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Southwest with the 
Commission on August 26, 1959, and in the Appendix to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be approved by the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Southwest on August 
26, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Southwest shall execute with Texas Eastern an amendment to these 
parties’ Gas Purchase Contract dated June 27, 1952, as amended, filed with the 
Commission as FPC Gas Rate Schedule No. 5, in accordance with the Appendix 
attached hereto. 

(C) Southwest shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid FPC Gas Rate Sched- 
ules Nos. 5 and 6, under Part 154 of the Commission’s Regulations under the 
Natural Gas Act, the executed agreement with Texas Eastern required by para- 
graph (B) above. 

(D) Southwest shall within 30 days from the date of this order file supple- 
ments to correct Supplement Nos. 6 and 13 to Rate Schedule Nos, 5 and 6 re- 
spectively, substituting appropriate severance tax reimbursement for the now 
suspended gathering tax reimbursement shown therein. 

(E) Southwest’s proposed increased rates contained in Supplement Nos. 6 and 
13, which supersede Supplement Nos. 4 and 11, to its aforesaid FPC Gas Rate 
Schedule Nos. 5 and 6 respectively and suspended by our order issued in Docket 
Nos. G—13533 and G-16640 on October 25, 1957 and October 30, 1958, respectively, 
are herewith permitted to become effective on the date of this order, and the pro- 
ceedings in Docket Nos. G-13533 and G—16640 are hereby terminated. 

(F) Southwest is hereby discharged from any liability for any refunds on ac- 


count of the suspension of the proposed increased rates in the dockets referred to 
in paragraph (EB) above. 


COMMISSIONER CONNOLE not participating. 


AMENDMENT 


THIS AMENDMENT, made and entered into as of the ____day of 
1959, by and between Southwest Gas Producing Company, Inc., W. C. Feazel, 
G. M. Anderson, Gertrude Feazel Anderson and Lallage Feazel, hereinafter 
called “Seller,” and Texas Eastern Transmission Corporation, hereinafter called 
“Buyer.” 

WHEREAS, Seller and Buyer mutually desire to amend that certain Gas 
Purchase Contract dated June 27, 1952, as amended, by and between Buyer 


and Seller covering the sale and purchase of gas from the Unionville Field, 
Lincoln Parish, Louisiana. 
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NOW, THEREFORE, in consideration of the premises and the mutual cove- 
nants herein contained, Buyer and Seller do covenant and agree as follows: 
From and after the 1st day of July, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 27th day of June, 1952, as amended, 
shall be further amended as follows: 
Paragraph 8 of Article IX (favored nation clause) in its entirety, 
Paragraph 4 of Article IX (third party favored nation clause) in its 


entirety, and Paragraph 5 of Article IX in its entirety are hereby 
deleted. 

Paragraph 1 of Article IX (price schedule) in its entirety is hereby 
deleted and there is hereby substituted in lieu and in place thereof the 
following: 

“1. Subject to the provisions of Paragraph 2 below, the price to 
be paid by Buyer to Seller for all gas sold to Buyer hereunder 
shall be as follows: 

14.0507 cents per Mcf from July 1, 1959 to November 1, 1963; 
15.0763 cents per Mcf from November 1, 1963, to November 1, 
1967 ; 

In the event this Agreement is continued in force and effect for 
a period longer than the primary term of fifteen (15) years as set 
forth in Article XIII hereof, then the prices, subject to the pro- 
visions of Paragraph 2 below, to be paid by Buyer to Seller for 
gas delivered hereunder during said period, if extended, shall be 
as follows: 

15.0763 cents per Mcf from November 1, 1967, to November 
1, 1968 ; 
16.1019 cents per Mcf from November 1, 1968, to November 
1, 1973; 
17.1275 cents per Mcf thereafter.” 
Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 
IN WITNESS HEREOF, this instrument is executed as of the date first above 
written. 


SoUTHWEST GAs PropUcING CoMPANY, INc., 


(Secretary) 


LALLAGE FEAZEL, 


Attest: Texas EASTERN TRANSMISSION CORPORATION, 


(Secretary) 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CENTRAL MAINE POWER COMPANY, DOCKET NO. E-6247 


ORDER TERMINATING PRIOR APPROVAL OF MAINTENANCE OF PERMANENT CONNECTION 
FOR EMERGENCY USE ONLY 


(Issued September 29, 1959) 


The Commission, by prior orders, the latest of which was issued July 9, 1953 
(12 F.P.C. 1072), in the above-entitled matter, approved, pursuant to Section 
202(d) of the Federal Power Act, the maintenance of a permanent connection 
for emergency use only at North Berwick, Maine, by Central Maine Power 
Company (Central Maine) with Public Service Company of New Hampshire 
(Public Service), a public utility within the meaning of that term as used in 
the Act. 

In its order issued September 25, 1958, Docket No. E-6837 (20 F.P.C. 404), 
the Commission found, among other things, that Central Maine is a public 
utility within the meaning of that term as used in the Act. In view of this 
finding, Commission approval of the maintenance of the interconnection be- 
tween the 115-kv facilities of Central Maine and of Public Service as a “per- 
manent connection for emergency use only,” pursuant to Section 202(d) of the 
Act, is no longer necessary. 

Therefore it is appropriate for the purposes of the Act that the Commission, 
upon its own motion, terminate the approval heretofore granted in the above- 
entitled matter as hereinafter provided. 


The Commission orders: 


The approval of the maintenance of a permanent connection for emergency 
use only by Central Maine Power Company with Public Service Company of 
New Hampshire heretofore granted, as referred to above, is hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


MOUNTAIN FUEL SUPPLY COMPANY, ET AL., DOCKET NO. G-18255, 
ET AL. 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY* 
(Issued September 29, 1959) 


Mountain Fuel Supply Company (Mountain Fuel), a Utah corporation, with 
principal place of business at Salt Lake City, Utah, filed an application in 
Docket No. G—18255 on April 8, 1959, and a supplement thereto on July 10, 
1959, pursuant to Section 7 of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing the construction and operation of ap- 
proximately 5 miles of 8-inch lateral pipeline and appurtenant facilities ex- 
tending from its 16-inch field lateral in the Canyon Creek Field in u 
northeasterly direction to a point in the Trail Unit Area, all located in Sweet- 
water County, Wyoming. In addition to the above described facilities Mountain 
Fuel proposes to construct and operate other field laterals from points along 
the said 8-inch pipeline to gas wells to be hereafter drilled in the said Trail 
Unit Area. .The purpose of the proposed facilities is to enable Mountain Fuel 


*Omitted portions of this order relate to the issuance of independent producer certificates. 
556—-711—_6—_39 
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to take delivery of natural gas into its system which it has contracted to 
purchase from Pan American Petroleum Corporation (Pan American) and 
Patrick A. Doheny (Doheny) produced by them in the area. 

The total estimated cost of the proposed facilities is $121,100, which cost 
will be financed from company funds and short term bank loans. 
* * * * * * * 


Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 10, 1959, respecting the matters involved in and the issues presented 
by the applications. No petition to intervene or protest to the granting of the 
applications has been received. Staff counsel filed a motion on September 16, 
1959, requesting that the intermediate decision procedure be omitted and the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 














The Commission finds: 

(1) Mountain Fuel Supply Company is a “natural gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission. 
* * 












* * * * * 


(4) Mountain Fuel, Pan American and Doheny are able and willing properly 
to do the acts and to perform the service proposed and to conform to the pro- 
visions of the Natural Gas Act, and the requirements, rules and regulations of 
the Commission thereunder. 
* * 





















* * * * * 


(6) A motion filed September 16, 1959 by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure, was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Mountain Fuel Supply Company authorizing the construction and operation of 
facilities as hereinbefore described and as more fully described in the applica- 
tion in Docket No. G—18255 and exhibits in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (c) (3), (c) (4) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall. attach to the certificate issued in paragraph (A) hereof and to 
the exercise of the rights and privileges granted thereunder. 














* a * oe * * * 







Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 













TRANSWESTERN PIPELINE COMPANY, DOCKET NO. G-14871; GULF 
OIL CORPORATION, DOCKET NOS. G-14925, G-14940, G—14950, G-16139, 
G-16141, G-16218; PURE OIL COMPANY, DOCKET NO. G-15040; MON- 
SANTO CHEMICAL COMPANY, DOCKET NO. G-15318; HUMBLE OIL & 
REFINING COMPANY, DOCKET NO. G-15714; SUN OIL COMPANY, 
DOCKET NO. G-15791; UNION OIL COMPANY OF CALIFORNIA, DOCK- 
ET NO. G-15810; WARREN PETROLEUM CORPORATION, DOCKET NOS. 
G-—16030, G-16031; BRITISH AMERICAN OIL PRODUCING COMPANY, 

DOCKET NOS. G-16091, G—16093, G-16103; CURTIS R. INMAN, DOCKET 









FEDERAL POWER COMMISSION 575 


NO. G-16106; RICHARDSON & BASS, ET AL., DOCKET NO. G—16137; 
G. H. VAUGHN, JR., ET AL., DOCKET NO. G-16195; CITIES SERVICE 
GAS COMPANY, DOCKET NO. G-16216; SUPERIOR OIL COMPANY, 
DOCKET NO. G-16261; MAGNOLIA PETROLEUM COMPANY, DOCKET 
NOS. G-16367, G—16368, G-16432; HUNT OIL COMPANY, DOCKET NO. 
G-16445. 


ORDER AMENDING ORDER UPON REHEARING MODIFYING OPINION NO. 328 AND ORDER 
ISSUED AUGUST 10, 1959 


(Issued September 29, 1959) 


The Commission orders: 


The following is added to the first paragraph on page 545 of the Commission’s 
order issued September 23, 1959, in the above dockets, entitled “Order upon 
Rehearing Modifying Opinion No. 328 and Order Issued August 10, 1959,” 
22 FPC 391: 

The initial prices set forth in ordering paragraph (E), on which the 
certificates issued to the producers are conditioned, will not be lowered 
as a result of such supplemental proceedings. (See Sunray Mid-Continent 
Oil Company v. Federal Power Commission, No. 6043, CA 10, issued Septem- 
ber 1, 1959.) 

Commissioner Connole dissenting, filed a separate statement. 

CoNnNOLE, Commissioner, dissenting: 

I dissented to the order issued September 23 because it provided for a re- 
hearing on the issue of price. This modification applies only to such portion of 
that order of September 23 that sets forth the machinery for that rehearing 
proceeding. Accordingly, I dissent from this amending order as well. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


WESTERN KENTUCKY GAS COMPANY, DOCKET NO. G-17859 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE 
AND DELIVERY OF NATURAL GAS 


(Issued September 29, 1959) 


Western Kentucky Gas Company (Applicant), a Delaware corporation, with 
its principal place of business in Owensboro, Kentucky, filed an application on 
February 17, 1959, which was supplemented on March 11, 1959, pursuant to 
Section 7(a) of the Natural Gas Act for an order directing Texas Gas Trans- 
mission Corporation (Texas Gas) to establish an additional physical connection 
of its transmission system with the facilities of Western, and to sell natural gas 
to enable Western to render natural gas service in the community of Symsonia, 
Kentucky, as more fully described in the application and supplement thereto, 
which are on file with the Commission. Western would provide the required 
gas for Symsonia out of its existing allocation from Texas Gas in the latter’s 
Zone II. 

The application states that the town of Symsonia consists of about 128 resi- 
dences and small commercial establishments. Western proposes to construct 
and operate a natural gas distribution system in the town, which is about four 
miles from the Texas Gas main 26-inch pipeline. Applicant states it will con- 
struct and operate the line connecting Texas Gas’ system to Symsonia. 
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Facilities are stated principally to consist of 28,500 feet of 2-inch pipeline, 
including the four miles of transmission line, and are estimated to cost $60,000 
of which the residents of Symsonia have agreed to provide $34,000. The balance 
of $26,000 is to be paid by Western through retained earnings and short term 
bank loans. 


Applicant estimates the natural gas requirements in Symsonia as follows: 























































Year of service Number of Annual 


customers 


Peak day 





eccoaceccccecccsesasescceccuncesccncccesssonesccsescoescccecsceseses 64 8, 844 
Qiccacccncccccccccnecocccccecccsccesssmanocesenesdeuepastensesscesuse 84 166 11, 577 


Didcocnncncsnoscieccbcnpnetekossaueiosnusssgoncounsdansessneseesuatod 100 198 13, 788 
Ci cnccccccdcbeccendacccocseccsusessacsecsoccestassnsncssenetcesscones 116 230 16, 119 
Scenccnweccecenceccncecccccccccccescnsesccccecseecncsoescsocesecscee 128 255 17, 928 





On March 17, 1959, Texas Gas advised the Commission by its answer to West- 
ern Kentucky’s proposal that it had no objection to rendering the service upon 
the terms and conditions set forth in the answer. 





The Commission finds: 

(1) Texas Gas Transmission Corporation, a Delaware corporation, with its 
principal place of business in Owensboro, Kentucky, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) Applicant, Western Kentucky Gas Company, a Delaware corporation, 
with its principal place of business in Owensboro, Kentucky, is a corporation 
legally authorized to engage in the local distribution of natural gas to the public 
within the meaning of Section 7(a) of the Natural Gas Act. 

(3) It is. necessary and desirable in the public interest to direct Texas Gas 
Transmission Corporation to establish physical connection of its transmission 
facilities with the facilities proposed to be constructed and operated by Appli- 
cant, and to sell and deliver to Applicant, under a service agreement to be exe- 
cuted by Western with Texas, in accordance with the Commission’s Regulations, 
up to 198 Mcf per day of natural gas for distribution and resale as hereinbefore 
described and referred to, which shall be part of the existing allocation to West- 
ern in Texas Gas’ Zone II. : 

(4) The requirement that Texas Gas Transmission Corporation serve Appli- 
eant, as hereinafter ordered, will not place an undue burden upon Texas Gas 
Transmission Corporation nor require it to enlarge its transportation facilities, 
nor impair its ability to render adequate service to its customers. 





The Commission orders: 


(A) Texas Gas Transmission Corporation be and it hereby is directed to 
establish physical connection of its facilities with the facilities proposed to be 
constructed and operated by Applicant as herein described, and to sell and de- 
liver up to 198 Mcf of natural gas daily to Applicant under a service agreement 
to be executed by Applicant with Texas Gas in accordance with the Commission’s 
Regulations for resale as hereinbefore described. The 198 Mcf per day shall 
be part of Applicant’s existing authorized allocation in Texas Gas’ Zone II. 

(B) Texas Gas Transmission Corporation shall report to the Commission, in 
writing and under oath, the date of commencement of service to Applicant within 
15 days after such service begins. 

(C) Applicant shall be prepared to receive service as directed herein within 
one year from the date of issuance of such order. 
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MICHIGAN-WISCONSIN PIPE LINE COMPANY, DOCKET NOS. G-—13246 
AND G-16998; ILLINOIS POWER COMPANY, DOCKET NO. G-—18022; 
CENTRAL MISSOURI GAS COMPANY, DOCKET NO. G—18304 


ORDER ADOPTING IN PART AND REVERSING IN PART INITIAL DECISION OF PRESIDING 
EXAMINER 


(Issued September 30, 1959) * 


Syllabus 


1. Commission reopens proceeding, for determination of system-wide allocation 
of Michigan Wisconsin’s gas, under two-part rate form approved in docket 
No. G-17512. P. 580. 

2. Commission issues certificate of public convenience and necessity, authorizing 
new facilities, to Michigan-Wisconsin, under Section 7 of the Natural Gas 
Act. 

Commissioner Hussey not participating. 
Charles V. Shannon for Michigan Wisconsin Pipe Line Company and Michigan 

Consolidated Gas Company. 

Richard G. Generelly for Michigan Wisconsin Pipe Line Company. 
Robert S. Hunt and James M. Van Viiet for Illinois Power Company. 
Richard M. Merriman and Peyton G. Bowman, III for Central Missouri Gas 

Company. 

William E. Torkelson for Wisconsin Public Service Commission. 

Reuben Goldberg for Michigan Gas & Electric Company. 

Vernon A. Swanson for Milwaukee Gas Light Company. 

E. J. McManus for Keokuk Gas Service Company. 

Norman Diamond, G. Duane Vieth and Charles R. S. Anderson for Iowa 

Southern Utilities Company. 

R. J. Sutherland and Eugene O. Gehl for Wisconsin Power & Light Company. 
Thomas Ryan, Jr. for Michigan Gas Utilities Company. 
John D. Lane for New London Gas Company, Allerton Gas Company and 

Seymour Gas Company. 

Nicholas J. Lesselyoung and J. R. Cota for Winnebago Natural Gas Corp. 
Jerome J. McGrath and Robert E. Lee Hall for National Coal Association. 
Welly K. Hopkins for United Mine Workers of America. 

William F. Ehmann for Upper Lake Docks Coal Bureau, Inc. 

Ned Willis for North Central Public Service Company. 

Charles S. Wilcox for St. Joseph Light and Power Company. 

John F. Gaston for Iowa Electric Light & Power Company. 

Glen H. Bell and Charles P. Seibold for Wisconsin Fuel & Light Company. 
Leonard Simons for County of Wayne. 

Seymour Tabin for Wisconsin Public Service Corporation. 

John F. Zimmerman for Wisconsin Michigan Power Company and Wisconsin 

Natural Gas Company. 

Albert J. Feigen for City of Bethany, Missouri. 
William A. McNamara and R. M. Rieser for Madison Gas and Electric 

Company. 

David 8. Lichtenstein for Federal Power Commission. 


5 
Y 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


*Initial decision appears on p. 588. 
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These proceedings are before us on exceptions to the decision of the Presiding 
Examiner, issued August 21, 1959, in the above-consolidated proceedings, in- 
volving inter alia: 

(1) An application in Docket No. G-16998 by Michigan Wisconsin Pipe Line 
Company (Michigan Wisconsin) for the certificate of public convenience and 
necessity authorizing the sale and delivery in interstate commerce of an in- 
cremental 40,000 Mcf of natural gas (per average day) above the quantities 
previously authorized in Docket No. G—13246, et al., and for authorization to 
construct certain additional facilities which will enable Michigan Wisconsin to 
deliver and sell the additional 40,000 Mcf per day of Laverne gas to its existing 
customers. 

(2) A motion by Michigan Wisconsin in Docket No. G—13246, et al., that the 
certificate of public convenience and necessity issued by the Commission’s order 
of June 20, 1958, authorizing the designated “A” and “B” facilities, be modi- 
fied to authorize the construction and operation of loop lines and compressor 
facilities to expand the capacity of Michigan Wisconsin’s mainline to enable 
it to transport in interstate commerce 80,000 Mcf of natural gas per day from 
the Laverne Field in Harper County, Oklahoma, in lieu of the 40,000 Mcf per day 
authorized. 

(3) In Docket No. G—16998, Michigan Wisconsin also seeks authorization for 
additional group “C” facilities’ which are required to enable Michigan Wiscon- 
sin to deliver and sell the additional 40,000 Mcf per day of Laverne gas. These 
facilities consist of (1) a 20.9 mile, 16-inch O.D. loop of Michigan Wisconsin’s 
pipeline from Oshkosh, Wisconsin, north to the Little Chute tap; (2) 1,780 
additional horsepower at its Station 10; (3) 2,440 additional horsepower at its 
Wisconsin “A” Station; and (4) 1,600 additional horsepower at its Wisconsin 
“B” Station.” 

On June 3, 1959, the Commission consolidated the above proceedings with the 
following applications for orders directing Michigan Wisconsin to establish 
physical connection of its facilities with those which applicants propose to 
construct, and sell and deliver to the following applicants volumes of natural 
gas for distribution and resale in certain areas which presently do not have 
natural gas service: 

(1) In Docket No. G—18022, Illinois Power Company (Illinois Power) re- 
quests that Michigan Wisconsin establish physical connection of its facilities 
with the proposed facilities of applicant and sell and deliver to applicant the 
natural gas requirements for the Village of Viola and environs. I[llinois Power 
seeks third year allocations of 37,800 Mcf annually and 380 Mcf per day on a 
peak day for resale and distribution in the Village of Viola, Illinois, and its 
environs. 

(2) In Docket No. G—18304, Central Missouri Gas Company (Central Mis- 
souri) seeks third year allocation from Michigan Wisconsin of 4,586 Mcf on a 
peak day and 679,795 Mcf annually to supply the requirements of residential, 
commercial and industrial customers in and within the vicinity of the com- 
munities of Kirksville, Greentop, Queen City and Lancaster, Missouri. 

(3) New London Gas Company intervened herein seeking a supply of gas for 
the community of New London, Iowa. 

(4) Iowa Southern Utilities Company (Iowa Southern) intervened in these 
proceedings seeking, inter alia, a gas supply for four communities in southern 
Iowa, namely, Leon, Corydon, Moravia and Albia. 


1The proposed facilities would be in addition to those Group “C” facilities originally 
requested in Docket No. G—13246, et al. 

2 Michigan Wisconsin’s Exhibit No. 106 indicates that it is no longer requesting authority 
for the 1,780 hp., 2,440 hp. and 1,600 hp. additions. 
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We affirm the Examiner’s decision insofar as he authorizes the modification 
of mainline facilities as proposed by Michigan Wisconsin in its motion filed in 
Docket No. G—13246 as well as the authorization for additional group “C” 
facilities required to enable Michigan Wisconsin to deliver and sell the ad- 
ditional 40,000 Mcf per day of Laverne gas. We will treat the applications 
(including interventions) for service to new communities subsequent to our 
discussion of the allocation problem, since our disposition of the applications for 
new service will flow from our conclusion as to the appropriate method of 
allocation. 

The chief issue in these proceedings involves the acceptance by the Examiner, 
with slight modifications, of Michigan Wisconsin’s proposed plan of allocation 
of its gas supplies on a new system-wide basis predicated on customer nomina- 
tions for the 1958-59 season under Michigan Wisconsin’s proposed demand and 
commodity tariff. The Staff, Michigan Gas and Electric Company, Madison 
Gas and Electric Company and the coal interests contend that these proceed- 
ings were designed by the Commission to allocate only the incremental amount 
of 40,000 Mcf rather than for a system-wide allocation of Michigan Wisconsin’s 
total gas supply. We agree with the latter interpretation of the Commission’s 
Notice of May 22, 1959, which is in accord with our intention in setting this 
hearing. 

Michigan Wisconsin, by the terms of its application, sought authorization in 
Docket No. G—16998 to transport and sell certain additional supplies. Consist- 
ent with our understanding of the application, and in order to avoid inequities in 
allocation resulting from an improperly designated hearing, the Notice was 
drafted in contemplation of allocating only the incremental amount of 40,000 
Mcf. The allocation of Michigan Wisconsin’s capacity has been handled for a 
number of years on the basis of allocating numbers of space-heating permits 
among the customers. . Nevertheless, the Examiner, assumed that the Commis- 
sion must have intended to open up the instant proceedings to a system-wide 
allocation, predicated on (1) the assumption that Michigan Wisconsin would, 
by motion filed under Section 4 of the Act, make such tariff effective on Sep- 
tember 1, 1959* and (2) the fact that the Staff had supported a demand- com- 
modity tariff in the Docket No. G—-17512 proceedings. 

While we recognize the persuasiveness of the fact that the same Examiner 
was passing upon the rate form issue and apparently was aware of his own 
disposition towards approval of the two-part rate, we do not believe that any 
subsequent approval by the Commission of the demand-commodity rate form can 
be read back as controlling the Commission’s intention in setting up the allocation 
hearings. Quite the contrary. The notice of hearing was issued prior to any 
hearing on the rate form issue and did not, and indeed could not, foreshadow 
any conclusion the Commission might ultimately arrive at in the latter proceed- 
ing. We agree with Staff’s contention that an equitable allocation of Michigan 
Wisconsin’s total supplies can be undertaken only after the customers are as- 
sured that the Commission has approved some specific form of a two-part rate 
and after the customers are afforded an opportunity to present to the Commission 
the data available as to their requirements. These requirements then can be, 
and should be evaluated on a comparative basis. 

Complaints were made by a number of customers to the effect that the pro- 
posed allocation of Michigan Wisconsin predicated on a two-part rate will 


® By letter dated August 31, 1959, Michigan Wisconsin advised the Commission that 
it is not proposing to file “at this time a motion under Section 4(e) of the Act which 
would put the proposed tariff into effect on September 1, 1959.” 
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work serious inequities and deprive these customers of substantial volumes 
of gas previously allocated by Commission order. This challenge to the fairness 
and equity of Michigan Wisconsin’s plan of allocation could not be resolved 
by the Examiner on the record made in these proceedings in the absence of a 
comparative evaluation of market requirements. 

It would suffice to reach our conclusion that the Examiner’s approval of 
Michigan Wisconsin’s proposed system-wide allocation cannot be approved on 
the ground (1) that he misconstrued the Commission’s notice of hearing, and 
(2) that it was improper to make findings beyond the scope of the hearing as 
defined by the Commission.‘ However, we believe it is illuminating to note 
the practical consequences of the Examiner’s effort to find support for his con- 
clusions in matters extraneous to the merits. Thus, the fact that a “majority” 
of the customers were satisfied with their nominations and that the allocation 
was “satisfactory” to Michigan Wisconsin and its affiliate, Michigan Consoli- 
dated, is no substitute for a responsible appraisal of the relative equities of 
“minority” against the “majority”. An equitable allocation requires a ecom- 
parative review of requirements supported by substantial evidence and not a 
piece-meal approach. This is demonstrated most clearly by the Examiner’s 
approval of the allocation to Michigan Consolidated. Apart from the fact that 
such allocation would involve a violation of the Commission’s outstanding 
orders,’ this finding is not supported by any evidence. 

Even if we were inclined to endorse a system-wide allocation at this time we 
cannot accept the Examiner’s findings without the comparative review of cur- 
rent market requirements essential to an equitable allocation. Furthermore, 
no findings were made within the scope of the Commission’s notice of hearing 
upon which we could predicate an allocation of the incremental supply. Con- 
sequently, we believe that in fairness to all the parties and in view of our con- 
current approval of a two-part rate as proposed by Michigan Wisconsin in 
Docket No. G—17512, it would be appropriate at this time to reopen the proceed- 
ings to require all of the distributors to submit nominations based upon 1959-60 
requirements predicated upon the new tariff. We shall provide that such nom- 
inations be based upon a conversion of the presently allocated number of space- 
heating customers to a contract demand basis plus such additional nominations 
as may be supplied out of the incremental amount of 40,000 Mcf. These addi- 
tional nominations shall likewise be converted to a contract demand basis.°® 

In view of our conclusion, we do not at this time pass upon the merits of the 
7(a) applications or interventions requesting an allocation of supplies to new 
communities. These applicants shall likewise be afforded an opportunity in the 
reopened proceedings to submit annual and peak day nominations for 1959-60 
as well as such other supporting evidence as they deem necessary and relevant 
to meet the statutory requirements of Section 7(a). In the light of our ultimate 
decision to reopen these proceedings no useful purpose will be served in passing 
upon the specific exceptions of Michigan Gas Utilities Company and Madison Gas 
and Electric Company complaining that they require more gas than allocated 
under Michigan Wisconsin’s plan to serve current requirements or that the plan 
impairs their existing allocation under prior Commission orders. We sustain the 







* That is, an allocation of the incremental supply of 40,000 Mef. 

5 Opinion No. 291, 15 FPC 28, 44 and 16 FPC 897, 906. 

*In the order issued concurrently herewith in Docket No. G—17512, we have provided: 
“The tariff proposed by Michigan Wisconsin as its FPC Gas Tariff, First Revised Volume 
No. 1, is hereby approved but shall not become effective until the necessary and appropriate 
service agreements representing the allocations involved in the concurrently reopened pro- 
ceedings in Docket No. G-18246 have been approved and accepted by the Commission.” 
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exceptions of Panhandle Eastern Pipe Line Company. The Examiner’s state- 
ments that Michigan Wisconsin was deprived of gas through the abandonment 
order are without support and are contrary to the Commission’s express findings 
made in the proceedings In the Matters of American Louisiana Pipe Line Com- 
pany, et al., Docket No. G—10396, et al. 

There is no support in the record for the Examiner’s conclusion that Michigan 
Wisconsin’s proposed allocation is required by the public convenience and neces- 
sity and the Examiner’s decision is accordingly reversed in that respect. Our 
decision herein shall not result in any prejudice to the rights of 7(a) applicants 
and interveners for service to new communities and our order herein will pro- 
vide adequate opportunity for the presentation of their claims for new service 
in the reopened proceedings. 


The Commission finds: 


(1) Michigan Wisconsin Pipe Line Company is engaged in the transportation 
and sale of natural gas in interstate commerce and is a “natural-gas company” 
within the meaning of that term as used in the Natural Gas Act as heretofore 
found by the Commission. 

(2) It is necessary and desirable in the public interest that Michigan Wis- 
consin be authorized to construct and operate the additional portion of the group 
“C” facilities more fully described above in this order. 

(3) It is necessary and desirable in the public interest that Michigan Wis- 
consin be authorized to construct and operate the modified “A” and “B” facilities 
required to expand the capacity of Michigan Wisconsin’s main line to enable 
it to transport in interstate commerce 80,000 Mcf of natural gas per day from 
the Laverne Field in Harper County, Oklahoma, as requested in its motion filed 
in Docket No. G—13246, et al. 

(4) Michigan Wisconsin’s plan of allocation as set forth in Appendix A to 
the Examiner’s decision issued August 21, 1959, in these proceedings constitutes 
in effect a system-wide allocation of all supplies available to the system and, 
as such, falls outside the scope of the proceedings defined in the Commission’s 
Notice of Hearing. Since no findings were made by the Examiner to support 
an allocation of the incremental supply of 40,000 Mcf as intended by the Com- 
mission in setting this hearing, and since the Commission is now approving 
concurrently an entirely new tariff form in Docket No. G—17512, it is desirable 
and necessary to reopen the record herein to afford a fair opportunity to the 
customer companies, after due notice, to submit annual and peak day nomina- 
tions supported by adequate and contemporary evidence of market requirements 
and predicated on the new tariff. In such reopened proceedings the Examiner 
will be authorized to make a system-wide allocation. However, as we shall 
specify in the ordering part below, the nominations of all the customer com- 
panies shall first be predicated on a conversion of the presently allocated 
number of space-heating customers to a contract demand basis prior to the 
nominations of such additional amounts as may be available on an equitable 
basis to each customer from the incremental supply of 40,000 Mcf. 

(5) The Section 7(a) applicants, Illinois Power Company and Iowa Southern 
Utilities Company, an intervener, should be afforded an opportunity to present 
evidence in support of their requests for service from Michigan Wisconsin in 
the reopened proceedings. 

(6) Central Missouri Gas Company, which requests service to Kirksville, 
Greentop, Queen City, and Lancaster, Missouri, and New London Gas Company, 
which requests service to New London, Iowa, should be afforded an opportunity 


to present evidence in support of their requests for new service in the reopened 
proceedings. 
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(7) The facilities above described are subject to the requirements of Section 
7(c) of the Natural Gas Act, as amended. 

(8) Michigan Wisconsin is a qualified applicant and is able and willing 
properly to do the acts and to perform the service proposed by means of the 
facilities hereinafter authorized, and is willing to conform to the provisions 
of the Natural Gas Act, and the requirements, rules and regulations of the 
Commission thereunder. 

(9) The construction and operation of the facilities hereinafter authorized 
are required by the present and future public convenience and necessity, and a 
supplemental certificate should be issued in Docket No. G—13246 authorizing 
such construction and operation. 


The Commission orders: 


(A) Michigan Wisconsin be and hereby is authorized to construct and operate 
additional compressor facilities at its existing Stations 2 through 9, aggregating 
16,560 horsepower and 353 miles of 24-inch main line loops in lieu of the nine 
new intermediate compressor stations which were authorized by the Com- 
mission’s order of June 20, 1958, in Docket No. G—13246. 

(B) Michigan Wisconsin be and hereby is authorized to construct and operate 
the portion of the original “C” facilities in Docket No. G—13246, i.e., 1,320 addi- 
tional horsepower of compression at Station 10 and 2,400 additional horsepower 
of compression at Wisconsin “B” Station which was reserved by the order of 
April 24, 1959, as well as the 20.9 miles of 16-inch loop of the line for Oshkosh 
to Little Chute, Wisconsin, for which Michigan Wisconsin seeks authorization 
in Docket No. G—16998. The other “C” facilities proposed in Docket No. G—16998 
are hereby denied. 

(C) The application for a certificate of public convenience and necessity filed 
in Docket No. G—-16998 by Michigan Wisconsin for authority to sell and deliver 
an additional 40,000 Mcf of natural gas above the quantities previously author- 
ized in Docket No. G—13246, et al., is hereby denied without prejudice and is re- 
served for future determination after hearings have been held in the reopened 
proceedings. 

(D) The record herein shall be reopened to provide for a system-wide allo- 
eation of the gas available for sale by Michigan Wisconsin predicated on the 
tariff approved by the Commission concurrently in Docket No. G-17512. A hear- 
ing to determine such allocation will be held on October 26, 1959, at 10 a.m. in 
a Hearing Room of the Federal Power Commission, Washington, D.C. 

To assist the Commission in determining a fair allocation of such gas for the 
initial operations under the two part rate tariff each present or authorized cus- 
tomer of Michigan Wisconsin, as well as the 7(a) applicants and interveners 
herein, shall submit no later than 15 days subsequent to the date of issuance of 
the order herein, annual and peak day nominations for the 1959-60 peak period 
and the calendar year 1960: 

1. Based on the loads authorized by our orders issued herein on April 24, 1959 
and September 28, 1959. 

2. Based on the loads indicated under (1) above plus an equitable share of 
the additional 40,000 Mcf per day to become available as a result of the con- 
struction authorized herein, giving due consideration to the practical possibili- 
ties of physically attaching such load during the 1959-60 heating season. 

Each of these nominations shall be supported by data showing: 

a. Numbers of customers served by classes of service, (1) historically for the 
three past years, (2) actually connected as of the latest date available, (3) ex- 
pected to be connected during the 1959-60 heating season. 
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b. Historical and anticipated peak day sales and usage by classes of service 
supported by temperatures and usage factors, including also estimates of inter- 
ruptible loads served on past peak days and curtailments on such days. Furnish 
also as a part of such data, historical and anticipated supply, i.e., natural gas, 
manufactured gas, storage input or drawdown. If there is more than one source 
of natural gas, show volumes by sources. 

ce. Annual requirements by classes of service both historically and estimated 
for the 1959-60 contract year, including consumption factors, and other relevant 
data upon which the estimates are based. 

d. Statements giving information as to existence, condition, capacity and 
feasibility of use of peak shaving equipment and/or storage fields and holders. 

e. Any other data the customer deems to be relevant or pertinent to the pro- 
posed allocation. 

EK. The Illinois Power Company, Iowa Southern Utilities Company, Central 
Missouri Gas Company and New London Gas Company shall be afforded an op- 
portunity to present further evidence in support of their respective applications 
for new service and shall supply data conforming as nearly as possible to those 
specified in paragraph 2 above. 

(F) The motions for oral argument by Iowa Southern, Michigan Gas Utilities 
and Madison Gas & Electric should be and hereby are denied. 

(G) Good cause was shown for the late filing of the companion motions 
requesting leave to intervene and reopen the proceedings filed on September 14, 
1959 by the City of Kirksville and therefore, they should be and hereby are 
granted. 

DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY, 
ALLOCATION OF GAS SUPPLY, AND REQUESTS OF SECTION 7(&) APPLICANTS AND 
INTERVENERS FOR SERVICE 


(Issued August 21, 1959) 


Binver, Presiding Examiner: These proceedings involve an application filed 
on November 19, 1958, by Michigan Wisconsin Pipe Line Company (Michigan 
Wisconsin) for a certificate of public convenience and necessity in Docket No. 
G-16998, authorizing the sale and delivery in interstate commerce to its existing 
customers of an additional 40,000 Mcf of natural gas to be taken from the 
Laverne Field, Harper County, Kansas. 

The major problem to be resolved in these consolidated proceedings is how 
allocation should be made of this additional gas. 

Determination also must be made concerning proposed modifications of orders 
heretofore issued in Docket No. G—13246, et al. concerning the construction of 
facilities of Michigan Wisconsin. In addition to modifications of prior certifi- 
cations, authorization is sought by Michigan Wisconsin in the above-captioned 
dockets to construct certain additional new facilities. 

There is no controversy with regard to the requested modification of earlier 
orders issued by the Commission relating to the construction of facilities nor is 
there any controversy with regard to the authorization sought to construct 
additional new facilities. In connection with the matter of facilities Michigan 
Wisconsin in these proceedings seeks : 

(1) the issuance of a permanent certificate in Docket No. G-13246 for Mich- 
igan Wisconsin’s “B” facilities. The certification sought with regard to the 
“B” facilities involves a modification of a certificate issued June 10, 1958, 
authorizing nine new compressor stations. Michigan Wisconsin seeks in lieu 


ate 
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of the nine new compressor stations an order authorizing different facilities 
to consist of 353 miles of 24-inch main line loops and an aggregate of 16,560 
horsepower of additional compression at existing stations, which Michigan 
Wisconsin Pipe Line Company (Michigan Wisconsin) constructed and is now 
operating under a temporary certificate and which will enable Michigan Wis- 
consin to transport an additional 40,000 Mcf per day (or a total of 80,000 Mcf 
per day) from the Laverne Field in Harper County, Oklahoma ;* 

(2) the issuance of a certificate for the portion of the original “C” facilities 
in Docket No. G—13246, i.e., 1,320 horsepower at Station 10 and 2,400 horse- 
power at Wisconsin “B” station, which was reserved for further hearing in the 
Commission’s order of April 24, 1959; 

(3) the issuance of a permanent certificate in Docket No. G—16998 for the 
20.9 miles of 16-inch loop of the line from Oshkosh to Little Chute, Wisconsin 
which Michigan Wisconsin was authorized to construct and operate by a tem- 
porary certificate issued on June 17, 1959.* 

The Commission also set down for hearing in these consolidated proceedings 
a Section 7(a) application filed in Docket No. G-18022 by Illinois Power Com- 
pany for a gas supply in the Village of Viola, Illinois and a Section 7(a) appli- 
eation filed by Central Missouri Gas Company in Docket No. G—18304 for a gas 
supply for Kirksville, Greentop, Queen City and Lancaster, Missouri. Further, 
in connection with the allocation of the gas to be made in this proceeding, ad- 
ditional issues set down for determination involved a request made by New 
London Gas Company, an intervener, for a gas supply for New London, Iowa 
and another request made by Iowa Southern Utilities Company, an intervener, 
for a gas supply for Leon, Corydon, Moravia and Albia, Iowa. 

These matters came on for hearing on June 22, 1959, and were heard between 
such date and July 8, 1959. Briefs were filed by Michigan Wisconsin Pipe Line 
Company (Michigan Wisconsin), Central Missouri Gas Company (Central Mis- 
souri), Iowa Electric Light & Power Company (Iowa Electric), North Central 
Public Service Company (North Central), Wisconsin Fuel and Light Company 
(Wisconsin Fuel), Milwaukee Gas Light Company (Milwaukee Gas), Winne- 
bago Natural Gas Corporation (Winnebago), Iowa Southern Utilities Company 
; (Iowa Southern), National Coal Association, et al. (The Coal Interests), Mad- 
; ison Gas and Electric Company (Madison), Michigan Gas Utilities Company 
; (Michigan Gas Utilities), Michigan Gas and Electric Company (Michigan Gas 
and Electric), Wisconsin Public Service Corporation (Wisconsin Public), New 
London Gas Company (New London), Missouri Midland Gas Company (Missouri 
Midland), Illinois Power Company (Illinois Power), Wisconsin Power & Light 
Company (Wisconsin Power), Keokuk Service Company (Keokuk), and Com- 
mission Staff Counsel, and they have been considered together with all the 
evidence adduced in the consolidated proceeding. 





Laverne Gas Supply and Facilities 





Michigan Wisconsin presented evidence relating to the location, capacity, cost, 
and economic feasibility of the facilities for which it was seeking certificate 










2 The construction and operation of these modified “B” facilities was authorized by a 
temporary certificate as issued on January 16, 1959, and as modified on June 17, 1959, 
respectively. 

2 Michigan Wisconsin’s application in Docket No, G—-16998 also covers an additional 
1,780 horsepower at Station 10, 2,440 horsepower at Wisconsin “A”’ and 1,600 horsepower 
at Wisconsin “B”, but because of the reduction in Michigan Wisconsin’s gas supply result- 
ing from the Commission’s “abandonment” order in Docket No. G—10396, these facilities 
are no longer required (Exh. 106). 
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authorization in these proceedings. These facilities included 352.9 miles of 24- 
inch main line loops and an aggregate of 16,560 horsepower of additional com- 
pression at Michigan Wisconsin’s Stations 2-9. Under a temporary certificate 
issued January 16, 1959, and modified on June 17, 1959, Michigan Wisconsin 
was authorized to construct and operate these facilities in lieu of certain 
intermediate stations which were certificated by an order issued June 20, 1958. 

Testimony by a qualified witness presented by Michigan Wisconsin was re- 
ceived in evidence concerning the desirability from an engineering and economic 
standpoint of substituting the loops for the intermediate stations with the in- 
creased volume of 80,000 Mcf per day. The testimony of this witness was not 
contradicted in any respect. Furthermore, it appears that the installation of 
these facilities is nearly completed and that the actual cost thereof will be 
slightly less than had been anticipated. In addition, Michigan Wisconsin seeks 
authorization for the construction of facilities consisting of 1,320 horsepower 
of compression at Station 10, 2,400 horsepower of compression at Wisconsin “B” 
Station and 20.9 miles of 16-inch loop of the line from Oshkosh to Little Chute, 
Wisconsin. Testimony was offered by a qualified witness regarding the neces- 
sity, cost and feasibility of the construction and operation of these facilities 
and was received in evidence and such testimony was uncontradicted. These 
facilities are required to enable Michigan Wisconsin to serve its present cus- 
tomers and on June 17, 1959, the Commission issued a temporary certificate 
authorizing Michigan Wisconsin to construct and operate the 16-inch loop. 
Practically all of the financing of the additional facilities has been arranged 
by Michigan Wisconsin and the construction of these facilities is economically 
feasible. As noted there has been no contradiction of any of the testimony 
offered by Michigan Wisconsin relating to facilities for which permanent cer- 
tification is sought and it appears clear that all of such facilities are necessary 
to enable Michigan Wisconsin to render service to its customers. 

In addition, Michigan Wisconsin presented substantial evidence all of which 
was uncontroverted with respect to the additional gas supply in the Laverne 
Field as well as evidence, also uncontradicted, regarding the execution of addi- 
tional gas purchase contracts covering such additional gas supply. 


Basis of Allocation of the Second 40,000 Mcf per Day of Laverne Gas 


As we have noted, the principal issue which has arisen in these proceedings 
relates to the matter of the allocation of the second 40,000 Mcf of gas per day 
from the Laverne Field. 

The first problem to resolve is whether the allocation should be made on the 
basis of the straight commodity tariff under which Michigan Wisconsin has 
been operating or whether the allocation should be made under the demand and 
commodity tariff which, with modifications, was approved in an initial decision 
issued by the undersigned in Docket No. G—17512. 

In connection with the presentation of its direct case in these proceedings, 
Michigan Wisconsin offered in evidence an allocation on the basis of a two-part 
rate, consistently with its position in the “rate form” hearing in Docket No. 
G-17512. This was the only allocation on a two-part rate which was offered in 
evidence. 

As every party in the “rate form” proceeding, Docket No. G—17512, including 
Staff Counsel recognized, the volume of gas which a distributor operating under 
a two-part tariff would need to have allocated to him would be different than 
the amount which he would need to have allocated to him in a case where a 
distributor was obtaining gas under a straight commodity form of rate. It was 
clearly developed in the “rate form” proceeding, i.e., Docket No. G—17512, that 
the allocation which most of the distributors would require under a two-part 
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rate would for economic reasons be materially different than the allocation 
which they would require under a straight commodity rate. 

At the time that the Staff presented its evidence in the instant proceeding 
no initial decision had as yet been issued in regard to Docket No. G—17512, the 
“rate form” case. The Staff, however, was well aware of the fact that it had 
recommended in Docket No. G—17512 the substitution of a demand and com- 
modity rate in lieu of the straight commodity rate. Nevertheless, the Staff 
in the instant case presented an allocation only on the basis of Michigan Wis- 
consin’s straight commodity tariff. The Staff presented no alternative alloca- 
tion on a demand commodity form of rate, although it was assuredly aware 
of the fair possibility that its recommendation in favor of a two-part rate might 
well be approved by the examiner and the Commission. Despite the Staff’s 
strong position in favor of a demand and a commodity form of tariff in the hear- 
ing in Docket No. G-17512 held only a few days prior to the commencement of 
the instant case, the Staff confined its presentation regarding allocation solely 
to the straight commodity rate, a rate which could not be employed if its 
recommendations in the “rate form” case were approved. 

When the Staff witness who presented the proposed allocation on the basis 
of the straight commodity rate was questioned about his allocation on the 
straight commodity tariff, he acknowledged his awareness of the Staff position 
in favor of the two-part rate and he stated, among other things, that he was not 
testifying in opposition to the two-part form of rate. He then pointed out, how- 
ever, that the Commission had not as yet approved a two-part rate for Michigan 
Wisconsin and added that because Michigan Wisconsin was still operating under 
a straight commodity tariff he was presenting evidence as to allocation only on 
the basis of such rate. When questioned as to how his allocation on a straight 
commodity rate could be employed in the event that a two-part rate were ap- 
proved, he replied that he did not know. 

There is no evidence in this record presented by the Staff or any party as to 
how the proposed allocation on the basis of a straight commodity rate could be 
employed in any useful way if the two-part rate went into effect. In this con- 
nection, it will be noted that the operative provisions of Section 4(e) of the Act 
will go into effect on motion of Michigan Wisconsin on September 1, 1959, assum- 
ing that the latter will exercise rights accorded to it under the Act. Certainly, 
there is no good ground for assuming that Michigan Wisconsin will not employ 
the rights afforded it by the law. In view of the impact of Section 4(e) on the 
rights of the parties and on the basis of the initial decision issued in Docket 
No. G—17512 by the undersigned, and on the basis of the Staff witness’ own 
testimony it appears clear that the evidence relating to allocation, which was 
based solely on a straight commodity tariff, cannot reasonably be employed for 
purposes of allocation in this proceeding since it has been decided that Michigan 
Wisconsin is entitled to employ a demand and commodity tariff. 


Michigan Wisconsin’s Allocation Plan Under the Demand and Commodity Tariff 


The allocation presented in these proceedings was predicated upon Michigan 
Wisconsin’s proposed two-part tariff which was approved in the initial decision 
issued in Docket No. G-17512. In this connection, it will be noted that 16 of 
Michigan Wisconsin’s 21 customers either supported the allocations proposed 
by Michigan Wisconsin or did not oppose such allocations. This does not mean 
that these customers did not wish in most cases to obtain larger volumes of gas 
than Michigan Wisconsin proposed to allocate to them in these proceedings but 
only that these customers were not opposing acceptance at this time of the 
volumes of gas proposed to be allocated to them by Michigan Wisconsin. The 
reasons why the customers either favored or opposed the proposed plan of op- 
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eration despite need by them for increased volumes of gas will be discussed 
hereinafter. 

The record in the hearing and the briefs filed herein indicate that Wisconsin 
Natural, Wisconsin Power and Light, Wisconsin Public Service Corporation, 
Wisconsin Michigan Power, Wisconsin Fuel and Light, Michigan Gas and Elec- 
tric, Winnebago Natural Gas, Keokuk Gas, and Michigan Wisconsin’s affiliates, 
Michigan Consolidated Gas Company and Milwaukee Gas Light Company sup- 
ported the allocation plan, although nearly all would prefer to have more gas 
allocated to them. Stoughton Light & Fuel Company, City of Aledo, City of 
Bloomfield, City of Lamoni and St. Joseph Light & Power Company did not 
appear in this proceeding, and did not file briefs. It is reasonable to assume 
that if they were opposed to accepting the volumes proposed to be allocated to 
them they would have stated their opposition. It is clear that well over 90% 
of the load and the large majority of the customers support or do not oppose 
the volumes proposed to be allocated to them by Michigan Wisconsin in this 
proceeding. 

Five of Michigan Wisconsin's customers (Michigan Gas Utilities, lowa South- 
ern, Madison, North Central and Iowa Electric)* oppose Michigan Wisconsin’s 
allocation plan principally upon the ground that the volumes allocated to them 
are inadequate. All of these customers except Iowa Electric presented evidence 
to support their positions. In addition, the “Coal Interests” participated in 
these proceedings and opposed Michigan Wisconsin’s plan of allocation. 

As part of its direct case, Michigan Wisconsin offered in evidence its proposed 
demand and commodity tariff (the subject of hearing in Docket No. G—17512), in- 
cluding therein proposed Section 7.4 providing for the release of off-peak gas 
together with a service agreement with Michigan Consolidated relating to the 
purchase of up to 3,000,000 Mcf per annum of such gas. In addition, Michigan 
Wisconsin presented evidence regarding available gas supply from the Laverne 
Field which showed an average day volume of 80,000 Mcf and a maximum day 
volume of 100,000 Mcf. Michigan Wisconsin also submitted in evidence an 
exhibit (Exhibit 119), setting forth its proposed allocation of annual and peak- 
day supply to its customers. This exhibit is attached to this decision as 
Appendix A. 

It appeared that before Michigan Wisconsin drafted the plan of allocation 
presented in this proceeding, it communicated with its customers in an effort to 
ascertain the volumes of gas which they needed under the two-part rate for the 
twelve months ending August 31, 1959. Each of the customers advised Michigan 
Wisconsin regarding the volumes of gas needed for such period. Michigan Wis- 
consin thereafter, acting on the expectation that Michigan Consolidated would be 
successful in resisting an application filed by Panhandle Eastern Pipeline Com- 
pany (Panhandle) on September 10, 1956, in Docket No. G—11061, pursuant to 
Section 7(b) of the Act to abandon service to the latter company which it was 
making in the amount of 127,000 Mcf per day and in anticipation of increased 
deliveries which Michigan Wisconsin expected to receive from American Louisi- 
ana Pipe Line Company (American Louisiana) asked its customers for and ob- 


* Michigan Gas Utilities and Iowa Southern supported the Michigan Wisconsin proposal 
for a two-part tariff but Madison, North Central, and Iowa Electric opposed such proposal 
in Docket No. G-17512. 

“There was no controversy in this case regarding Michigan Wisconsin’s proposal to 
construct facilities or concerning the financing related to such facilities or with regard 
to the availability of an additional 40,000 Mcf per day from Laverne Field, and it is clear 
that this phase of the matter having to do with authorization to construct such facilities 
to obtain and use the additional gas supply has been established. 
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tained from them a second set of service agreements and nominations for the 
twelve month period ending August 31, 1960. These nominations were higher 
than were the nominations for the year ending August 31, 1959. 

Michigan Wisconsin’s hopes in regard to the ability of Michigan Consolidated 
to resist Panhandle’s application in the “abandonment” case were not fulfilled. 
Instead, the Commission issued an order in Docket No. G—10396, e¢ al. on Decem- 
ber 19, 1958, 20 FPC 851, granting in full the application for abandonment by 
Panhandle of its sales to Michigan Consolidated. 

In its order of December 19, 1958, the Commission stated that: 

Since we are granting Panhandle’s application, and are thus reducing the 
amount of gas available to Michigan Consolidated, it will be necessary for 
use to allocate gas transported by Am-La’s pipeline which is now being 
delivered under temporary authorization in Docket No. G—23067 in order to 
enable Michigan Consolidated to meet the firm needs of its customers. 

1In our opinion, No. 316 issued October 31, 1958, we reserved for future determina- 
tion the permanent allocation of reserve gas involved in Docket Nos. G—2306 and 
G—2327 amounting to 59,885 Mcf per day, American Louisiana Pipe Line Company, 
et al., 20 FPC 575, Opinion No. 316 (20 FPC 575, 613, paragraph (M). See also 

order issued October 10, 1958 in the instant proceeding 20 FPC 475, 482). 
In addition the Commission states that: 
While it has been argued that Michigan Wisconsin’s proposed customers 

in Wisconsin have a “prior call” on the 59,885 Mcf of gas, as we stated in our 

Midwestern opinion, our setting aside the gas so as to make it possible to 

serve new markets does not mean that should demands on the part of exist- 

ing markets become of greater importance in the public interest, the new 
markets must forever be protected because of the provisions of our opinion 

No. 291 and accompanying order. On the basis of the present record contain- 

ing evidence of the compelling needs of present customers of Panhandle for 

gas, it is our opinion that the 59,885 Mcf should go to replace Panhandle’s 
gas, as opposed to employing it in areas where no gas service exists, and 
costs will likely be high. 

The result of the Commission’s order in the abandonment case was that sup- 
plies of gas which Michigan Wisconsin was relying upon to fulfill the needs 
and demands of customers on its system, as expressed in the second set of nomi- 
nations, were no longer available to it for such purpose since part of such gas had 
to be used in accordance with the Commission’s order of December 19, 1958, to 
replace gas theretofore obtained by Michigan Consolidated from Panhandle. 

In connection with the gas supply available to serve the needs of Michigan 
Wisconsin’s system, it should be kept in mind that Michigan Wisconsin has had a 
comparatively low load factor for many years and in devising its revised tariff 
Michigan Wisconsin was required, because of limitations in gas supply, to include 
provisions to the effect that customers could only obtain a maximum annual 
quantity limited to 160 times the. maximum daily quantity. There is nothing 
new in the history of Michigan Wisconsin in placing of limitations on the volumes 
of gas which could be sold to customers. There were limitations on the volumes 
which could be sold to the customers on the straight commodity tariff.* 

In the face of the limitations on gas supply which have existed on Michigan 
Wisconsin’s system for a considerable period and in the face of the Commission's 
direction in the abandonment case that reserve gas amounting to 59,885 Mcf per 
day which Michigan Wisconsin expected to obtain from American Louisiana had 
to be diverted to Michigan Consolidated to replace in part the. gas which was the 
subject of the abandonment order, and faced with the further fact that an addi- 


5See discussion of these limitations in the initial decision in Docket No. G—17512. 
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tional quantity of gas amounting to 57,000 Mcf per day which Michigan Wisconsin 
expected to use for system purposes was also being diverted to Michigan Con- 
solidated by Commission direction to make up the latter’s requirements because 
of the abandonment of the gas being delivered to the latter by Panhandle, it was 
obvious that the position of Michigan Wisconsin insofar as availability of gas 
supply to service customers was concerned was quite different than it was prior 
to the abandonment order. It became clear to most of the customers that their 
nominations for the twelve months ending August 31, 1960, could not be met no 
matter how meritorious their cases were for increased gas supply from Michigan 
Wisconsin. 

After consultation with customers, Michigan Wisconsin prepared and submit- 
ted a proposed plan of allocation under which each customer other than Michi- 
gan Wisconsin would receive volumes of gas, in accordance with its nominations 
for the year ended August 31, 1959, out of the 40,000 Mcf per day of Laverne gas. 
It will be kept in mind that prior to the Laverne project Michigan Consolidated 
had been purchasing approximately 40% of Michigan Wisconsin’s capacity. In 
these circumstances, after allocating 26,000 Mcf of the 40,000 Mcf per day of La- 
verne gas to other customers it allocated 14,000 Mcf per day to Michigan Con- 
solidated. 

Michigan Consolidated has pointed out in its brief filed in this proceeding that 
prior to the completion of the pipeline of American Louisiana Pipe Line Company, 
Michigan Wisconsin delivered approximately 60% of its capacity on an annual 
basis to Michigan Consolidated and that by subsequent orders issued thereafter 
Michigan Consolidated’s proportion of Michigan Wisconsin’s total firm gas 
supply was reduced to approximately 40%. Michigan Consolidated has also 
pointed out that almost three years have elapsed without any increase in Michigan 
Consolidated’s gas supply. Further, it appears that as a result of the Commis- 
sion’s abandonment order of December 19, 1958, in Docket No. G—10396, et al. 
there will be a decrease of 10,155 Mcf per day since this is the difference between 
the 127,000 Mcf per day deliveries from Panhandle and the 116,885 Mcf per day 
which American Louisiana was ordered to deliver in replacement of Panhandle’s 
gas. 

In the earlier phases of the instant proceedings, evidence was presented show- 
ing that Michigan Consolidated had need for additional volumes of gas to serve 
its customers. Nevertheless, Michigan Consolidated did not receive any part of 
the first 40,000 Mcf per day of Laverne gas which was allocated by the Commis- 
sion’s order of April 24, 1959, 21 FPC 552. In the circumstances, the allocation 
of 14,000 Mcf per day in these proceedings to Michigan Consolidated actually 
represents only 4,000 Mef more than Michigan Consolidated had prior to the 
abandonment order. In view of the size of Michigan Consolidated and the need 
for additional gas by Michigan Consolidated, the allocation made to the latter 
amounts to a very small increase in its gas supply, particularly when viewed 
against the fact that all other customers have received increased supply in the 
last three years. 

Two of the objecting customers, North Public Service Company and Iowa Elec- 
tric Light and Power Company presented evidence to the effect that together they 
would require an additional 850 Mcf of maximum daily quantity. These vol- 
umes requested by them involve an adjustment of only .08% of 1% out of the 
allocation proposed to be made. The additional volumes which these two cus- 
tomers contend they require is of such a de minimis character that Michigan 
Wisconsin and the other parties to this proceeding have not opposed the requests 
for these very small additional amounts of gas. 

North Central: Publie: Service Company claimed that it required an increase 
in its maximum daily quantity from 4,550 Mcf to 4,900 Mcf, or 350 Mcf and 
556—-711—_64—_40 
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Iowa Electric Light and Power Company claimed that it required an increase 
in its maximum daily quantity from 4,500 to 5,000 Mef, or 500 Mcf. In view of 
the fact that the additional amounts demanded by these two customers are of 
such a de minimis character and since no objection by any party is made to these 
small additional amounts and because the allocation of these additional amounts 
to these two companies would have no substantial effect in these proceedings, 
and since the two companies presented evidence on the basis of which it could 
be held that these amounts are necessary to satisfy space heating requirements 
the allocation plan presented by Michigan Wisconsin will be modified to include 
an amount of 4,900 Mcf for Northern Central and 5,000 Mcf for Iowa Electric 
Light and Power Company. 

We turn now to the claims of Madison Gas and Electric Company, Iowa South- 
ern, and Michigan Gas Utilities Company for modification of Michigan Wiscon- 
sin’s allocation plan by allocation of additional quantities of gas to them in ex- 
cess of those proposed by Michigan Wisconsin. 


Madison Gas and Electric Company 


Madison presented the testimony of its Executive Vice President in opposition 
to the allocation proposed to be made to his company by Michigan Wisconsin in 
these proceedings. The same witness had appeared in opposition to Michigan 
Wisconsin’s two-part rate in Docket No. G—-17512. His testimony and the posi- 
tion of Madison in the later case is discussed in the initial decision of the under- 
signed in Docket No. G—17512, and, in part, the discussion contained in the latter 
decision has bearing on the position of Madison in these proceedings.*® 

One of the problems raised by Madison in Docket No. G—17512 was related to 
the alleged adverse economic impact upon Madison of the two-part rate. This 
problem is fully considered in the initial decision of the undersigned in such 
docket. In its brief in the instant case Madison urges that allocation be made 
in this proceeding on the basis of the straight commodity rate in effect at this 
time, rather than on the basis of the demand-commodity form of tariff. Of 
course, for reasons which it considered appropriate, Madison has opposed the 
change to a two-part rate from the straight commodity rate and has made clear 
that if the revised tariff is approved it would like to have a two-year transition 
period during which the straight commodity rate would be employed. For rea- 
sons stated hereinabove and in the initial decision issued in Docket No. G—17512, 
it was decided that the allocation to be made herein should be on the basis of 
the demand-commodity form of tariff and that there was no good ground for a 
proposed transition period. 

The allocation proposed to be made to Madison under the demand-commodity 
tariff by Michigan Wisconsin is set out in Appendix A attached hereto and pro- 
vides for a maximum daily quantity of 29,500 Mcf and a total annual quantity 
of 4,799,600 Mcf. The 29,500 Mcf was Madison’s initial nomination. 

Madison claimed that it needed a larger allocation to meet the requirements 
of space heaters connected and authorized by the Commission to be connected to 
its system. Madison has indicated that it would like to execute an agreement 
with Michigan Wisconsin under which it would receive a maximum daily quan- 
tity (MDQ) of 34,500 Mcf. 

It appears that Madison has been authorized to attach 12,725 space heating 
customers by the end of 1959. In view of Madison’s contentions in this proceed- 
ing it becomes necessary to determine whether the allocation proposed to be 
made to it by Michigan Wisconsin contravenes any prior orders issued by the 


*See, for example, the initial decision in Docket No. G-17512, infra, pp. 619-621. 
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Commission on which Madison relied, or whether the allocation proposed to be 
made to Madison by Michigan Wisconsin will be adequate to meet the distribu- 
tors’ requirements at this time. Madison contends that it needs an MDQ of 
30,800 Mcf.’ 

No substantial evidence was presented in this record establishing that the 
allocation of 29,500 Mcf as proposed by Michigan Wisconsin would be in contra- 
vention of any prior Commission order including the Commission’s order of 
April 24, 1959, in Docket No. G—13246, et al., 21 FPC 552. 

The examiner indicated during the course of this hearing that he was con- 
cerned with the matter of whether any distributor who had connected space 
heating customers in reliance upon prior Commission orders would find himself 
in a position where he could not fulfill his commitments because the allocation 
proposed by Michigan Wisconsin was inadequate to enable him to do so. No 
evidence was presented in this hearing that such is the case with regard to 
Madison or any other distributor on the basis of Michigan Wisconsin’s pro- 
posed allocations. 

Madison presented evidence to the effect that it needed an MDQ of 30,800 
Mcef to serve its normal load for other types of service, plus the 12,725 space heat- 
ing customers it was authorized to serve under prior Commission orders. In 
arriving at this estimate, Madison employed a 75-degree day. It is entirely 
correct, as Madison contended in the hearing, that Michigan Wisconsin in re- 
questing information from its distributors as to volumes of natural gas which 
the customers wished to have, requested the distributors to employ a 75-degree 
day deficiency (DDD) to estimate their requirements. Based upon the use of 
a 75 DDD a volume of 30,800 was determined by Madison as the allocation it 
should have. It is also correct however, that in estimating Madison’s require- 
ments for purposes of its own actual operations, that Madison did not employ 
a 75 DDD standard for estimating its requirements since the use of a 75 DDD 
day would not be realistic. The witness for Madison agreed that on the basis of 
a 70-degree day his peak-day demand would total only 29,059 Mcf. It also is 
clear that Madison has had a degree day of 75 or more only twice during the 
last 17 years and that during the last ten years there have been only five 
days with 70 DDD or more. 

Madison conceded that it had an investment of over $500,000 in a propane 
plant having a propane air capacity of 30,000 Mcf per day. The investment in 
this plant is included in the rate base on which Madison obtains a return. 
Apparently, despite the fact that it is obtaining a return on its investment in the 
propane plant Madison would only wish to use such plant on the rare possibility 
of the occurrence of a breakdown in deliveries by Michigan Wisconsin to Madi- 
son and not to use it otherwise. There was such a breakdown once in the his- 
tory of the company and the propane plant was put into immediate use—ap- 
parently without any major difficulty, and it served the entire system during 
such period without receiving any gas from Michigan Wisconsin. 

Of course, the cost of producing propane gas on a regular basis would be 
prohibitive, and no distributor should be required to produce daily quantities of 
propane gas when natural gas is available. However, as was pointed out in 
the decision of the undersigned in Docket No. G-17512, with a demand cost of 
$22.00 per Mcf per annum and with degree days of 70 or more being a compara- 
tive rarity, the use of the propane plant in order to reduce the cost of the 
demand charges would certainly be a reasonable approach to the operation of 
Madison. The management of every distributing company naturally would de- 


TItem “BB” received in evidence indicates an estimated MDQ requirement of 30,782, 
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sire to keep its cost of purchased gas down to the most economical limits. It 
would not appear to be unreasonable to recognize the fact that Madison has an 
efficient propane plant with a holder having a capacity of 2,000,000 cubic feet and 
to consider in allocating gas that the use of this plant on comparatively rare 
occasions would limit the amount of the demand charges. It is also recognized 
that Madison has an investment in this plant of over $500,000 which it carries 
on its rate base and in which it is receiving a return. The infrequent use of 
such a plant would conserve gas in short supply and will lessen the need to pay 
demand charges on volumes of gas not ordinarily needed. 

During the course of the hearing, there was some dispute as to cost of produc- 
ing propane gas, Madison claiming that it would be substantially higher than 
Michigan Wisconsin contended that it would be. It was clear that even on the 
basis of the high cost of producing propane gas claimed by Madison it would 
be uneconomical for Madison to pay demand charges on an MDQ of more than 
29,500 in the face of the fact that the propane plant would be used on com- 
paratively rare occasions. In these circumstances, and particularly in view of 
the shortage in gas supply from which Michigan Wisconsin suffers and the ob- 
ligations which that company has to all of its other customers, nearly all of 
whom need more gas than Michigan Wisconsin has available properly to serve 
the demands of their customers, the proposed allocation of an MDQ of 29,500 
Mcf to Madison would not appear to be inequitable. 


Towa Southern Utilities Company 


Under Michigan Wisconsin’s proposed plan of allocation, Iowa Southern 
would receive 20,200 Mcf per day on a maximum day (Exhibit 119). lowa 
Southern claims that it should be allocated 21,281 Mcf to serve its firm demands, 
including authorized space heating customers and its other existing load to serve 
the communities of Burlington, Centerville, and Mt. Pleasant, Iowa. In addi- 
tion, Iowa Southern claims that an additional allocation should be made to serve 
four communities not now being served, namely, Leon, Corydon, Albia and 
Moravia, Iowa. Southern claims that the third year requirements for Leon, 
Corydon, Albia, and Moravia are 1,169 Mcf, 914 Mcf, 2,176 Mcf, and 318 Mcf, 
respectively, making a total for the four towns of 4,577 Mcf. 

Before discussing new service for the four additional towns in question, con- 
sideration will be given to the claims of Iowa Southern regarding the allocation 
for the communities now being served. 

It will be observed that the allocation being made to Iowa Southern is being 
made on the same basis as the allocation to all other customers. In this sense 
there is no discrimination whatever towards Iowa Southern. 

It will be recalled that Iowa Southern supported the proposed two-part rate, 
and its position now with regard to the communities which it is now serving re- 
lates only to the adequacy of the allocation to meet firm demands for such com- 
munities. In this connection, reference was made during the proceeding to the 
Commission’s order of April 24, 1959, allocating additional space heating cus- 
tomers to Iowa Southern. Oné of the problems which arise is whether the pro- 
posed allocation contravenes any prior Commission order. The purpose of the 
prior Commission orders was to assure the distributors that they would receive 
gas for such additional space heating customers as they were authorized to at- 
tach. Accordingly, it becomes important to consider whether on the basis of the 
allocation proposed to be made to Iowa Southern it will have a sufficient amount 
to serve its presently authorized number of space heating customers. Iowa 
Southern pointed out in its testimony and emphasized in its brief that it was at- 
taching not only new houses but older houses, and in this connection it was de- 











FEDERAL POWER COMMISSION 593 


veloped that a large proportion of residential space heating customers which 
were added to the system consisted of older homes. Apparently, the older homes 
tend to require more gas for heating purposes than do newer homes, which 
generally are better insulated than the older homes. In these circumstances, 
evidence was received regarding the use factor per degree day deficiency for 
residential space heating in computing the needs of the company. The use fac- 
tor employed by Iowa Southern in arriving at the larger allocation it was seek- 
ing, namely 21,281 Mcf, was .028. In 1956, the actual use factor experience of 
Iowa Southern was .030. In 1957, it was .0284, and in 1958 it was .026. Based 
upon these figures which are not in dispute Michigan Wisconsin developed that 
the consumption factor on residential space heating per degree day deficiency 
had declined steadily in the last three years and that if this trend continued the 
use factor for 1959 would be .024 instead of the .028 Mcf which was used by Iowa 
Southern in estimating its firm requirements. On the basis of .024 Mcf, the peak- 
day demand for Iowa Southern would be 19,718 which is less than the MDQ 
of 20,200 Mcf proposed in the plan of allocation of Michigan Wisconsin. In addi- 
tion, it was developed by Michigan Wisconsin that the consumption factor of .105 
Mcf for commercial space heating had decreased from .1046 Mcf in 1957 to .1016 
in 1958. However, Iowa Southern had used .105 in its estimate of requirements 
relating to commercial space heating because the distributor planned to take on 
some large commercial heating loads. As against the alleged downward trend 
in regard to space heating Iowa Southern pointed to the fact that in 1955 the use 
factor per degree day deficiency for residential space heating was .028, whereas 
in 1956 it had gone up to .080. The evidence does not show the reasons why it 
had gone up between 1955 and 1956, but nevertheless for the last three years the 
trend in residential space heating has been downwards* and, in addition, the 


trend has been downwards for Iowa Southern with regards to commercial space 
heating. 


In connection with the number of new houses constructed in the communities 
of Centerville, Mount Pleasant, Burlington, and West Burlington in the last 
three years, Iowa Southern has pointed to figures relating to the number of 
residential space heating customers added, the number of new homes con- 
structed, and the proportion of new homes added. It is observed, for example, 
that in 1956 Iowa Southern asked for the communities of Centerville, Mt. 
Pleasant, Burlington and West Burlington 1,108 residential space heating cus- 
tomers. Of this number 171 represented new homes constructed, i.e., the pro- 
portion of new homes to customers added was 15.4%. In 1958, however, it is 
observed that the number of residential space heating customers added was 
560, of which 157 were new homes which had been constructed. Accordingly, 
the proportion of new homes to customers added was 28%, or almost double 
the percentage of new homes added than was the case in 1956. It would seem 
that in these circumstances that Iowa Southern of late, at least, has been adding 
a higher percentage of new homes in relation to older homes than it has attached 
in the past. The evidence presented that 20,200 Mcf would be inadequate to 
serve the customers which it is now serving with Michigan Wisconsin gas is 
weak and it would appear that this MDQ would be adequate to serve these 
customers. 

Among other things, Iowa Southern claimed during the hearing and em- 
phasized in its brief that in designing the proposed allocation Michigan Wiscon- 


® See the testimony of W. C. Buans, vice president and treasurer of Michigan Gas Utilities 
who in testifying concerning usage in new homes for space heating trended the usage of 
such customers per degree day deficiency downward to reflect the addition of new and 
smaller homes being attached to its system. 
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sin discriminated against it in favor of Michigan Consolidated. In this 
connection, Iowa Southern pointed out that in the case of all distributors, 
except Michigan Consolidated, the pipeline allocated to the distributor the 
amount of gas nominated by the distributor for the 1958-1959 year and did 
not allocate any gas to any distributor consistent with the nominations made 
by the distributors for the 1959-1960 year, where additional allocations were 
sought. 

In the case of Michigan Consolidated, Michigan Wisconsin allocated 14,000 
out of the 40,000 Mcf of additional gas to be obtained from Laverne. 

In connection with Iowa Southern’s claim that the allocation to Michigan 
Consolidated is preferential and discriminatory, Iowa Southern appears to be 
completely oblivious of the effect upon that company of the Commission's order 
authorizing abandonment of service to Michigan Consolidated by Panhandle 
Eastern Pipeline issued December 19, 1958, in Docket No. G—10396, 20 FPC 851. 
It will be recalled that when the Commission granted Panhandle’s application 
for abandonment of 127,000 Mcf of gas per day being delivered to Michigan 
Consolidated the Commission said in its order (20 FPC 851, 852) that since 
it was reducing the amount of gas available to Michigan Consolidated it was 
necessary for it “to allocate gas transported by Am-La’s pipeline which is now 
being delivered under temporary authorization in Docket No. G—2306 in order 
to enable Michigan Consolidated to meet the firm demands of its customers.” 
In connection with this gas, the Commission stated, among other things: 


While it has been argued that Michigan Wisconsin’s proposed customers 
in Wisconsin have a “prior call” on the 59,885 Mcf of gas, as we stated in 
our Midwestern opinion, our setting aside the gas so as to make it possible 
to serve new markets does not mean that should demands on the part of 
existing markets become of greater importance in the public interest, the 
new markets must forever be protected because of the provisions of our 
opinion No. 291 and accompanying order. On the basis of the present record 
containing evidence of the compelling needs of present customers of Pan- 
handle for gas, it is our opinion that the 59,885 Mcf should go to replace 
Panhandle’s gas, as opposed to employing it in areas where no gas service 
exists, and costs will likely be high. 


In addition, the Commission pointed out in its order of December 19, 1958 
(20 FPC 851, 856) that there was an additional 57,000 Mcf available to Michigan 
Consolidated as a result of Docket No. G—10396. This made a total of 116,885 
Mcf per day altogether. The Commission also pointed out that the difference of 
10,115 Mcf per day could be made up by American Louisiana’s increase of its 
output up to 367,800 Mcf per day by using all compressors and by increasing 
its demand on suppliers in Louisiana. The latter, of course, cannot be done 
overnight and insofar as this record is concerned it has not been shown that this 
has as yet been done. In the meantime, Michigan Consolidated will not be 
receiving the difference of over 10,000 Mcf per day which prior to the abandon- 
ment order it could rely upon receiving from Panhandle. In the light of the 
abandonment order, Michigan Wisconsin will not have available for general 
use in its system, gas which it believed would be available for such use prior 
to the Commission’s abandonment order. Michigan Consolidated has had no 
increase in gas supply since September 1956, whereas the other distributors have 
had an increase since that time. In addition, evidence appears in this record, 
particularly in the earlier phase of these proceedings, indicating that there is a 
substantial deficiency in the amount of gas which Michigan Consolidated needs to 
operate its distribution system. Michigan Consolidated has normally in recent 
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years been taking about 40% of Michigan Wisconsin’s total gas. In this par- 
ticular instance, it is proposed to allocate 14,000 Mcf to Michigan Consolidated, 
of which over 10,000 is to replace gas withdrawn from the system as a result of 
the abandonment order. The claim of undue preference to Michigan Consolidated 
in these circumstances by Michigan Wisconsin does not hold water. 

Another argument advanced by Iowa Southern is that Michigan Wisconsin 
has proceeded on an incorrect basis in that the pipeline company did not make 
a survey or present evidence showing how much gas was being used by each 
of the distributor companies for space heating purposes and base load as com- 
pared to the amount of gas being used by each of the distributors for industrial 
loads. 

To begin with it was clear from the evidence presented that very little of 
Michigan Wisconsin’s gas sold to distributors is used for boiler fuel. Prac- 
tically all of the industrial gas appears to be used for processing purposes. 
It is reasonable to assume that the customers of the distributors who are re- 
ceiving gas for processing purposes have entered into substantial financial 
investments in plants using such gas. It would hardly be an equitable pro- 
cedure to require the distributors who have attached loads of this character and 
whose customers have geared their operations in accordance with service au- 
thorized to be furnished as a result of prior Commission allocation orders to 
discontinue these sales in order to increase an allocation to provide gas for 
some additional service to be rendered by some other distributor. If it be 
contended, on the other hand, that a survey of the character described should 
be undertaken, simply for the purpose of ascertaining the percentage of indus- 
trial load and then making allocation on the basis of allegedly “preferred uses” 
the problem which would be involved would require for purposes of evaluating 
a claim for a comparatively small volume of gas a complete investigation of the 
operations of each one of the 21 distributors involved in these proceedings. Such 
evidence was not produced in this record. If such evidence were required to 
be produced, the amount of time taken up in hearing to develop this evidence 
would require prolongation of this proceeding beyond the coming winter season. 
Moreover, while it may be said technically that an allocation of all of the gas 
of Michigan Wisconsin is being made the fact of the matter is that in actuality 
Michigan Wisconsin is allocating its gas substantially on the basis of meeting 
the reasonable requirements of its customers up to the present time and adding 
as much gas to each of the distributors’ requirements as it can in the light of 
the additional 40,000 Mcf available from Laverne and its obligations to make 
up sufficient gas supply to serve Michigan Consolidated in accordance with the 
abandonment order. To require in these circumstances a complete survey of 
the business of each distributor for the limited purpose of determining whether 
Iowa Southern is entitled to the small additional amount of gas (1,221 Mcf) 
which it claims to need, but which it has not established that it does need and 
to serve the three small communities for which it is seeking the additional allo- 
cation would involve every customer of Michigan Wisconsin and the Commis- 
sion’s staff in a long, attenuated, and expensive proceeding in a situation where 
the showing made that such additional allocation is needed is weak. There 
appears to be no inequity in the allocation proposed to be made to serve Iowa 
Southern’s presently connected communities. The problem of serving Leon, 
Corydon, Albia, and Moravia will be discussed hereinafter. 


Michigan Gas Utilities Company 


Michigan Wisconsin proposes an MDQ of 27,200 Mcf and an ACQ of 4,407,000 
Mef be allocated to Michigan Gas Utilities. Michigan Gas Utilities stated that, 



































































































































































596 FEDERAL POWER COMMISSION 





“It is the principal position of Michigan Gas Utilities that it should be allotted 
the maximum day and annual quantities contained in its service agreement exe- 
cuted with and accepted by Michigan Wisconsin dated October 31, 1958, and 
contained in Exhibit 169 (31,875 Mcf maximum day quantity and 5,100,000 Mcf 
annual quantity).”* This is the amount contained in what has been referred 
to during the hearing in these proceedings as the second set of nominations. 
The circumstances under which Michigan Wisconsin expected to be able to 
fulfill the second set of nominations have been discussed hereinabove. As 
pointed out prior to the Commission’s order in Docket No. G—10396, et al., Mich- 
igan Consolidated was entitled to receive substantial quantities of gas from 
Panhandle but by reason of the Commission’s order in the aforementioned docket 
abandonment was authorized by the Commission of Panhandle’s sales to 
Michigan Consolidated. As has been pointed out heretofore, the Commission 
realized, of course, that the quantities being delivered to Michigan Consolidated 
bad to be obtained elsewhere and, in substance, directed that other companies 
affiliated with Michigan Consolidated including Michigan Wisconsin make up the 
127,000 Mcf involved in the abandonment. 

It is unreasonable to contend as Michigan Gas Utilities apparently does in its 
brief that in these circumstances Michigan Wisconsin is as well off insofar as 
gas supply available to its customers is concerned at this time as it was prior to 
the abandonment order. The fact is that the Commission recognized that the 
abandonment order in Docket No. G—10396 necessarily would have an effect on 
Michigan Wisconsin when it ordered that company to deliver substantial quanti- 
ties of gas to Michigan Consolidated which it had not theretofore been re- 
quired to deliver. Accordingly, the contentions made on this score by Michigan 
Gas Utilities as to Michigan Wisconsin’s ability to supply substantial additional 
quantities of gas as reflected in the second set of nominations must be rejected. 

Michigan Gas Utilities presented the testimony of its vice president and treas- 
urer to support its claim to be entitled to approximately 17% more ACQ than 
Michigan Wisconsin proposed to allocate to it. In substance it appeared that 
Michigan Gas Utilities wanted to obtain additional quantities of gas above those 
proposed to be allocated to it because it wanted to sell additional quantities of 
interruptible gas, including 432,300 Mcf to the diesel electric generating plants 
of Allegan and South Haven, Michigan. 

Many of Michigan Wisconsin’s other customers would also like to obtain 
additional quantities of natural gas for similar purposes but, generally speaking, 
they recognize that Michigan Wisconsin’s gas supply is not unlimited and that 
they are entitled only to their equitable share. It would serve no legitimate 
purpose to reduce the quantities of gas allocated to other customers of Michigan 
Wisconsin to satisfy the stated purposes of Michigan Gas Utilities. In the 
light of the limitations on Michigan Wisconsin’s gas supply, no good reason has 
been shown to increase the allocation to Michigan Gas Utilities above that pro- 
posed to be allocated to it as shown in Appendix A attached hereto. 

The Position of the “Coal Interests” 1° 

The Coal Interests contend that allocation in these proceedings should be 
made on the basis of the straight commodity tariff rather than on the basis 
of Michigan Wisconsin’s two-part tariff approved in the Examiner’s initial 
decision issued in Docket No. G—17512. While pointing out at page 3 of its 
brief that “one matter that is not in issue here is whether Michigan Wisconsin 


* See brief of Michigan Gas Utilities, p. 4. 

20 National Coal Association, United Mine Workers of America, Fuels Research Council, 
Ine., and Upper Lake Docks Coal Bureau, Inc. were represented in these dockets and filed 
a joint brief. They are referred to herein collectively as the “Coal Interests.” 
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should be permitted to go to a two-part rate”, these interveners devote a material 
part of their brief to a discussion of why, in their opinion, “allocation of gas 
on the basis of a two-part rate is improper”. For reasons referred to herein- 
above it was determined that allocation should be made on the basis of a two- 
part rate. 

In addition, the Coal Interests support the allocation of gas on the basis 
of the straight commodity rate as proposed by a Staff witness. There is no 
evidence in this record (other than that presented by certain customers who 
contended they should obtain greater volumes than were allocated to them) 
as to how the gas should be allocated other than the allocation proposed by 
Michigan Wisconsin. The approach taken by the Coal Interests appears to 
be that even if allocation were made under a two-part rate, the amounts allocated 
ought to be different than those proposed by Michigan Wisconsin. However, 
there is no evidence in this record that the volumes proposed to be allocated 
to each of the customers under Michigan Wisconsin’s plan of allocation are, in 
the light of the gas supply available to the pipeline, unjust, preferential, or 
discriminatory. 

Finally, the Coal Interests and Michigan Wisconsin agree that “Because of 
the limited volume of gas available for disposition in these proceedings it is 
abundantly clear that the Commission would not be warranted in considering 
favorably the requests for new service.” 


The Requests for Service to New Markets 


Requests for new service have been made in these proceedings by four parties. 

Illinois Power Company is seeking under Section 7(a) of the Act an alloca- 
tion of 380 Mcf per day and 37,800 Mcf on an annual basis in the third year 
to meet the estimated requirements of the Village of Viola, Illinois. 

Central Missouri Gas Company is seeking under Section 7(a) of the Act an 
allocation to obtain a supply of natural gas for new markets in Kirksville, 
Greentop, Queen City, and Lancaster, Missouri, for which the requirements are 
estimated to total 4,586 Mcf on a peak-day and 679,795 Mcf on an annual basis 
in the third year. 

New London Gas Company, an intervener, seeks an allocation to serve New 
London, Iowa, for which the firm requirements are estimated to total 890 
Mcf on the peak-day and 100,880 Mcf on an annual basis in the third year. 

Iowa Southern Utilities Company, an intervener, seeks an additional alloca- 
tion to serve Leon, Corydon, Albia, and Moravia, Iowa, for which the firm 
requirements are estimated to total 4,577 Mcf on the peak day and 517,456 Mcf 
on an annual basis in the third year. 

Michigan Wisconsin resists the granting of these applications at this time, 
principally on the ground that granting the proposed allocations for the new 
markets would in the light of its short gas supply impair its ability to render 
service to its existing customers. It suggests that these applications be denied 
without prejudice. 

The proviso to Section 7(a) of the Act insofar as pertinent here is to the 
effect that, “The Commission shall have no authority * * * to compel such 
natural gas company to establish physical connection or sell natural gas when 
to do so would impair its ability to render adequate service to its customers.” 

There is no provision in the Act defining what is meant by impairment of 
ability to render adequate service to its customers. 

The proviso to Section 7(a), while not giving existing customers any ad- 
vantage over applicants seeking new service is concerned with preventing 
impairment of service to such existing customers through the dilution of gas 
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supply needed to attain adequate service for those already connected. It will 
be observed that the proviso to Section 7(a) refers to adequate service. This 
does not necessarily mean full and complete service but this adjective, “ade- 
quate” cannot be read out of the statute and must be given reasonable meaning. 
To put it another way, while existing customers are not entitled to be preferred 
over new applicants, such new applicants are not, on the other hand, to be 
put in a position where they can require a pipeline to provide service to them 
when to do so would impair the ability of the pipeline to render adequate serv- 
ice to the existing customers. Adequate service should mean that customers 
already attached should, at least, have enough gas to protect their investment 
in equipment and that distributors should have enough gas to provide for reason- 
able growth in base load and enough so that the investment made by the public 
in the customer companies shall not be impaired by unreasonable reduction in 
the service, which is needed from the standpoint of the viability of the economic 
life of the distributors who are already attached. 

In this case it is clear that nearly all of Michigan Wisconsin’s customers need 
additional volumes of gas to serve adequately their presently existing customers. 
For example, Iowa Southern claims it needs additional volumes of gas for 
service in towns already being served by it. However, the gas supply in Michi- 
gan Wisconsin’s system which existed prior to the Panhandle abandonment order 
and which might have been employed to service existing customers and new 
applicants as well, has to a very substantial extent been diverted by Commis- 
sion direction to make up for volumes of gas which Michigan Wisconsin has been 
receiving from Panhandle Eastern. In these circumstances, Michigan Wiscon- 
sin does not have gas adequate to serve any of the new markets without impair- 
ing service to its existing customers. On this ground alone all the applica- 
tions to serve new markets must be denied at this time. 

A typical example is North Central, an intervener which would like to have 
a supply of gas for West Point, Montrose, and Donnellson, Iowa, but it decided 
not to pursue this matter, among other reasons, because of the need of presently 
served customers for all the gas available on the Michigan Wisconsin system. 

Iowa Electric, another intervener, in its brief filed herein (pp. 3-4), com- 
mented that, “The Panhandle abandonment required Michigan Wisconsin to 
search its cupboards for a portion of the capacity necessary to replace the 
Panhandle gas to Michigan Consolidated. Had the abandonment not been 
ordered the additional 40,000 Mcf of Laverne gas here sought to be allocated 
would have been available for additional increments of gas over and above that 
presently allocated under outstanding orders of the Commission to the present 
customers of Michigan Wisconsin. But under the present status, little addi- 
tional gas, if any, is actually available for allocation in these proceedings.” 

The statement of Iowa Electric concerning Michigan Wisconsin’s gas supply 
position is a well phrased summarization of the situation with which the parties 
were confronted in this proceeding. 

It is found and concluded that the granting of gas to new applicants in the 
circumstances of this case is inhibited by the proviso to Section 7(a) of the 
Act. This finding and conclusion disposes of all of the requests for service 
to new markets at this time. 

As a postscript to this phase of the matter, it may be noted that the Staff 
recommended denial of all applications for new service except that requested 
by Illinois Power Company in Docket No. G—18022 for the Village of Viola, 
Tilinois. 

The undersigned is of the opinion that the application of Illinois Power in 
Docket No. G-18022 has merit and would grant such applicant were it not 
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for the shortage of gas supply on the Michigan Wisconsin system. Moreover, 
as Michigan Wisconsin has pointed out in connection with the Viola proposal, 
construction would not begin before next spring. Under all of the circumstances 
the application of Illinois Power is denied without prejudice. The undersigned 
believes, however, that this application should receive most serious considera- 
tion as soon as the gas supply situation in the Michigan Wisconsin pipeline 
system is improved. 

The applications of Iowa Southern to obtain service for Leon, Corydon, Albia, 
and Moravia, Iowa, also have a high degree of merit and if gas supply were 
available in amounts where service to existing customers would not suffer im- 
pairment if the applications were granted, favorable action on these applica- 
tions might well be considered. 

The application for service to Leon and Corydon has been shown to be meri- 
torious. The undersigned does not mean to indicate that the requests for serv- 
ice to Moravia and Albia are without merit. Such a conclusion would not be 
justified. However, with regard to the service to the latter two communities, 
an issue arose regarding the cost of constructing laterals which would require 
further consideration if a certificate were to be issued. It should be said 
that this dispute was not of such a character that a certificate containing appro- 
priate conditions to protect both Michigan Wisconsin and applicant could not 
be issued if gas supply were adequate. These comments, however, are not to 
be taken as any definitive ruling with regard to the cost of laterals, or how that 
problem should be handled but only to indicate that the issues raised regarding 
the cost of such laterals were not of a character that a reasonable resolution 
of that problem could not be reached. 

In passing it may also be observed that the precis of Iowa Southern’s brief 
insofar as service to the proposed new markets is concerned is stated by this 
applicant as follows: 

To summarize, there are two sources of the gas available to supply Iowa 
Southern’s requirements if appropriate adjustments are made in the allo- 
cations in Exhibit 119:" (a) the discriminatory excess allotted to Michi- 
gan Consolidated and (b) the interruptible gas. Either of these alone is 
much more than is required to meet Iowa Southern’s needs, and supplying 
these needs from either source would have only minimal effects on the 
allocations proposed for other distributors. In combination they afford a 
supply which is more than ample to serve the requirements of Iowa 
Southern and all other applicants and interveners whose proposals may be 
found meritorious.” 

As has been pointed out hereinbefore, both of these contentions are without 
merit. 

It should be observed that nearly all of Michigan Wisconsin’s customers have 
need for more gas than has been allocated to them and that the amounts of gas 
allocated to service existing customers herein are very conservative. To adopt 
Iowa Southern’s approach would be to prefer this distributor above all other 
customers of the pipeline. 

The requests of Central Missouri Gas Company, Docket No. G—18304 to serve 
Kirksville, Lancaster, Queen City, and Greentop, Missouri, and New London 
Gas Company to serve New London, Iowa, are not supported by persuasive 
evidence. 


“Exhibit 119 is the same as Exhibit A attached hereto and made a part of this initial 


decision, except for small additional allocations made to North Central and Iowa Electric. 
22 See Iowa Southern brief, p. 34. 
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In the first place, the capital structure proposed for Central Missouri leaves 
much to be desired. At the present time Central Missouri has paid-up capital 
of $500 represented by 100 shares of common stock. According to the applicant 
it is proposed that out of a proposed total investment of $2,129,922 which will be 
required, the company will have 75% in 5%% mortgage bonds, 15% in 
in 6% convertible debentures, and 10% in common stock i.e., approximately 
90% debt and 10% equity. 

It would be difficult to believe that any knowledgeable securities investor or 
important bond house would acquire these bonds for its own account. Better 
securities having equal yield can be purchased today in the open market, and 
Central Missouri’s offer is of dubious quality. 

The Staff brief refers to a “commitment” on the bonds from Kidder, Pea- 
body and Company. In actuality, there is no commitment to buy these securi- 
ties by Kidder, Peabody, or anybody else in evidence and there is no certainty 
that the bonds will be taken up by the public. In these times of high yield 
on debt securities of well-established companies, there is nothing particularly 
attractive about these bonds, especially considering the high percentage they 
would constitute in relation to the entire capital structure. It appears that at 
most Kidder, Peabody would undertake to sell the bonds only under a “best 
efforts” arrangement and then only on the basis that not more than 65% of 
the total capital structure be in mortgage bonds. 

These securities would require registration under the Securities Act of 1933 
absent an exemption from the registration provisions, and no evidence was 
offered which would establish the availability of such exemption. Further no 
adequate explanation was offered regarding how the capital structure would be 
revised if the bonds were limited to 65% of the total capitalization. In addition 
to all these problems, it appears that Central Missouri presented rather optimis- 
tic estimates as to the number of coal users who would convert to natural gas 
if afforded the opportunity. While it is probable there will be some conversion 
to gas if it were available, there is no assurance that the estimate furnished by 
Central Missouri would be borne out. Their estimates would appear to be 
largely conjectural. 

Central Missouri also placed reliance on certain Chamber of Commerce es- 
timates as to population. These were disputed by Missouri Midland Gas Com- 
pany, a propane dealer serving the area, whose business interests would be 
adversely affected if Central Missouri’s application were granted and who was 
permitted to intervene. Missouri Midland conducted a personal house count in 
Kirksville which cast very considerable doubt on the population figures fur- 
nished by applicant which, of course, had the burden of proof in sustaining its 
application. On the showing made in this case the applications of Central Mis- 
souri should be denied. 

New London Gas Company bases the economic feasibility of its proposed 
project, in important part, by estimating 36 Mcf per year as the use for non- 
heating consumption of residential customers. This compares with the actual 
1957 experience of 23.2 Mcf in Mount Pleasant, Iowa, 17.1% in Centerville, 
Iowa, and 16.6% in Ft. Madison, Iowa. 

In estimating expenses of operation New London presented figures to the 
effect that it expected to pay $15.00 per month for office space and that its 
entire administrative expense including a working engineer, a bookkeeper, 
who would be a second employee, and including payment to all officers and di- 
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rectors for their services, and including insurance would be in the amount of 
$8,600 per annum. The cost of constructing the facilities was estimated to be 
$211,750 in the first year, including $4,500 for cash working capital and $238,- 
390 in the third year. 

It is contemplated that the company would offer $143,000 in bonds which the 
vice president of a local bank believed could be sold. However, this bank has 
no intention whatever of buying these bonds itself, and there is no commitment 
from any source for the purchase of these securities. Moreover, these securi- 
ties would have to be registered with the Securities and Exchange Commission 
or an exemption from the registration provisions would have to be established. 
It is possible that an exemption may be available pursuant to Regulation A 
under the Securities Act covering small offerings. However, even under Regu- 
lation A, filing must be made with the Commission and financial information 
must be furnished. It is doubtful that these provisions could be complied with 
and securities sold so quickly that service could be connected this winter even 
if authorized. In fact, it is unknown when the capital to operate this enterprise 
will be obtained. Additional capital is proposed to be raised in a new and 
novel method. The company would require persons who wish to have natural 
gas service help finance the company be requiring a deposit of $5.00 and monthly 
payment of $1.00 thereafter even though such customers are not receiving serv- 
ice. The contributors of this capital would get no return on their money but 
just the promise of service. This is a method of raising capital by a distributor 
which is not entitled to be encouraged. The application of New London Gas 
Company should be rejected. 


ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of all of the evidence adduced and the briefs and argu- 
ments of counsel, as well as on the preceding portion of this decision, it is 
found and concluded that: 


(1) By reason of additional development of gas reserves previously dedicated 
to Michigan Wisconsin Pipe Line Company (Michigan Wisconsin) and the exe- 
cution of additional gas purchase contracts, Michigan Wisconsin’s gas supply 
in the Laverne Field in Harper County, Oklahoma, will enable it to obtain an 
average daily volume of 80,000 Mcf from that field. 

(2) In order to transport this volume of gas through Michigan Wisconsin’s 
main line it is necessary and desirable from an engineering and economic 
standpoint that Michigan Wisconsin construct and operate additional compres- 
sor facilities at its existing Stations 2-9 aggregating 16,560 horsepower and 353 
miles of 24-inch main line loops in lieu of the nine new intermediate com- 
pressor stations which were authorized by the Commission’s order of Novem- 
ber 19, 1958, in Docket No. G—13246. 

(3) In order to enable Michigan Wisconsin to meet the increased require- 
ments of its existing customers it is necessary for Michigan Wisconsin to con- 
struct and operate the portion of the original “C” facilities in Docket No. G- 
13246, i.e., 1,320 additional horsepower of compression at Station 10 and 2,400 
additional horsepower of compression at Wisconsin “B” Station which was 
reserved by the order of April 24, 1959, as well as the 20.9 miles of 16-inch 
loop of the line from Oshkosh to Little Chute, Wisconsin for which Michigan 
Wisconsin seeks authorization in Docket No. G—16998. 
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(4) The construction and operation of the above-mentioned facilities are re- 
quired by the public convenience and necessity and should be authorized. 

(5) Michigan Wisconsin’s available gas supply including the additional gas 
from the Laverne Field should be allocated to its customers on the basis of its 
demand-commodity tariff as proposed in Docket No. G—17512, modified in ac- 
cordance with the Presiding Examiner’s initial decision issued in such docket, 
on the basis of the Maximum Daily Quantities and Annual Contract Quantities 
specified in Appendix A attached hereto and made a part of this initial decision. 

(6) The Section 7(a) application of Illinois Power Company in Docket No. 
G-18022 for service to Viola, Illinois and the request of Iowa Southern Utilities 
Company, an intervener for service to Leon, Corydon, Moravia, and Albia, Iowa, 
are denied without prejudice. 

(7) The applications of Central Missouri Gas Company in Docket No. 
G-18034 for service to Kirksville, Greentop, Queen City and Lancaster, Missouri, 
and New London Gas Company for service to New London, Iowa, are denied. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided by its Rules of Prac- 
tice and Procedure, that: 

(A) Michigan Wisconsin be and hereby is authorized to construct and op- 
erate additional compressor facilities at its existing Stations 2-9 aggregating 
16,560 horsepower and 353 miles of 24-inch main line loops in lieu of the nine 
new intermediate compressor stations which were authorized by the Commis- 
sion’s order of November 19, 1958, in Docket No. G—13246. 

(B) Michigan Wisconsin be and hereby is authorized to construct and oper- 
ate the portion of the original “C” facilities in Docket No. G—13246, i.e., 1320 
additional horsepower of compression at Station 10 and 2400 additional horse- 
power of compression at Wisconsin “B” Station which was reserved by the 
order of April 24, 1959, as well as the 20.9 miles of 16-inch loop of the line 
from Oshkosh to Little Chute, Wisconsin, for which Michigan Wisconsin seeks 
authorization in Docket No. G—16998. 

(C) Michigan Wisconsin’s gas supply including the additional gas from the 
Laverne Field be allocated to its customers on the basis of its demand-com- 
modity tariff as proposed in Docket No. G—17512, as modified in accordance with 
the Presiding Examiner’s initial decision in such docket, on the basis of the 
Maximum Daily Quantities and Annual Contract Quantities specified in 
Appendix A attached to this decision. 

(D) The Section 7(a) application of Illinois Power Company in Docket No. 
G-18022 for service to Viola, Illinois, and the request of Iowa Southern Utilities 
Company for service to Leon, Corydon, Morabia, and Albia, Iowa are denied 
without prejudice. 

(E) The Section 7(a) application of Central Missouri Gas Company for 
service in Kirksville, Lancaster, Queen City, and Greentop, Missouri, and the 
request of New London Gas Company for service in New London, Iowa, are 
denied. 

SAMUEL BINDER, 
Presiding Examiner. 
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APPENDIX A 


MicuicaAN WIscoNsIN Pipe LINE CoMPANY 


Allocation of Annual Salable Supply and Maximum Day Capacity to Customers 


Volumes in Mef at 14.73 psia 


Maximum Annual 
daily quan- 
tity (Col. 1) 
Annual con- 
tract quan- 
tity (Col. 2) 


Michigan Consolidated Gas Company 
Michigan Gas and Electric Company 
Michigan Gas Utilities Company 
Milwaukee Gas Light Company 
Wisconsin Natural Gas Company 
Madison Gas and Electric Company 
Wisconsin Power and Light Company 
Wisconsin Public Service Corporation 
Wisconsin Michigan Power Company... 
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Stoughton Light & Fuel Company 
Winnebago Natural Gas Corporation 
Illinois Power Company 
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Iowa Southern Utilities Company-. 
Keokuk Gas Service Company 

North Central Public Service Compan 
Iowa Electric Light and Power Company 
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MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. G—1i7512 
ORDER ADOPTING PRESIDING EXAMINER’S DECISION APPROVING CHANGE IN FORM OF RATE 
(Issued September 30, 1959) * 


Syllabus 


1. Commission allows proposed two-part demand-commodity rate form for 
Michigan Wisconsin, in place of existing straight-line rate form. 

Commissioner Hussey not participating. 

Charles V. Shanmon for Michigan Wisconsin Pipe Line Company 

Seymour Tabin for Wisconsin Public Service Corporation 

John F. Zimmerman and John G. Quale for Wisconsin Natural Gas Com- 
pany and Wisconsin-Michigan Power Company 

Reuben Goldberg for Michigan Gas and Electric Company 

William EH. Torkelson and H. J. O’Leary for Wisconsin Public Service Com- 
mission 

Glen H. Bell and Charles P. Seibold for Wisconsin Fuel & Light Company and 
Winnebago Natural Gas Corporation 

Robert A. Derengoski and Louis J. Caruso for Michigan Public Service Com- 
mission 

Robert J. Sutherland and Glydewell Burdick for Wisconsin Power & Light 
Company 

Nathaniel H. Goldstick and Robert Reese for City of Detroit, Michigan 


*Initial decision appears on p. 607. 








































































































604 FEDERAL POWER COMMISSION 






Jerome J. McGrath for National Coal Association, et al. 
R. M. Rieser, Nicholas J. Lesselyoung and William A. McNamara for Madison 
Gas & Electric Company 

Vernon A. Swanson for Milwaukee Gas Light Company 

John F. Gaston for Iowa Electric Light & Power Company 

N. E. McManus for Keokuk Gas Service Company 

Charles R. 8. Anderson for Iowa Southern Utilities Company 

Ned Willis for North Central Public Service Company 

David R. Kaplan for County of Wayne, Michigan 

Walter E. Gallagher and Thomas F. Ryan, Jr. for Michigan Gas Utilities 
Company 

Charles 8. Wilcoa for St. Joseph Light & Power Company 

B. F. Lyons for Stoughton Light & Fuel Company 

Frank Rathbun for Northern Natural Gas Company 

Richard M. Merriman and Peyton G. Bowman III, for City of Aledo, Illinois, 
and Board of Trustees of the Lamoni Municipal Utilities, Lamoni, Iowa 

Arthur R. Seder, Jr. for Michigan Consolidated Gas Company 

Abraham Spalter and Peter G. Powers for the staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

This matter is before us on the exceptions filed to the decision of the presiding 
examiner issued August 21, 1959, in which he ordered, subject to review by the 
Commission, that the tariff proposed by Michigan Wisconsin Pipe Line Company 
as its FPC Gas Tariff, First Revised Volume No. 1, be approved. The examiner’s 
approval of a two-part demand and commodity type of rate in the form proposed 
by Michigan Wisconsin to replace its present straight-line rate does not include 
approval of the rate-level proposed in the tariff, since the matters involved in 
and issues presented by the level of rates have been severed from this proceed- 
ing by order of the Commission issued April 17, 1959. Nor does the examiner’s 
decision in this proceeding constitute a determination of the question of alloca- 
tion of gas among customers, which matter is presently under consideration in 
Docket No. G—13246. 

The examiner found that the existing Michigan Wisconsin tariff is inadequate 
and unreasonable in certain respects which may be briefly summarized as 
follows. The tariff contains no specific limits of the daily and annual delivery 
obligations of the pipeline. The existing restrictions on space-heating service 
and large volume industrial loads are no longer an adequate or appropriate 
means of limiting customer demand, have complicated proceedings before the 
Commission, and have involved the pipeline and the Commission in determina- 
tions of patterns of service which it would now be more appropriate to leave to 
the individual distributor and the state commissions. The present flat rate for 
all gas delivered unduly restricts the distributors’ opportunities to make off-peak 
and interruptible sales. The present tariff contains no minimum bill provision. 

Under the basic provisions of the new tariff proposed by Michigan Wisconsin 
the customer is required to nominate in advance a Maximum Daily Quantity on 
which a monthly demand charge is levied, and the pipeline’s annual delivery 
obligation is limited to 160 times the maximum daily quantity. The commodity 
rate is charged for every Mcf of gas actually taken, including authorized 
overrun. 

The examiner concluded that, with the addition of a small general service 
schedule, an overrun service schedule, and certain minor changes the tariff as 
proposed is a necessary and appropriate means of remedying the defects in 
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Michigan Wisconsin’s existing tariff. We are of the opinion that the evidence of 
record in this proceeding establishes the existence of the unreasonable condi- 
tions complained of and warrants the conclusion that the relief effected by means 
of the proposed tariff is just, reasonable, and in the public interest. 

In addition to the specific effects of the proposed tariff approved by the ex- 
aminer, one of the principal purposes of the two-part rate is to distribute 
charges more equitably than the straight commodity rate. Absent some showing 
of special hardship in individual cases, such a result is just and reasonable. In 
view of the relatively narrow range of load factors of Michigan Wisconsin’s 
customers and the mitigating effect of a provision of the proposed tariff which 
allows low load factor customers to release a part of their annual contract 
quantities and receive a demand charge credit therefor, no such special circum: 
stances exist in the present case. 

Exceptions to the examiner’s decision were filed by the following intervenors: 
Michigan Gas and Electric Company, Madison Gas and Electric Company, the 
Cities of Aledo and Lamoni, Keokuk Gas Service Company, North Central 
Public Service Company, and the Coal Interests. Oral argument was requested 
by Madison, Michigan Gas, Keokuk, and the Coal Interests. 

A large number of the exceptions offered by Madison, Keokuk, North Central, 
and the Coal Interests express opposition to the tariff as a whole on the basis of 
Michigan Wisconsin’s alleged failure to sustain its burden of showing that the 
existing tariff is defective or unreasonable and that the proposed tariff is neces- 
sary or in the public interest. It is urged that the conditions complained of by 
Michigan Wisconsin do not exist, or, if they do, they can be corrected by various 
amendments and additions to the present straight line tariff; that the proposed 
tariff will not in any case achieve the purposes for which it is allegedly de- 
signed; that the examiner failed to take account of the fact that Michigan Wis- 
consin’s two largest customers are affiliated companies, or that Michigan 
Wisconsin’s storage facilities are unique in size. After considering each of 
these exceptions in detail, our conclusion remains, as stated above, that the 
examiner’s decision is correct. 

The two-part rate was also objected to by Madison on the ground that its 
cost of gas would be increased thereby, and by the Coal Interests on the ground 
that the sale of interruptible gas at the commodity rate would seriously affect 
the industrial market for coal. In both cases the evidence offered in support of 
these contentions was inconclusive, and the examiner so found. 

Among the exceptions to specific provisions of the tariff, as approved by the 
examiner, were those of North Central and the Cities of Aledo and Lamoni 
which argued that the basic purpose of a Small General Service schedule was to 
give a price advantage to the small distributor having no opportunity to improve 
load factor by interruptible sales. Panhandle Eastern Pipe Line Co., 10 F.P.C. 


185, 196, 203 (1951) was cited in support of this contention. In accordance with 


the language of that opinion, the examiner here correctly held that the principal 
purpose of a Small General Service rate schedule is to allow the small buyer to 
avoid the complexities of accounting and estimating techniques not usually 
available in the organizations of such customers. 


The examiner agreed, as we 
do, with the Staff's position that companies selling more than 5,000 Mcf per 
day are large enough to operate effectively under the two-part rate and that 
the Small General Service rate schedule should not be available above that level. 

Exceptions to the examiner’s refusal to include in the tariff a transition period 
between the approval of the two-part rate and its effective operation were 
offered by Michigan Gas, Madison, Keokuk, and North Central. The purpose 
of such a period would be to mitigate the initial impact of the new tariff by 
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allowing the customer companies time to adapt their pattern of service to the 
two-part rate. In view of the mitigating effect already provided by Section 7.4 
(demand charge credit for released gas) of the proposed tariff, and the fact 
that the proposed tariff was filed nearly a year ago, we approve and adopt the 
examiner’s conclusion that a transition period is not warranted. 

The exceptions filed by Michigan Gas, and seconded by Madison and North 
Central, urged the adoption of seven modifications of the tariff which had been 
proposed at the hearing and rejected by the examiner. These proposals were: 
that the penalty for unauthorized overrun should be reduced from $10 to $5 per 
Mef; that a customer should be allowed to exceed his maximum daily quantity 
on as many as five non-consecutive days in any one month without incurring a 
penalty ; that sums collected as penalties should be distributed to non-offending 
customers by the pipeline; that a credit of up to $1 per Mcf should be allowed 
buyers forced to use peak-shaving fuel to supply deficiencies in their authorized 
daily deliveries; that customers should be allowed to reduce their contract 
quantities by certain specified quantities in any year as a matter of right; that 
buyers should be entitled to hourly operating information from seller’s telem- 
etering equipment; and finally that the provision for negotiating changes in 
the initial maximum daily quantities should be modified in certain respects. 
The examiner concluded, and we agree, that these proposals are either inappro- 
priate or unnecessary at the present time. Experience under the new tariff may 
indicate that certain of these proposals should be adopted. In such event, ap- 
propriate proceedings may be initiated. But the record before us shows them to 
be neither appropriate or necessary. 

After due consideration of all the exceptions filed, we are of the opinion that 
the examiner’s decision is supported by the evidence of record and should be 
adopted, and the exceptions thereto denied. However, the tariff cannot be put 
into effect until the allocations involved in Docket No. G—13246 are determined. 
This allocation proceeding has been reopened concurrently with the issuance of 
the present order. 


The Commission further finds: 


All material exceptions, arguments and objections not discussed herein have 
been considered but are without substantial support in the record or a reasonable 
basis in law and should be denied, as should the several requests for oral argu- 
ment. The presiding examiner’s initial decision issued herein on August 21, 
1959, should be adopted by the Commission as of the date of issuance of this 
order, to constitute, with this order, its decision in these proceedings. 


The Commission orders: 


(A) The exceptions filed to the presiding examiner’s initial decision and the 
requests for oral argument are hereby denied. 

(B) The initial decision of the presiding examiner issued herein on August 
21, 1959, is hereby adopted by the Commission as of the date of issuance of this 
order, to constitute, with this order, its decision in these proceedings. 

(C) The tariff proposed by Michigan Wisconsin as its FPC Gas Tariff, First 
Revised Volume No. 1, is hereby approved but shall not become effective until 
the necessary and appropriate service agreements representing the allocations 
involved in the concurrently reopened proceedings in Docket No, G—13246 have 
been approved and accepted by the Commission. 
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DECISION 


UPON A PROPOSAL FOR A PROPOSED CHANGE IN FORM OF RATE AS CONTAINED IN 
MICHIGAN WISCONSIN’S FPC GAS TARIFF, FIRST REVISED VOLUME NO. 1 


(Issued August 21, 1959) 


Brnver, Presiding Examiner: This proceeding involves a proposal by Michigan 
Wisconsin Pipe Line Company (Michigan Wisconsin) to change to a two-part 
demand and commodity form of rate in lieu of its present straight-line com- 
modity form of rate. Michigan Wisconsin filed a two-part demand and com- 
modity form of tariff on November 19, 1958. In this connection, Michigan Wis- 
consin requested an effective date of January 15, 1959, for the proposed two-part 
tariff. However, the revised tariff by its own terms provided that the two-part 
rate was not to become effective until April 1, 1959. Pursuant to its authority 
to suspend “but not for a longer period than five months beyond the time when 
it would otherwise go into effect” the Commission by order issued January 14, 
1959, suspended the effective date of Section 3.1 of Michigan Wisconsin’s FPC 
Gas Tariff, First Revised Volume No. 1 (providing for a two-part rate) until 
September 1, 1959. Michigan Wisconsin’s filing provided, among other things, 
for billing demands of varying percentages of the contract demand for different 
months of the year, for a minimum bill equal to the demand charge, and for a 
maximum annual firm volume of gas which a customer could purchase limited 
to 160 days use of the contract demand. 

On May 19, 1959, pursuant to a Commission order issued on April 17, 1959, 
this proceeding came on for hearing. The Commission’s order of April 17, 1959, 
setting this matter down for hearing severed the “Matters involved in and the 
issues presented by the level of the rates and charges proposed by Michigan 
Wisconsin” from “the issues presented by Michigan Wisconsin’s proposed change 
in form of rate as contained in its FPC Gas Tariff, First Revised Volume No, 1.” 
The Commission further stated in its order setting this matter down for hearing 
that “early resolution on the issue of form of rate would seem desirable for all 
concerned as an aid in or elimination of the operational problems that may arise 
in the transition from one form of rate to another.” 

Michigan Wisconsin’s tariff filing sets forth that the proposed demand and 
commodity charges were designed to yield total revenues approximately equiva- 
lent to those provided under its present straight-line commodity rate of 37.5¢ 
per Mcf. The latter rate is presently in effect subject to refund in Docket 
No. G—12292. 

Hearings were held in this proceeding on various dates between May 19, 1959, 
and June 19, 1959. All parties were afforded an opportunity to present evidence 
and to be heard, and briefs were filed on behalf of Michigan Wisconsin Pipe Line 
Company, Iowa Electric Light and Power Company, City of Aledo, Illinois, 
Board of Trustees of the Lamoni Municipal Utilities, Lamoni, Iowa, National 
Coal Association, United Mine Workers of America, Fuels Research Council, 
Inc., Mid-West Coal Producers Institute, Inc., Upper Lake Docks Coal Bureau, 
Inc., The C. Reiss Coal Company, North Western-Hanna Fuel Company, The 
Chesapeake and Ohio Railway Company, Iowa Southern Utilities Company, 
Michigan Public Service Commission, Madison Gas and Electric Company, St. 
Joseph Light & Power Company, Keokuk Gas Service Company, North Central 
Public Service Company, Michigan Gas Utilities Company, Michigan Gas and 
Electric Company, Wisconsin Fuel & Light Company, Winnebago Natural Gas 
Corporation, Milwaukee Gas Light Company and by Commission Staff Counsel. 
All briefs and arguments have been fully considered, together with all the 
evidence adduced in this proceeding. 
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The Issue Presented 





The issue to be resolved in this proceeding is whether Michigan Wisconsin 
should be required to continue to operate under its present straight-line com- 
modity form of rate, or whether it should be permitted and authorized to replace 
such rate with a demand and commodity rate as contained in its FPC Gas Tariff, 
First Revised Volume No.1. If a two-part rate should be authorized, corollary 
questions then arise as to whether modifications should be made in regard to 
the two-part tariff as proposed by Michigan Wisconsin. 








Prior Proceedings Involving Michigan Wisconsin's Present Tariff 





Since the beginning of its operations Michigan Wisconsin has employed a 
straight-line commodity rate. The following historical background observations 
may be made: 

In the Commission’s opinion in Docket No. G-1156 (8 FPC 293, 308) decided 
August 2, 1949, the Commission pointed out that Michigan Wisconsin had not 
submitted “a tariff or schedule of rates and charges proposed to be rendered by 
it’ and the Commission then permitted Michigan Wisconsin to obtain a certificate 
under which the pipeline was directed to file an interim tariff prior to the com- 
mencement of its operations in accordance with the following provision: 

The price or prices to be paid by buyer to seller for natural gas delivered 
to buyer under this agreement shall be the price or prices set forth in such 
applicable rate schedule or rate schedules of seller as from time to time 
shall be in effect in accordance with the provisions of the Natural Gas Act. 

The Commission on July 12, 1950, issued an opinion supplemental to that issued 
on August 2, 1949, in which the Commission authorized Michigan Wisconsin to 
















continue to charge a uniform rate for the service which it was providing (9 FPC 
127, 132). It is noted that in the latter opinion, however, the Commission stated 
at page 137, in commenting on the complaints of certain of the distributing 
companies regarding the provisions of the tariff placing limitations on the con- 
nection by them of large volume loads that “If it should develop, after Michigan 
Wisconsin has had operational experience under a tariff which contains a 
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provision similar to this, that such provision is unduly burdensome, unnecessary, 
or otherwise undesirable, this matter can again be brought to the attention of 
the Commission for such consideration as may at that time be justified.” 

Accordingly, it appears to have been contemplated that a change in the 
provisions of the tariff containing a straight commodity rate would receive 
consideration if it proved burdensome or undesirable following operational 
experience. Extended operational experience has been afforded, and it is claimed 
by Michigan Wisconsin and many of its customers the straight commodity rate 
is burdensome and undesirable. 

On March 25, 1952, in a proceeding brought by the Public Service Commission 
of Wisconsin in Docket No. G—1769, the Commission stated (11 FPC 908), among 
other things, that as a result of certain conferences: 

* * * agreement was reached among the participating parties and a 
proposed plan for allocating the supply of natural gas estimated to be avail- 
able from Michigan-Wisconsin was developed and submitted for the record 
in these proceedings. 

Thereafter, in furtherance, of the agreement so reached among the parties 
to the proceeding, Michigan-Wisconsin, on February 19, 1952, filed with the 
Commission proposed emergency service rules and regulations which are 
intended to effectuate the plan of allocation agreed upon by the parties, 

and which are proposed to be made effective as of March 21, 1952. 
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Such proposed emergency service rules and regulations are a revised 
version of a plan of allocation introduced in evidence in these proceedings 
on behalf of Michigan-Wisconsin. Such plan of allocation was predicated 
upon two basic assumptions: (1) That the volumes of gas available for 
delivery by Michigan-Wisconsin to its customers will be those which may 
be provided from the existing facilities operated by Michigan Wisconsin 
with its present source of gas supply; and (2) that Michigan Consolidated 
Gas Co. (Michigan Consolidated), an affiliated customer of Michigan- 
Wisconsin, will continue to receive an average daily delivery of 127,000 Mcf 
from the Panhandle Eastern Pipe Line Co. (Panhandle Eastern) and 
Michigan-Wisconsin would only provide Michigan Consolidated with those 
volumes of gas necessary to meet its restricted requirements in excess of such 
daily deliveries by Panhandle Eastern. 

In Opinion No. 291 issued by the Commission on May 7, 1956, involving 
Americai\ Louisiana Pipe Line Company, Michigan Wisconsin Pipe Line Company, 
et al., reported at 15 FPC 23, et seq., reference was made to the “present form 
of the Michigan Wisconsin tariff which limits the firm load by restrictions on 
the number of space-heating customers that may be served by the pipeline’s 
utility customers” (p. 35). The Commission conditioned the rights granted 
Michigan Wisconsin on a requirement that Michigan Wisconsin “shall impose 
provisions in its tariff which will limit the number of space-heating customers 
of its present distributing company customers except Michigan Consolidated to 
the number which each utility has shown in these proceedings to be the total 
it expected to connect as of January 1, 1958. * * * ” The Commission then 
placed a volumetric limitation on the amount allocated to Michigan Consolidated. 
The volume of natural gas which Michigan Wisconsin was obligated to deliver 
to Michigan Consolidated was fixed at 66, 357, 000 Mcf annually. 

In a subsequent order denying rehearing in the same docket number issued 
July 3, 1956 (16 FPC 702), the Commission stated at page 703 “The existence 
of limitations on the number of space-heating customers which utility companies 
of a pipeline company can attach is unique to Michigan Wisconsin’s tariff * * * 
as a practical matter, the imposition of a volumetric limitation rather than a 
limit on the number of space-heating customers a utility company can attach 
is desirable in that it will permit flexibility in Michigan Consolidated’s operations 
while affording protection to the other utility customers of Michigan Wisconsin.” 

The situation as it has developed in recent years apparently has led a number 
of the pipeline’s customers to the conclusion that they should have the same 
degree of flexibility in their operations which was afforded Michigan Consolidated 
by the Commission.* 

Michigan Wisconsin’s Present Tariff 

Michigan Wisconsin’s present tariff is so designed that its delivery obligations 
to existing customers (except Michigan Consolidated Gas Company, an affiliate 
of Michigan Wisconsin) are not expressed in specific and definitely known 
quantities of natural gas on either a daily or an annual basis as is the case in 
most of the pipeline tariffs on file with the Commission. 

Michigan Wisconsin’s present tariff places restrictions on the volume of gas 
which the pipeline is required to deliver by limiting the number of space-heaters 
which a customer of Michigan Wisconsin may attach to its system. In addition, 
the present tariff prohibits the distributing companies from servicing large volume 
industrial customers using in excess of 10,000 Mcf per month, unless specifically 


1 Cf. joint brief filed by Wisconsin Fuel and Light Company and Winnebago Gas Corpora- 
tion, brief filed by Iowa Southern Utilities Company, brief of Michigan Gas Utilities Com- 
pany, and brief of Michigan Public Service Commission. 
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authorized to do so by the pipeline. These restrictions were put into effect 
because Michigan Wisconsin’s gas supply is inadequate to supply all the demands 
‘on the system. 

Despite the shortage of gas supply on the system, however, each distributor 
has the right to attach additional industrial customers without limitation as to 
number so long as the delivery obligation to each of such additional customers of 
the distributor is under 10,000 Mcf per month. On the other hand, the large 
volume industrial customers of the distributors (i.e., industrial users obtaining 
over 10,000 Mcf per month) can not obtain an increase in volumes of gas to be 
served them unless the increase is approved in advance by Michigan Wisconsin, 
which must exercise restraint because it does not have a gas supply sufficient 
to satisfy all the demands on its system. In addition, there is no limitation on 
the distributors in regard to the base load which may be attached. 

Michigan Wisconsin has pointed out that under the present tariff the dis- 
tributing utilities list the large volume industrial customers approved by the 
pipeline in Exhibit A to the service agreements, and each distributor sets forth 
the maximum monthly volumes which the distributor may deliver to the large 
volume industrial user. Some of the large volume industrial users have loads 
which are firm while others have loads which are subject to interruption. 

While the distributors can attach at will as many new firm industrial loads 
as they can sell up to 10,000 Mcf per month, no additional gas is available to the 
older customers already attached who, in recent prosperous times have grown 
and who need more than 10,000 Mcf per month in their operations. The result 
is that distributors under the present tariff do not have the right to service 
additional space heaters but have the right under the tariff to add as many new 
industrial loads as they desire so long as they are under 10,000 Mcf per month. 
At the same time, the distributors do not have the right except when specially 
authorized by Michigan Wisconsin, to serve older attached industrial customers 
with more than 10,000 Mcf per month. Moreover, under the present tariff, the 
size of the space heater appears to make no difference. The space heater may 
be a large commercial establishment or a small home. Insofar as space heaters 
are concerned, it is the number of space heaters which is emphasized rather 
than any other factor. 

The fact that Michigan Wisconsin does not have a large enough gas supply to 
meet all the demands of its customer companies is not unusual in the pipeline 
business today as many other pipeline companies having a two-part rate suffer 
from a gas supply which is not large enough to supply all the increased demands 
of customers in recent years. 

Michigan Wisconsin contends that its present straight-line commodity tariff 
is highly unsatisfactory and should be replaced with a demand and commodity 
form of tariff not only because this would be in its own interest but because it 
would be in the interest of its customers having by far the largest part of the 
load on its system and contends further that the two-part tariff would be in the 
interest of the customers as a whole. 

The deficiencies in Michigan Wisconsin’s present tariff, some of which have 
been adverted to hereinabove, may be summarized as follows: 

(1) The present tariff contains no specified volumes of gas which define or 
limit Michigan Wisconsin’s maximum obligation to deliver on either a daily or 
an annual basis so that the pipeline does not know exactly how much gas it is 
obligated to deliver. In lieu of specific volumes, the present tariff limits the 







2 The present tariff does, however, contain specific limitations with respect to deliveries 
of gas to Michigan Consolidated Gas Company, which obligates Michigan Wisconsin to 
deliver gas on a firm basis to 66,357,000 Mcf per annum. 





FEDERAL POWER COMMISSION 611 


number of space heaters to be attached and prevents the attachment of new, 
large volume, industrial users (i.e., over 10,000 Mcf per month) without first 
obtaining permission of Michigan Wisconsin and, at the same time, it permits 
attachment of unlimited numbers of industrial customers by the distributors 
so long as each new industrial customer obtains no more than 10,000 Mcf per 
month and the present tariff also permits unlimited increase in base load. 

Limitations on deliveries to customers were imposed for the purpose of enabling 
Michigan Wisconsin to build up its storage capacity which is extremely large in 
relation to its delivery obligations. The storage capacity is approximately 
581,000 Mcf per day, and the total salable pipeline capacity is 489,000 Mcf per 
day. As Michigan Wisconsin points out in its initial brief (page 18), “with its 
storage operations Michigan Wisconsin is able to meet peak-day demands which 
are almost 2.5 times its pipeline capacity.” 

Michigan Wisconsin contends that under the present tariff the management of 
the pipeline company is always subject to serious concern in the conduct of its 
business because it cannot accurately plan present or future operations under 
the existing tariff since the volume of the peak-day demands on the system 
ean never be definitely known in advance. The ability of the pipeline company 
to plan operations, particularly where there is a shortage of gas is an important 
element in which the ultimate consumer has an important stake. Consequently, 
although Michigan Wisconsin has been a successful company, it has been 
successful in spite of and not because of the handicaps inherent in its existing 
tariff. The tariff has, in fact, seriously impeded Michigan Wisconsin’s efforts 
to establish a reasonable program to meet present and future needs of its 
customers. It is pointed out that no other pipeline subject to the Act is required 
to conduct its business in the manner imposed upon Michigan Wisconsin by its 
existing tariff. 

(2) Michigan Wisconsin under its existing tariff is required to make a filing 
with the Commission each time there is an increase in the number of space-heaters 
to be served, whereas no other pipeline makes filings on this basis. There is no 
good reason for the continuance of special or extraordinary treatment of Michigan 
Wisconsin’s certificate applications to the Commission. It is reasonable to 
expect population and industrial growth for this pipeline, its distributors and for 
the area they serve and to expect that additional quantities of gas for space 
heaters as well as for other uses will be obtained and delivered by Michigan 
Wisconsin in the future. In the case of other pipeline companies where additional 
volumes of natural gas become available for distribution to resale customers, 
the problem of how and to whom the distributors should sell their proportionate 
share of gas obtained from the pipeline is, with certain possible exceptions, 
generally a matter for the distributors and the state regulatory authorities to 
consider. 

Michigan Wisconsin’s filings under the existing tariff have involved the 
pipeline and the distributors in a number of separate certificate filings in regard 
to the number of space heaters who should be served. The hearings regarding 
these filings have been expensive and time-consuming, not only from the 
standpoint of the pipeline, but from the standpoint of the customers and the 
Commission. Moreover, if the present rate form is to be employed in the future, 
the pipeline, the customers, and the Commission will have to spend a great deal 
more in additional time and expense in this unique approach to regulation of 
Michigan Wisconsin than is the case in the regulation of other pipelines subject 
to the Commission’s jurisdiction. Of course, this is not to say that the Federal 
Power Commission should not consider end use but to point out that where gas 
is being sold for resale by distributors the state regulatory authorities normally 
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have an important function to exercise and should be permitted to exercise such 
function absent compelling federal law to the contrary. After due consideration 
by the Federal Power Commission of the rights of the distributors and other 
interveners to obtain gas from a pipeline, determination of the type of service 
to be rendered in particular communities should, in general, be left to distribution 
companies obtaining gas for resale as a management prerogative where gas is 
sold to them for resale, subject to regulation by the appropriate state authority 
or other regulatory bodies within the state having authority in the matter. 

(3) Certain of the provisions in the present tariff with respect to large volume 
industrial loads are onerous not only to Michigan Wisconsin but to the dis- 
tributors and these provisions may have an unfavorable impact insofar as they 
prevent savings to space heaters in lowered rates which may be brought about 
through improvement of load factor. 

Off-peak and interruptible sales such as could be made by nearly all of the 
distributors here if the two-part rate were authorized would tend to make a 
substantial contribution to the cost of service of the distributors over and above 
the incremental cost of the gas purchased. This contribution would be available 
as an offset in state regulatory proceedings involving rates of distributors against 
the cost of service of space heaters who would otherwise have to assume full 
responsibility for all the costs in providing service to them. The loss of the 
opportunity of making such off-peak and interruptible sales would tend to increase 
the cost of providing service to space heating customers, and the loss which would 
occur by reason of the failure to take advantage of the opportunity to increase 
load factor could be made up only by maintaining higher rates to the space 
heaters than would otherwise be the case. Accordingly, it would appear to be 
in the public interest, generally, for distribution companies to make off-peak and 
interruptible sales, since the rates to space-heating customers would in the 
absence of this kind of opportunity have to be kept higher than they would be 
otherwise. 

The onerous character of certain of the provisions of the present tariff have 
been alluded to by Michigan Wisconsin in that it has pointed out that (a) the 
provisions of the tariff relating to industrial sales are divided between Grand- 
father and non-Grandfather loads, and (b) the present tariff has an additional 
complication in that it contains provisions for certain credits against takes of 
industrial gas which would otherwise be subject to penalty.® 


® Section 14.42 Original Sheet 16D of the present tariff provides: 

14.42 Charge for Unauthorized Large Volume Takes. If during the billing month, 
Buyer takes gas from Seller to serve large volume loads not authorized under Section 8 
of these General Terms and Conditions or Buyer takes gas from Seller in violation 
of any notices of curtailment or interruption of large volume loads, issued by Seller 
pursuant to Paragraph 14.3 of this Section, there shalh be added to the bill for the 
next succeeding month as otherwise computed a sum equal to $10 times the total Mcf 
of the unauthorized takes in such billing month; provided, that Buyer may credit 
against such unauthorized takes the volume of company use gas, within the limits 
authorized below, which was released by Buyer, during said billing month or during 
any prior month (to the extent that such released volumes have not previously been 
utilized as a credit hereunder) ; and provided, further, that Buyer may credit against 
such unauthorized takes, on a thermal basis, the volume of manufactured gas, if any, 
which Buyer utilized in its distribution system during the first 20 days following such 
billing month. The following Buyers may release company use gas as a credit against 
unauthorized large volume takes in volumes not to exceed the following amounts in 
any one year (and not more than 4th of such annual amounts in any one month). 


WesUOGNe DERCUEE GO Cents sdbdc cadet mutiindadiscimbierdain . 150,000 Mcf per year 
Srewate Gee: TA Gai. 5 on tn dita cede dilneinadis 234,934 Mcf per year 
ree nT t OE RONG To cence mtdetinbinbethncatbniginwinn 7,000 Mef per year 
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It should be observed that it is contended that the needs of the so-called grand- 
father customers have increased, beyond those set forth in Exhibit A to the 
service agreements, and these needs cannot be satisfied under the present tariff, 
whereas there is no limitation on distributing utilities insofar as adding new 
and additional industrial customers on the system are concerned so long as such 
new customers use less than 10,000 Mcf per month. 

In addition, Michigan Wisconsin is faced with the further fact that it has 
no control over the increase in base load in the present tariff. The new indus- 
trial customers may be added at the very time when the distributor is not 
permitted to increase space-heating load. Peak-day demands in these circum- 
stances cannot be definitely known, and the provisions of existing tariff have 
not permitted Michigan Wisconsin to control adequately firm demands in its 
system, or to plan adequately to meet future demands. 

(4) Michigan Wisconsin’s tariff contains no minimum bill provisions, since 
it is a straight commodity tariff. Customer obligations vary with weather, 
economic and other conditions. The customers, however, pay only for the gas 
they take, and they are not required to take any specific quantity. Michigan 
Wisconsin, on the other hand, has contracts with its suppliers on a strict take 
or pay for basis. The kind of obligation assumed by Michigan Wisconsin in 
regard to its suppliers contrasts with the character of the obligation of Michigan 
Wisconsin’s customers towards it. 

The pipeline by reason of the character of its tariff bears the sole risk of 
fluctuating demands, and its customers bear none. In this connection, a vice 
president of Michigan Wisconsin testified that on the basis of the space-heating 
load of 100,000,000 Mcf a 10 percent warmer than normal winter would generate 
about 10,000,000 Mcf of excess gas. Further, the uncontradicted testimony is 
to the effect that because the overrun gas generated by such warmer weather 
had to be sold under the existing tariff at the flat rate of 3714 cents, i.e., at the 
same price as firm annual gas, such gas was more difficult to sell than would 
be the case if such gas became available at the commodity price under a two- 
part rate. 

For all of above stated reasons Michigan Wisconsin proposes to replace its 
straight line commodity tariff with a two-part tariff. 

The principal element of this proposed tariff is the two-part rate, and it is 
stated that the two part rate is designed to return to Michigan Wisconsin 
approximately the same revenues as it would receive under the straight com- 
modity rate of 37.5¢ per Mcf in effect now subject to refund in Docket No. 
G-12292. 

The two-part tariff provides for a demand charge of $2.62 per Mcf per month 
of billing demand and a 24 cents commodity charge on all gas sold. Under the 
proposed tariff the Annual Contract Quantity (ACQ) is fixed at 160 times the 
stated Maximum Daily Quantity (MDQ). There would be, however, no re- 
striction on the customers as to how they used the gas allocated to them, except 
insofar as the State authorities under applicable statute might restrict the use 
of gas obtained from Michigan Wisconsin for resale. 

A witness for Michigan Wisconsin testified that he designed the tariff to 
distribute the demand charges in accordance with the pattern of monthly 
deliveries. In this connection, the proposed tariff of Michigan Wisconsin pro- 
vides that the pipeline will deliver to each distributor during the four winter 
months, i.e., November, December, January, and February 100 percent of the 
MDQ; during March 1 to March 15, 85 percent of the MDQ, and 70 percent 
of the MDQ during the rest of the year, subject to the overall limitation that 
each customer’s annual take (ACQ) shall not be more than 160 times the 
maximum daily quantity. 
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The proposed tariff also provides that the monthly billing demand shall be 100 
percent of the MDQ during the months November through February, 70 percent 
of the MDQ during the months of March, April, May, and October and 40 per- 
cent of the MDQ during the months of June through September. The minimum 
bill is the demand charge for the month. Authorized over-run gas is to be billed 
at the commodity rate; unauthorized over-run is subject to penalties; and 
customers are entitled to a credit equivalent to the demand charge 8.6¢ per Mcf 
for impairment of deliveries. 

As part of its direct case in these proceedings, Michigan Wisconsin submitted 
in evidence a proposed section to be made a part of its tariff providing for 
release of off-peak gas (Section 7.4) and a service agreement with Michigan 
Consolidated Gas Company (Michigan Consolidated) whereby the latter agreed 
to purchase such released gas up to 3,000,000 Mcf per contract vear. However, 
if other distributing customers of Michigan Wisconsin elect to take released 
off-peak gas then such released gas is to be apportioned pro rata according to 
the various MDQ’s of the customers desiring such gas. For the gas released 
under this provision the customer releasing the gas is to receive a credit of 13.5 
cents on the demand charge and the distributor buyer of the released gas will 
be required to pay the 24 cent commodity charge, plus the additional charge of 
13.5 cents. 

The purpose of this provision (Section 7.4) was to enable low-load factor 
customers concerned about their ability to dispose of off-peak gas even at the 
commodity rate of 24¢ per Mcf to be assured of a substantial market for such 
gas. In addition it would be of assistance to such customers as have a market 
for off-peak gas greater than the amount of such gas allocated to them. Fur- 
thermore, proposed Section 7.4 would lessen the impact of inaccurate estimates 
of requirements which might be made by distributors. 

Apparently, Michigan Wisconsin expects its customers’ demands to increase 
and the pipeline company will try to and expects to obtain additional gas supply 
in the future adequate to furnish larger supplies on its system to meet the 
increasing demands of its customers. Accordingly, in order that Michigan Wis- 
consin may adequately plan future programs for gas acquisition and for the 
expansion of its system under the proposed tariff, customers will be required 
to make their nominations on May 1 of the contract year which is to begin 16 
months later so that Michigan Wisconsin can make appropriate arrangements 
sufficiently in advance. 

It is contended that the two-part tariff if authorized will accomplish the 
following objectives: 

(1) The two-part rate will eliminate the need for holding future proceed- 
ings relating to the allocation of new supplies of gas on the “unique basis” (i.e., 
allocations based on space heaters) heretofore employed. Future hearings will 
be conducted generally as are the proceedings of most other pipelines when 
additional gas is to be allocated. Moreover, if a two-part rate is authorized each 
distributor will be enabled to employ the gas he obtains in the future not only 
in accordance with the Natural Gas Act but, in addition, in a manner best 
suited to the particular character of the area which the distributor serves, 
subject of course to the statutes which are applicable in the states where the 
distributor conducts its business and to the rules and regulations of the regula- 
tory commissions in such states. 

(2) Under the proposed new tariff each customer will have allocated to it 
specific volumes of gas so that Michigan Wisconsin can stabilize its current 
operations and engage in reasonable planning with regard to any certificate 
applications it may file in the future. Furthermore, the distributing companies 
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can under the two-part rate obtain greater flexibility in their operations and 
can obtain greater freedom from unreasonable restraints now imposed upon 
them by the existing tariff in the disposition of the gas obtained from the pipeline 
supplier and in the development of their operations in serving the public. 

(3) The new tariff will afford a vehicle for disposing of volumes of gas 
temporarily available as a result of warm weather, reduced business activity, 
storage limitations, or delays in the attachment of additional firm loads follow- 
ing an expansion program. The new tariff is designed to enable disposition 
of such gas by Michigan Wisconsin and the distributor at a rate level competi- 
tive with other fuels as contrasted with the straight line commodity level of 
37.5¢ which makes competition with other fuels more difficult and in certain 
situations impossible to meet. In this connection, it should be observed, how- 
ever, that the past history of operations of the pipeline indicates that only about 
2,000,000 Mcf per year of overrun gas would be available. However, this volume 
is substantial enough to be of material economic benefit to the distributors and 
the consuming public and to have a material economic impact on the pipeline’s 
business. 

(4) The proposed two-part tariff containing a minimum bill provision will 
tend to stabilize the operations and earnings of Michigan Wisconsin by assur- 
ing it of a part of its revenues through the demand charge instead of subjecting 
the pipeline alone, as the present tariff does, to the risks of fluctuations in the 
demands brought on by warm or cold years, and other factors such as possible 
business recessions. 


The Position of the Parties 


Certain of the customers of Michigan Wisconsin, namely Madison Gas and 
Electric Company (Madison), Keokuk Gas Service Company (Keokuk), North 
Central Public Service Company (North Central), lowa Electric Light and 
Power Company (Iowa Electric), City of Aledo (Aledo), Board of Trustees of 
the Lamoni Municipal Utilities, Lamoni, Iowa (Lamoni), and St. Joseph Light 
& Power Company (St. Joseph Light) filed briefs in opposition to the proposed 
two-part rate. In addition, National Coal Association, United Mine Workers 
of America, Fuels Research Council, Inc., Midwest Coal Producers Institute, 
Inc., Upper Lake Docks Coal Bureau, Inc., The C. Reiss Coal Company and The 
Chesapeake and Ohio Railway Company (The Coal Interests) filed a joint 
brief in opposition to the proposed two-part rate. Other parties either supported 
the two-part rate or did not oppose it. 

Madison was the only customer to present evidence in opposition to the pro- 
posed two-part rate. While North Central, Aledo, Lamoni, Iowa Electric, 
Keokuk and St. Joseph Light filed briefs in opposition to the proposed two- 
part rate, they did not present any evidence in opposition to the proposal. North 
Central presented evidence relating to the advisability of having a Small Gen- 
eral Service Rate Schedule in the proposed tariff at the systemwide average 
rate. Michigan Gas and Electric Company (Michigan Gas and Electric), which 
has not expressed opposition to the two-part rate either in its testimony or its 
brief, presented evidence relating to amendments which in its opinion should 
be made in the proposed tariff if the proposed two-part rate is adopted. Madison 
also contended that the amendments to the proposed Michigan Wisconsin tariff 
recommended by a witness for Michigan Gas and Electric should be incorporated 
in Michigan Wisconsin’s proposed tariff. 

The Staff supported the proposed change from a straight commodity rate to 
a two-part rate but recommended that a Small General Service (SGS) rate 
schedule be incorporated in the tariff to be made available on an optional basis 
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to customers whose maximum daily requirements do not exceed 5,000 Mcf. The 
Staff witness also recommended that the rate under the SGS rate schedule be on 
the basis of a 40 percent load factor which for illustrative purposes in this case 
amounted to 39¢ per Mcf, or a little higher than the systemwide average of 
37.5¢ per Mcf now in effect subject to refund. 

The proposed change from the straight commodity rate to the two-part rate 
was supported not only by the Staff and Michigan Wisconsin’s two affiliates, 
namely Michigan Consolidated Gas Company (Michigan Consolidated) and Mil- 
waukee Gas Light Company (Milwaukee), but also was supported by the 
Michigan Public Service Commission, Wisconsin Fuel and Light Company, 
Winnebago Natural Gas Corporation, Iowa Southern Utilities Company, and 
Michigan Gas Utilities Company. The other customers who participated in 
the hearings either supported the proposed two-part rate or did not oppose it.‘ 





























The Opposition to the Two-Part Rate 





Madison in its brief raised for the first time what it refers to as a “Juris- 
dictional Question” and contended, among other things, that “Neither the Ex- 
aminer nor the Commission have the power to authorize a temporary two-part 
rate as filed and on the record in this proceeding.” 

t may be observed that the matter which was set down for hearing before 
the presiding examiner was not tried on the basis of a proposal by Michigan 
Wisconsin for a temporary two-part rate from September 1, 1959, to some later 
date, but was tried as a proposal seeking a permanent two-part rate for Michi- 
gan Wisconsin from September 1, 1959, into the future.° 

It may be further noted that the Act contains no provision which prevents 
the Commission from ordering hearings be held first on the problem of rate 
form and second on the problem on allocation. These procedural problems are 
matters which involve administrative discretion, and fall well within the ambit 
of the Commission’s discretionary authority.® 

The provisions of the Commission’s Regulations (Section 154.31 et seq.) do not 
deprive the Commission of jurisdiction to consider a rate filing because the 
pipeline company or any other party to the proceedings proposes modifications 
or amendments to a filing which has been made, such as Section 7.4. In this 
case, there was no claim of surprise by Madison in connection with any part 
of the showing made by Michigan Wisconsin and no violation of the notice provi- 























Michigan Wisconsin has 21 customers, namely: Michigan Consolidated Gas Company, 
Michigan Gas and Electric Company, Michigan Gas Utilities Company, Milwaukee Gas 
Light Company, Wisconsin Natural Gas Company, Madison Gas and Electric Company, 
Wisconsin Power and Light Company, Wisconsin Public Service Corporation, Wisconsin 
Michigan Power Company, Wisconsin Fuel and Light Company, Stoughton Light & Fuel 
Company, Winnebago Natural Gas Corporation, Illinois Power Company, City of Aledo, 
Towa Southern Utilities Company, Keokuk Gas Service Company, North Central Public 
Service Co., Iowa Electric Light and Power Company, City of Bloomfield, City of Lamont. 
St. Joseph Light & Power Company. 

Not all of these companies, however, participated in the hearings. 

6 When Michigan Wisconsin filed its proposed new tariff, it requested an effective date 
of January 15, 1959, with a commodity rate of 37.5¢ per Mef until April 1, 1959. Michigan 
Wisconsin proposed that until April 1, 1959, the 37.5¢ per Mef rate being collected subject 
to refund would be preserved as an interim rate with a change in the pressure base from 
14.735 psia to 14.73 psia. This was the only interim rate proposed by Michigan Wisconsin 
and no interim rate was proposed for the period following September 1, 1959, but instead 
a permanent rate for the future from the latter date was proposed. 

* Cf. Illinois Commerce Commission v. Natural Gas Pipeline Company of America, et al. v. 
FPC, 120 F. 2d 625, reversed on grounds having no relationship to the Commission’s power 
to make interim orders which powers were affirmed by the Supreme Court in Federal 
Power Commission v. Natural Gas Pipeline Company, et al., 315 U.S. 575, 583. 
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sions required to be given to parties was claimed, and there was no violation of 
due process. 

The claim of lack of power to grant the relief sought by Michigan Wisconsin 
in the proceeding is without merit. 

Basically, with the exception of the Coal Interests, the opposition to the 
two-part rate form expressed by Madison, North Central, Iowa Electric, Aledo, 
Lamoni and St. Joseph Electric was grounded upon their concern that the price 
of gas to them would be higher under the proposed two-part rate form than it 
would be under the existing straight commodity rate. On the other hand, the 
position of the Coal Interests was based on their apprehensien that the 
commodity rate was low enough to affect adversely their competitive position 
in markets now being served by them in the same area as is served by the 
pipeline. In addition to the problem of the possible increase in cost of purchased 
gas, Madison, North Central, Michigan Gas Utilities, and Iowa Southern, 
during the rate form proceedings and later in the allocation proceedings in 
Docket No. G—13246, et al. expressed concern lest the change in rate form 
result in allocations of gas to them in lesser quantities than they believed would 
be obtained by them in accordance with allocations made earlier by the Commis- 
sion on the basis of the existing straight commodity tariff.” 

Keokuk in opposing Michigan Wisconsin’s proposal pointed out that the range 
of the annual load factor between customers was narrow. The load factor 
ranges from a low of 31.47 percent for Winnebago to a high of 45.69 percent 
for Milwaukee. In this connection, Keokuk contends, among other things, that 
“The putting into effect of such proposed [two-part] rate will not and cannot 
result in any material improvement in the annual load factor of Michigan 
Wisconsin’s system sales, with attendant reduction in system unit costs of service 
because of the limiting of annual firm gas sales to 160 maximum day firm gas 
sales proposed in connection with such rate * * * .”* Other points raised by 
Keokuk in opposition to the proposed two-part rate were consistent with this 
point of view. Keokuk also suggested that the lack of adequate control by 
Michigan Wisconsin of the volume of deliveries on its system and the attempt 
by Michigan Wisconsin to obtain tariff provisions which are requisite in the 
light of its operations for the purpose of enabling it to overcome the difficulties 
eaused by its existing tariff could be cured or ameliorated by amending the 
present tariff without the necessity of a change to a two-part form of rate. 
It is suggested by Keokuk that this could be done by revising the service 
agreements or by establishing within the presently existing tariff an interruptible 
or an excess gas rate schedule and possibly by other changes. 

It may be observed that Keokuk has a load factor which was 38.3% during 
the twelve months ending August 31, 1958, and that other customers have even 
a lower load factor. For example Winnebago has a load factor of 31. 47 percent. 
Winnebago, as does Wisconsin Fuel and Light, Iowa Southern, and other 
customer companies take the position that material improvement in load factor 
can only be obtained under a two-part rate even though the improvement in 
load factor is limited by the fact that Michigan Wisconsin does not have gas 
available in sufficient quantities at this time to serve fully the demands of all 
of its existing customers. Certainly an improvement in load factor from 38.3 
percent to the system load factor of approximately 44 percent is desirable, and 


7It should be observed that the other customers also claim to be entitled to more gas 
than Michigan Wisconsin proposes to allocate to them and, with few exceptions, all the 
customers expressed a need for more gas than Michigan Wisconsin appears to have availa- 
ble to sell. Nevertheless, such customers did not oppose the change in rate form. 

® See Keokuk’s brief, p. 11. 



















































618 FEDERAL POWER COMMISSION 


certainly an improvement above an even lower factor than 38.3% is even 
more desirable. Under a two-part rate Keokuk and other customers will have 
a better opportunity to improve its load factor than under the straight commodity 
rate. 

The same argument based upon the narrow range of load factor between 
the customers is also made by Madison, Iowa Electric, and North Central as 
it is by the Coal Interests. The Coal Interests do not contest the claim, and 
the customer companies concede that the two-part rate would produce approx- 
imately the same total revenue as the 37.5¢ straight commodity rate now in 
effect subject to refund, as Michigan Wisconsin contends. 

The real basis for the opposition to the two-part rate by the Coal Interests 
is found in their apprehension that sales of coal may be displaced by sales 
of natural gas and that accordingly this would adversely affect their economic 
interests. It is clear from the evidence which has been adduced that there is 
little or no danger that if a two-part rate were authorized, that there would be 
any material sales of “dump” gas or sales for boiler fuel at this time. The 
reason for this is that there is a substantial demand by distributing customers 
for industrial gas to be used for processing purposes, and the amount of gas 
available for interruptible sales or sales in the summertime will not be sufficient 
at this time to enable the customers to sell “dump” gas or gas for boiler fuel 
in amounts enough to affect materially sales of coal now being made. In actuality, 
the apprehension of the Coal Interest is founded upon the idea that if more 
adequate supplies of gas were to become available to Michigan Wisconsin in 
the future the two-part rate then would become a vehicle for the disposition 
of gas for dump sales or for boiler fuel. This, however, is not the situation 
which exists now. In the event that more gas becomes available to the 
Michigan Wisconsin Pipe Line system and the question of the end use of such 
gas for boiler fuel or for “dump” purposes arises, then the problems raised 
by the Coal Interests will be met. It appears to the undersigned that the 
apprehension of the Coal Interests is premature at this time and that their 
apprehension is not well founded insofar as the operations of the Michigan 
Wisconsin Pipe Line system under present conditions are concerned. 

It is noted that Michigan Gas and Electric in its brief stated that Michigan 
Wisconsin was incorrect when the latter asserted in its initial brief that Michi- 
gan Gas and Blectric agreed that the demand and commodity form of tariff 
should be made effective. Michigan Gas and Electric Company in its brief under 
the heading “Preliminary Statement” refers to the fact that Michigan Wiscon- 
sin has prospered under its existing straight commodity form of rate and in re- 
ferring to the change in rate form proposed by the latter alludes to the obvious 
fact that the applicant has the burden of proof in establishing that it is entitled 
to the relief which it seeks in this proceeding. Michigan Gas and Electric under 
its “Preliminary Statement”, however, takes no affirmative position in opposi- 
tion to the change in rate form proposed by Michigan Wisconsin, nor does it take 
an affirmative position against the proposed change in rate form at any point 
in the balance of its brief. It should also be observed that while Michigan Gas 
and Electric participated very actively during the proceedings and presented 
evidence at length, such proof as it offered contained no evidence by this inter- 
venor in opposition to Michigan Wisconsin’s proposal to change its form of rate. 
Of course, if Michigan Gas and Electric had believed that Michigan Wisconsin 
should not be authorized to change to a two-part tariff it was completely at lib- 
erty as it is now to state its opposition in clear and unequivocal terms, and if 





® Keokuk appears to be satisfied with the volumes proposed to be allocated to it by 
Michigan Wisconsin at this time. 
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it had desired to do so it could have presented evidence in opposition to that of- 
fered by Michigan Wisconsin as did Madison Gas and Electric. It did not do so. 
Instead, the testimony offered on behalf of Michigan Gas and Electric was de- 
voted wholly to a number of suggested “revisions” in the two-part tariff proposed 
by the pipe line company, rather than to any attack on the major claim of Mich- 
igan Wisconsin that it was entitled to change to a two-part rate. 

Michigan Gas and Electric never took a position during the proceedings and 
never took a position in its brief in opposition to the two-part rate. In these 
circumstances, it is reasonable to conclude that Michigan Gas and Electric does 
not disagree on the basis of the evidence presented that Michigan Wisconsin 
is entitled to change its form of rate to a two-part rate. If Michigan Gas and 
Electric intended to oppose Michigan Wisconsin’s proposal, it would have taker 
a position against it clearly and unequivocally. It must be concluded that in the 
view of Michigan Gas and Electric the two-part rate may properly be made ef- 
fective by the Commission, provided only that the proposed revisions recom- 
mended by it are adopted. In this connection, it is noted that Michigan Gas and 
Electric states in its brief “Michigan Gas and Electric submits that the [pro- 
posed] revisions are in the public interest and are necessary to permit the Com- 
mission to find that Michigan Wisconsin’s change in rate form should be 
authorized as in the public interest.” Thus, Michigan Gas and Electric appears 
to conceive that Michigan Wisconsin would be entitled to obtain a change to a 
two-part rate but that the latter’s tariff should be improved in accordance with 
suggested revisions thereof proposed by Michigan Gas and Electric. 

To revert to the opposition of Madison to the proposed two-part rate, it ap- 
pears that a substantial part of Madison’s opposition is based upon apprehension 
regarding its ability to operate its distribution system insofar as space heaters 
are concerned under the two-part rate with the volumes of gas proposed to be 
allocated to the company by Michigan Wisconsin. Normally, allocation would 
be a matter which would require consideration in the allocation proceeding 
rather than in this proceeding (See Docket No. G—13246, et al.), but since this 
problem appears to have been raised in the present proceeding consideration of it 
at least to the extent that it may have a bearing on the issues in this proceed- 
ing should be given. This is not to say that allocation will be made in this pro- 
ceeding but discussion of the matter seems advisable to a limited extent because 
the issue was raised in this proceeding. In this connection Madison also con- 
tended that had the two-part rate been in operation in prior years its cost of 
purchased gas would have been greater than it was under the existing commodity 
rate. 

Madison’s present market is very largely a space heating market, serving home 
owners and commercial establishments. It was established during the hearing 
that Madison had recently conducted an industrial survey in which it appeared 
that there was an unserved industrial market of approximately 406,000 Mcf per 
year of industries in its area using propane and oil at equivalent prices ranging 
from a low of 72¢ per Mcf to a high of $1.47 per Mcf. Of course, if Madison were 
operating under a demand commodity rate ordinary prudence would require its 
management to consider seriously the attachment on an interruptible basis of an 
industrial load for the purpose of improving Madison’s load factor. Assuming 
that only a part of the industrial market available to it were served by inter- 
ruptible gas, additional revenues would become available to it which are not re- 
flected in Madison’s exhibit purporting to show that the proposed rate would 
increase its cost of service. Under these circumstances, an exhibit purporting 
to show that the two-part rate would increase cost of gas to Madison which did 
not reflect increased revenues which would become available through sales of 
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off-peak gas would not be really representative of the economic impact which a 
two-part tariff would actually have on the company. In these circumstances 
there was no adequate showing that the two-part tariff if put into effect would 
adversely affect Madison. 

Where gas is acquired by a distributor at a straight commodity rate of 37.5¢ 
it would be difficult and perhaps impossible to improve load factor since it would 
be difficult to dispose of this gas at prices which would be attractive to industry. 
As noted, the use of a set of figures showing cost of gas on a straight commodity 
rate could not appropriately be compared with the ultimate cost of gas on a two- 
part rate. Increased sales of summer gas and interruptible gas generally, which 
undoubtedly could be served by Madison under such rate advantageously are ig- 
nored, and the comparison made by Madison is not truly meaningful. 

Madison’s load factor has been estimated at 39.84 percent. If a two-part rate 
were established, there would be good reason for Madison to improve its load 
factor and under a two-part rate it would undoubtedly do so. Improvement in 
load factor may enable a distributor to be put in a position where space heaters 
could obtain gas at more economical rates than they are now obtaining such gas. 
An improvement in load factor may be brought about through the making of in- 
dustrial sales in off-peak periods. The improvement in load factor and the rev- 
enues obtained through greater use of facilities in off-peak period could well be 
employed advantageously by State regulatory commissions in determining rates 
for space heaters or in improving the distributor’s rate of return if the latter is 
inadequate. 

Insofar as volume of gas available or volumes of gas which should be made 
available to Madison are concerned, it would appear that this should be con- 
sidered in the allocation case, Docket No. G—13246, et al., rather than in the 
present case. However, in this case in opposing the proposed two-part rate Mad- 
ison contended that on the basis of a 75-degree-day-deficiency on the peak day, 
the volumes of gas proposed to be allocated to it by Michigan Wisconsin would 
be inadequate. A witness for Madison pointed out that he had used 75-degree 
day deficiency (DDD) in preparing his peak-day estimates for Michigan Wis- 
consin. The 75 DDD rather than some lower figure was employed in compliance 
with requests made by Michigan Wisconsin to Madison. It is clear that the wit- 
ness used a 75 DDD in preparing the estimates not because this was the DDD 
which actual experience postulated as appropriate for Madison but because 
Michigan Wisconsin asked for estimates on a 75 DDD basis. However, the wit- 
ness conceded that for purposes of its own actual operations Madison employed 
estimates which were lower than those used in the preparation of estimates for 
the pipe line. 

The record in these proceedings shows that during the last 17 years Madison 
experienced a 75-degree day deficiency on only two days, namely January 29 and 
30, 1951. The demand charges under the proposed two-part rate amount to 
$22.00 per Mcf per year. In view of the amount of the demand charges, it is 
reasonable to assume that any distributor would be careful to obtain any savings 
which could reasonably be made with regard to them. It developed during the 
hearing that Madison has peak shaving equipment which has a capacity of 30,000 
Mcf per day and a gas holder with a capacity of 2,000,000 cubic feet. Madison's 
most recent peak day was 24,441 Mcf. The peak shaving facilities were installed 
at a cost of more than $500,000 and this amount was included in Madison’s rate 
base. The peak shaving equipment is in good condition. It is clear that on the 
basis of the 29,500 Mcf per day proposed to be allocated to Madison by Michigan 
Wisconsin if the two-part rate were put into effect, the peak shaving equipment 
would be utilized only on rare occasions, and even if the company were put to 
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the expense of manufacturing gas through such peak-shaving equipment on such 
rare occasions, the savings in the demand charges would substantially exceed 
any additional expense caused by the use on rare occasions of the peak shaving 
equipment. 

It should also be noted that the tariff as proposed in Michigan Wisconsin’s 
direct case contains a provision (Section 7.4 of the proposed tariff) whereby any 
excess gas would be the subject of purchase from all distributors up to 3,000,000 
Mecf per day by Michigan Consolidated, or other distributors. This provision 
would tend to relieve Madison of problems of disposing of off-peak gas and 
would tend to have a beneficial impact on the operations of the company. 

The Commission’s Staff Counsel disagree with Madison’s position in opposing 
the two-part rate form and pointed out that ‘“Madison’s position can only be 
summarized as an insistence that it must continue to operate in the exact same 
manner as it has done heretofore.” 

It does not appear that Madison’s concern that the two-part rate would have 
an adverse economic impact upon it is well founded. 

Contrasted with the position of the opponents of the two-part rate is the posi- 
tion of companies such as Wisconsin Fuel and Light, Winnebago Natural Gas 
Company and Iowa Southern, which contend strenuously that Michigan Wiscon- 
sin’s present tariff is unsatisfactory and creates hardships for them in that it 
does not permit them to improve their load factor as would a two-part rate or to 
serve the communities in which they are located satisfactorily. It is also pointed 
out that the proposed new two-part rate is supported “by distributing companies 
handling over 95 percent of the natural gas distributed by Michigan Wisconsin.” ” 
Proposed Amendments or Revisions of Michigan Wisconsin's Tariff 

The following modifications or revisions of Michigan Wisconsin’s new tariff 
were proposed during the hearing. 

(1) The addition of a Small General Service rate schedule and a related 
modification of Section 8 of the General Terms and Conditions. In connection 
with this modification of the proposed tariff a staff witness sponsored Exhibit 37 
entitled “Rate Schedule S—1, Small General Service.” 

2) The addition of a separate rate schedule for authorized over-run service. 

(3) Modification of the availability section of proposed rate schedule ACQ-1 
by eliminating the requirement that a service agreement in the form contained 
in the tariff be executed as a prerequisite for service. 

(4) Modification of Section 7 of the rate schedule to authorize any and all 
customer companies to exceed their contract demands without penalty in any 
percentage desired by the customers at times to be selected by the customers 
and without regard to any of the exigencies which may exist on the pipeline 
at the times selected by the customers. Under the proposal as presented during 
the hearing, any customer or any group of customers could exercise such 
authority on as many as sixty days during the year. 

(5) A proposal to reduce the penalty for unauthorized daily over-run from 
$10.00 to $5.00 per Mcf and to distribute any penalty charges collected among 
the customers in proportion to the demand charges paid by the customers who 
had not engaged in unauthorized over-runs. 

(6) A proposal to require Michigan Wisconsin to provide hourly operating 
information to the customers. 

(7) A provision authorizing any customer unilaterally to reduce the maximum 
daily quantity for which it had entered into an agreement with the pipe line 


2° See joint brief filed by Wisconsin Fuel and Light Company and Winnebago Natural 
Gas Company. 
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by not more than 5 percent of the greatest MDQ previously at any time in 
effect and providing further that the aggregate amount of all such decreases 
made under the proposed revision shall not reduce the MDQ to less than 90 
percent of the said greatest MDQ previously at any time in effect. 

(8) In its brief (p. 6, Footnote 1), the Staff suggested that the provisions 
of Sections 3.2, 5.2, and 6.2 of Rate Schedule ACQ-1 should be deleted 
because these provisions relate to a period now past and because these sections 
no longer have applicability. There would appear to be no basis for disagree- 
ment with the Staff suggestions relating to these sections and an order deleting 
these sections will be issued hereinafter. 

(9) The Staff in its brief also proposed that “The form of service agreement 
found on original sheets Nos. 23-25 should be amended to include a provision 
for the sale and purchase of released gas like that contained in the service 
agreement submitted as Exhibit No. 138 (service agreement between Michigan 
Consolidated and Michigan Wisconsin) to comply with the requirements of 
Section 154.40 of the Commission’s regulations under the Natural Gas Act. In 
the alternative it was suggested this provision could be made a part of an 
additional form of service agreement. There would appear to be no objection 
to the alternative suggested by the Staff and Michigan Wisconsin will be directed 
to file as part of its tariff an additional form of service in compliance with 
Section 154.40. This requirement would, of course, have no effect on the 
binding clauses of Exhibit 12, the agreement between Michigan Wisconsin and 
Michigan Consolidated. 

In connection with the first proposed revision referred to hereinabove, a Staff 
witness testified, as we have noted, that the form of rate contained in Michigan 
Wisconsin’s proposed tariff including the modification thereof which now com- 
prises Section 7.4 thereof, was appropriate for Michigan Wisconsin for the 
initial change from a straight rate, and further that in his view “the reasons 
which have been advanced in support of the two-part rate here are valid.” 
He also testified that it “would be very difficult to attain [the objectives sought] 
under the existing straight rate.” In expressing his opinion that the two-part 
tariff was appropriate for Michigan Wisconsin however, the Staff witness rec- 
ommended a modification of the proposed tariff relating to customers whose 
maximum daily requirements did not exceed 5,000 Mcf. The proposed modifi- 
cation contains the same limitations on daily and annual quantities as the ACQ-1 
rate schedule, but instead of the demand and commodity charges it provided 
a straight rate per Mcf. 

The Michigan Public Service Commission supported the establishment of a 
small general service rate as advanced by the Staff." 

The Staff witness recommended that the rate under the SGS schedule equal 
the development rate determined for Section 6 of the tariff rate schedule ACQ-1 
which refers to a rate level not in excess of 29¢ per Mcf. The average system 
load factor is approximately 44 percent. The rate for the smaller customers 
having a low load factor would run about 40 percent on this basis and the 





11 See brief Michigan Public Service Commission, pp. 5 and 6. The Michigan Public 
Service Commission stated that if the Federal Power Commission feels that Section 7.4 
should contain a specific credit-and-charge figure, then the level of such charge should be 
lower than that employed by Michigan Wisconsin and further stated it had no objection 
to the intent and mechanics of operation of the proposed Section 7.4 but only to the 13.5 
cents per Mcf credit-and-charge figure therein. Im addition, Michigan Public Service 
Commission appears to have objection to the proposed 24-cent commodity rate. However, 
Michigan Public Service Commission correctly states its understanding that rate level is 
not a matter for determination in this proceeding. In connection with the level of rates, 
the provisions of Section 4(e) would appear to be binding. 
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witness used 39¢ per Mcf as the illustrative development rate proposed in the 
SGS rate schedules recommended by him. The witness indicated that he be- 
lieved that the development rate would be close to the average charge which 
the small customers would pay under the proposed two-part rate if they were 
able to make use of the provisions of the proposed Section 7.4 of the rate 
schedule. Certain of the low load factor customers (Aledo, Lamoni, Iowa 
Electric and North Central) recommended a revision of the tariff to provide for 
a small general service rate schedule at a rate equal to the system average rate. 
North Central and Iowa Electric recommended that the rate schedule be made 
available to customers using 6,000 Mcf per day. 

Insofar as rate level is concerned, the Staff’s position was that the purpose 
of an SGS rate schedule was merely to afford relief from the more complicated 
administrative problems created by the two-part rate not to reduce rates for gas 
sold to low load factor customers. In addition, it was the Staff’s position that 
companies selling more than 5,000 Mcf per day had revenue and Staff large 
enough to operate effectively under a two-part rate. Under these circumstances, 
the Staff’s view was that the topmost volumetric limitation in the SGS rate 
schedule for Michigan Wisconsin should be 5,000 Mcf per day and that the 
rate which customers coming within the purview of the SGS rate schedule 
should pay should not be a preferential rate but a rate close to that which they 
would pay under the proposed two-part rate. 

The undersigned agrees with the Staff’s views in this matter. 

The Staff witness as has been noted presented Exhibit 37 as exempletive of 
an SGS rate which would be suitable for Michigan Wisconsin. The undersigned 
finds and concludes that the proposed SGS rate is suitable to Michigan Wis- 
consin and in the ordering provisions contained in this initial decision will 
direct that Michigan Wisconsin’s proposed tariff be revised to include an 
SGS rate schedule in the form recommended by Staff. 

A witness for Michigan Gas and Electric proposed a revision of Michigan 
Wisconsin’s new tariff by the addition of a separate rate schedule for authorized 
over-run service. Section 154.11 of the Commission’s regulations under the Act 
requires a separate rate schedule for each class of service.” Under Michigan 
Wisconsin’s proposed tariff (Sections 7.2 and 7.3, Original Sheet No. 8), it is 
contemplated there shall be a sale of over-run gas at the commodity rate. 
A witness for Michigan Gas and Electric indicated that he believed that the 
rate for authorized over-run gas ought to be 32.5¢. 

It would appear clear that tariffs employed by pipe line companies should 
conform to Commission regulations, except possibly in special situations where 
good ground is shown for a deviation from the rules. There has been no 
showing in this proceeding which would require any deviation from the regu- 
lations regarding over-run schedules. In these circumstances, the undersigned 
is of the opinion that a separate rate schedule for authorized over-run service 
should be included in Michigan Wisconsin’s new tariff. 

Insofar as rate level is concerned, it is clear from the Commission’s order 
setting this matter down that rate level is not a matter which has been set 
down for determination in this proceeding. Under the Commission’s order in 
this case problems of rate level are not before the undersigned for determina- 
tion and therefore no evidence on this phase of the matter was received. In 
the circumstances of this case, it would appear that the rights of the parties as 
to the rate level and the time of effectiveness of proposed rate level would be 


12 See Home Gas Company, et al., Docket No. G—1966, Opinion 272 issued July 2, 1954, 
18 FPC 241. 
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governed by the applicable provisions of Section 4(e) of the Act. It would seem 
apparent that Michigan Wisconsin intends that its authorized over-run gas be 
sold to the customers at the commodity rate and, presumably, it will file an 
over-run rate schedule containing the rates which it proposes in its filing to 
charge for such authorized over-run gas, namely 24¢ per Mcf. 

The witness for Michigan Gas and Electric recommended a modification of 
the availability section of proposed rate schedule ACQ-1 by eliminating the 
requirement that a service agreement in the form contained in the tariff be 
executed as a prerequisite for service and at the same time also recommended 
modification of Section 7 of the proposed rate schedule to authorize any customer 
company to exceed its contract demand without penalty in any percentage de- 
sired by the customers at times to be selected by the customers and without 
regard to the exigencies which might exist on the pipeline at the times selected 
by the customers. As pointed out, the proposal as presented would enable 
customers to exercise such authority on as many as sixty days per year. In 
addition, the same witness proposed to reduce the penalty for unauthorized 
daily over-run from $10.00 to $5.00 per Mcf. As we have noted, the proposed 
revision of Section 7.2 would authorize any customer company to exceed its 
contract demand on sixty days a year and in any percentage above contract 
demand which the customer desired to take on a particular day and this par- 
ticular authority to the customer is sought in a situation where practically 
every distributor company is seeking more gas than Michigan Wisconsin can 
supply. 

As we have observed, the gas supply on this pipeline system is not of a 
character which can fully satisfy its customers’ demands. If any substantial 
number of customers exercised their rights under the revision proposed by 
Michigan Wisconsin Gas and Electric’s witness, the pipeline could if such 
customers exercised their rights on a coincident day be short of gas supply for 
the rest of the customers. As Michigan Wisconsin has pointed out (See p. 25, 
Michigan Wisconsin brief), on the basis of this proposal all limitations on the 
customers’ purchases on days of maximum demands would be eliminated. At 
the same time, under another one of this witness’ proposals (proposed revision 
of Section 7.1 of Michigan Wisconsin’s proposed tariff headed “For Impairment 
of Deliveries”), it is recommended that the Buyer who has not received all of 
the gas it is entitled to receive in circumstances where there has been no in- 
tention to deliver less than the amount contracted for, shall receive not only a 
credit of 8.6¢ for each Mcf not delivered, as proposed by Michigan Wisconsin, 
but a credit of “additionally up to $1.00 per Mcf for the difference between prior 
out-of-pocket cost for fuel used in peak shaving and the commodity charge for 
equivalent volumes of natural gas under this rate schedule.” 

These proposed revisions would severely penalize Michigan Wisconsin at the 
will of any customer or group of customers desiring to take more than the con- 
tract amount and this in a context where most of the customers are seeking to 
obtain more gas than the system has the ability to supply and in circumstances 
where the imposition of penalties could not be forestalled by Michigan 
Wisconsin. 

Insofar as charging the penalty for unauthorized over-run gas from $10.00 to 
$5.00 is concerned, this may have some surface elements of reasonableness but 
the past history of the Michigan Wisconsin pipeline system has indicated that 
the penalty provisions have not been employed as a revenue producing source 
but simply as a means of controlling takes of gas by customers. In this system 
there is good reason to guard against the possibility of unauthorized takes. In 
these circumstances, there does not appear to be good ground to revise the penalty 
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provision from $10.00 to $5.00. In addition, there does not appear to be any 
xood reason to require Michigan Wisconsin to distribute penalty charges for 
unauthorized daily over-run to its customers in proportion to the demand 
charges paid by Buyers who have not engaged in such practice. In this connec- 
tion, it is noted that Michigan Gas and Electric has referred to the fact that 
two of Michigan Wisconsin’s customers are affiliated companies. As a practical 
matter, if one of such companies should be guilty of an unauthorized over-run, 
then the non-offending affiliate would share in the distribution of the penalty 
charges. If neither of the affiliates over-run, then the result would be that if 
the penalty charges were distributed among the customers on the basis of the 
demand charges paid by buyers, the affiliated companies would obtain by far the 
largest part of these sums. Moreover, it would be difficult and perhaps im- 
possible to police the operation of the proposed revision. The proposal has little, 
if any, practical merit. In these circumstances, proposed revisions described 
in this section under Nos. 3, 4, and 5 are rejected as being without merit. 

Another proposal made by Michigan Gas and Electric was to require Michi- 
gan Wisconsin to provide hourly operating information to its customers. Michi- 
gan Wisconsin is without telemetering equipment, and there is no practical 
way in which this proposed revision could operate. Moreover, there is no way 
of policing the proposal made by the witness. Accordingly, it is rejected as 
impractical. 

Another proposal made by Michigan Gas and Electric’s witness was to incor- 
porate a provision in Michigan Wisconsin’s new tariff authorizing a customer 
unilaterally to reduce the maximum daily quantity for which it had entered into 
a contract with the pipeline. A reduction in contract volumes of gas in this 
case would be discriminatory in that the result would be the receipt of less rev- 
enues than the cost-of-service estimated by the pipeline on the basis of its con- 
tracts with its customers. Accordingly, if this proposal were adopted, Michigan 
Wisconsin’s rates may well have to be increased and this may involve the pay- 
ment of higher rates for service to other customers. In any event, it should 
be remembered that the principal problem on Michigan Wisconsin’s system is 
how to get more gas for delivery to customers, rather than to determine how a 
customer can reduce its present takes of gas. The proposed revision is designed 
to meet a problem more academic than real, and it is rejected. 

The proposal may involve discriminatory treatment of other customers, may 
involve unwarranted reductions in the pipeline’s revenues, and there is no evi- 
dence in the case that Michigan Gas and Electrie or any other customer needs 
such a provision to protect itself. The Michigan Public Service Commission 
agrees that Michigan Wisconsin’s opposition to the proposed revisions is well 
founded.” 

Proposed Transition Period 

A small number of the customers of Michigan Wisconsin have proposed that if 
a two-part rate is approved an additional period of time be allowed for transi- 
tion from the straight commodity rate to the two-part rate. The transition pe- 
riod proposed ranged from five months (Michigan Gas and Electric) to two years 
(Madison ).* 

Most of the customers have not requested any transition period and Michigan 
Wisconsin opposes the proposal for a transition period. 

During the course of the instant proceeding it was developed that the problem 
of allocation of gas supply had an important relationship to the problem of rate 
form. The Staff took the position that the problem of allocation was not an issue 


13 See brief of Michigan Public Service Commission, p. 4, et seq. 
14 Cf. Briefs of Madison, Michigan Gas and Electric, and North Central. 



















































































































































































626 FEDERAL POWER COMMISSION 







on which decision could be made in the present proceeding. In addition, the 
Staff took the position that if the two-part rate, which it was recommending be 
adopted, were approved, the Commission should make an interim allocation of 
volumes pending hearing and decision on the allocation matter which was in- 
volved in a separate proceeding. The allocation case (Docket No. G—13246, et al.) 
was heard immediately after the rate form case. Under the order setting this 
matter down for hearing, it is correct that “allocation” could not be made in this 
proceeding since such matter was beyond the scope of the issues to be determined 
under such order. However, the problem of allocation was raised in the rate 
form proceeding because this allocation problem, as noted, bore an important 
relationship to the proposed revised tariff. 
The order fixing the date of hearing on form of rate was issued by the Com- 
mission on April 17, 1959, and fixed May 19, 1959, as the date of commencement 
of such hearing. The body of the order of April 17, 1959, pointed out that 
“early resolution on the issue of form of rate would seem desirable * * * .” 
In addition, the order pointed out that the comments of Michigan Wisconsin’s 
customers and the Michigan and Wisconsin State Commissions, whether favor- 
able or not, urged “early hearing on the proposed change in form of rate and 
determination thereon, if possible, prior to the expiration of the suspension 
period.” Accordingly, it would appear that the same urgent considerations 
relating to early determination of the rate form problem are also applicable to 
the determination of the “allocation” case. In these circumstances, and in view 
of the language of urgency employed in the order issued April 17, 1959, as 
early resolution as was possible has been made in the light of full consideration 
of the evidence presented, the applicable law and the arguments and briefs 
of the parties in both the rate form case and the allocation case. Consequently, 
there will be no period of time between determination of the rate form case 
and determination of the “allocation” case. In these circumstances, the Staff's 
suggestion concerning an “interim” allocation of volumes between the hearing 
and decision on the rate form case and the hearing and determination of the 
allocation case would not appear to have any pertinency. 
The following facts may also be noted. On January 14, 1959, the Commission 
issued in this proceeding an “Order for Hearing and Suspending Proposed Revised 
Tariff.” Paragraph (D) of this order reads as follows: 
(D) Pending hearing and decision thereon, paragraph 3.1 of Rate Schedule 
ACQ-1 contained in Michigan Wisconsin’s FPC Gas Tariff, First Revised 
Volume No. 1, and proposed to be effective as of April 1, 1959, is suspended 
until September 1, 1959, and until such further time thereafter as it may 
be made effective in the manner prescribed by the Natural Gas Act. 
Paragraph 3.1 of Michigan Wisconsin’s FPC Gas Tariff First Revised Volume 
No. 1 reads as follows: 
3.1 Subsequent to March 31, 1959, the rate shall consist of a demand 
charge and a commodity charge which shall be as follows: 
Demand Charge—$2.62 per month per Mcf of Billing Demand. 
Commodity Charge—24¢ per Mcf of gas delivered hereunder during each 
month. 

This was the paragraph which was suspended until September 1, 1959. 

Paragraph (C) of the Commission’s order of January 14, 1959, issued in this 
proceeding provides as follows: 

(C) Pending hearing and decision thereon, paragraph 3.2 of Rate 
Schedule ACQ-1 contained in Michigan Wisconsin’s Gas Tariff, First Revised 
Volume No. 1, providing an interim rate, is hereby suspended for one day 
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until January 16, 1959, and until such further time thereafter as it may 
be made effective in the manner prescribed by the Natural Gas Act. 

Paragraph 3.2 of the revised tariff reads as follows: 

8.2 Prior to April 1, 1959, the rate shall be a commodity charge of 
37.5¢ per Mcf. 

In this connection it will be recalled that Michigan Wisconsin on November 19, 
1958, had tendered for filing its FPC Gas Tariff First Revised Volume 1, proposing, 
among other things, to substitute a two-part demand and commodity rate for 
the straight rate which was then in effect, subject to refund in Docket No. 

Michigan Wisconsin had requested an effective date of January 15, 1959, 
for its revised tariff. The Commission’s order of January 14, 1959, suspended 
the interim rate provided for in Paragraph 3.2 of Rate Schedule ACQ-1 for 
one day until January 16, 1959, ‘‘and until such further time thereafter as it may 
be made effective in the manner prescribed by the Natural Gas Act.” Although 
Michigan Wisconsin had requested an effective date of January 15, 1959, for its 
proposed revised tariff, such tariff by its own terms provided that the two-part 
rate would not become effective until April 1, 1959. The Commission accordingly 
suspended the effective date of the revised tariff for five months from April 1, 
1959, the effective date provided for in the tariff, to September 1, 1959, in accord- 
ance with its powers under the provisions of Section 4(e) of the Natural Gas Act. 

Section 4(e) of the Natural Gas Act provides, among other things, that “when- 
ever any such new schedule is filed the Commission shall have authority * * * 
to enter upon a hearing concerning the lawfulness of such rate, charge. classifi- 
cation, or service; and, pending such hearing and decision thereon, the Commis- 
sion upon filing with such schedules and delivering to the natural gas com- 
pany affected thereby a statement in writing of its reasons for such suspension 
may suspend the operation of such schedule and defer the use of such rate, 
charge, classification of service, but not for longer period than five montis be- 
yond the time when it would otherwise go into effect: Provided that * * * If 
the proceeding has not been concluded and an order made at the expiration of 
the suspension period, on motion of the natural gas company making the filing, 
the proposed change of rate, charge, classification, or service shall go into ef- 
fect. * * *” (Italic supplied.) 

Since Michigan Wisconsin opposes the granting of any order which would 
allow a period of time to be employed as a transition period from the straight 
commodity rate to the two-part rate, it is reasonable to assume that it would 
exercise its rights under Section 4(e) of the Act to move that the proposed 
change in rate form go into effect at the rates, charges, and classifications pro- 
posed in its filing. In such event, it would appear to the undersigned that 
neither he nor the Commission would have authority to suspend the effectiveness 
of the proposed change in rate form and the rates contained therein beyond 
September 1, 1959, but could only require Michigan Wisconsin upon the taking ef- 
fect of the revised tariff to furnish bond or undertaking for any refund if the 
Commission should find thereafter that any rate, charge, or classification pro- 
posed by Michigan Wisconsin in its tariff were excessive or otherwise unlawful. 

The proposal to have a period allowing for transition from the straight com- 
modity rate to the two-part rate beyond September 1, 1959, translates itself in 
actuality to a proposal to suspend the effectiveness of the proposed revised tariff 
beyond the five month suspension period authorized by the statute, and this in 
the opinion of the undersigned, may not as a matter of law be done. In this 
connection, it may be observed that when the issue of rate level is heard, if the 
relationship of the demand charge to the commodity charge is made an issue such 
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issue and the level of each of such components will be a matter for Commission 
consideration at that time. In the meantime, and in the light of the provisions 
of Section 4(e), any order which would have the effect of prolonging the sus- 
pension period beyond September 1, 1959, would at best be of extremely doubtful 
legality. 

In addition, it should be observed however, that neither the Commission’s 
order of January 14, 1959, nor its order of April 17, 1959, setting this matter 
down for hearing makes explicit whether the examiner was being directed to 
pass upon the problem of a transition period if the two-part rate form be 
approved. 

One of the principal bases upon which a transition period is being requested 
is that the two-part rate form is alleged by a small number of customers to have 
an adverse economic effect for which they have not yet prepared by taking steps 
to obtain sales of off-peak gas to industry. This, of course, is an argument really 
addressed to the problem of level of rates and charges to the distributors which 
is an issue severed from the issues to be heard by the undersigned under the 
order setting this matter down for hearing. 

In this connection, Michigan Wisconsin notes that insofar as Madison is con- 
cerned the latter has realized for a long time that the change from a single com- 
modity rate was “inevitable.” * 

Further, Michigan Wisconsin has called attention to the fact that the two- 
part rate proposed by it was suspended from November 19, 1958 to September 1, 
1959, a period of over nine months from the date of filing. 

Michigan Gas and Electric, on the other hand, contrary to Madison has not 
opposed the two-part rate as such. However, in its brief Michigan Gas and 
Electric suggested a five months transition period. 

Insofar as North Central is concerned, its opposition to the two-part rate ap- 
peared to be grounded in large part upon what it considered good economic rea- 
sons, including the adequacy of the allocation of gas proposed to be made to it 
by Michigan Wisconsin under the two-part rate. 

There would not appear to the undersigned to be any good reason for es- 
tablishing a transition period. All that a transition period would amount to 
would be an extension of the five months’ suspension period beyond that author- 
ized by Section 4(e) of the Act. 

The proposal for a further transition period is rejected. 


ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of all the evidence adduced and the briefs and arguments 
of counsel, as well as upon the preceding portion of this decision it is further 
found and concluded that: 

1. The present tariff of Michigan Wisconsin Pipe Line Company (“Michigan 
Wisconsin”) contains a unique provision which limits the number of space 
heating consumers each customer may serve and this provision, which was 
adopted as an emergency measure in 1952 with the concurrence of the parties in 
Docket No. G-1769, has proven to be unsatisfactory from the standpoint of 
Michigan Wisconsin, most of its customers, this Commission, interested state 
commissions and the consuming public. 

2. The present tariff of Michigan Wisconsin contains a provision which 
prohibits a utility from serving a new large volume industrial customer using 
in excess of 10,000 Mcf per month unless approved by Michigan Wisconsin and 


18 See comments by Madison regarding Michigan Wisconsin’s filing for a change from a 
single commodity rate to the two-part rate. 
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precludes such service on a firm basis, which has created difficult problems for 
the industrial customers, the distributing companies and Michigan Wisconsin. 

8. The present tariff of Michigan Wisconsin does not contain any minimum 
bill and Michigan Wisconsin bears the entire risk of fluctuating earnings resulting 
from variations in space heating sales because of abnormal weather and varia- 
tions in industrial sales because of economic conditions. 

4. The present tariff of Michigan Wisconsin contains a flat rate per Mcf 
which makes it difficult, if not impossible, for Michigan Wisconsin to sell on a 
temporary basis as overrun gas, volumes which may be available as a result of 
warm weather, storage limitations or delays in the attachment of additional 
firm loads immediately following an expansion program. 

5. The demand-commodity form of tariff proposed by Michigan Wisconsin, 
with a maximum daily quantity and an annual contract quantity for each 
customer, will (a) eliminate any need for restrictions in the tariff on the sale 
of gas for space heating, industrial or other uses; (b) clearly define the volumes 
of gas each customer is entitled to receive and Michigan Wisconsin is obligated 
to deliver on a daily and an annual basis; (c) facilitate the orderly expansion 
of Michigan Wisconsin's facilities and capacity; and (d) simplify future certifi- 
cate proceedings of Michigan Wisconsin. 

6. The minimum bill consisting of the demand charge under the proposed 
tariff will provide some measure of relief from the lack of stability inherent 
in the present tariff and will improve Michigan Wisconsin’s ability to meet its 
take-or-pay-for obligations to its gas suppliers. 

7. The demand-commodity form of rate with a commodity charge which is 
competitive with other fuels will enable Michigan Wisconsin to dispose of the 
overrun gas which may become available on a temporary basis as set forth 
in Finding (4) above. 

8. The provisions of Section 7.4 for the release and purchase of overrun gas 
which was submitted by Michigan Wisconsin at the hearing is in the public 
interest and should be included in the new tariff. 

9. The addition of a Small General Service rate (SGS) and a related modifica- 
tion of Section 8 of the General Terms and Conditions in the new tariff is in 
the public interest and should be included in such tariff, generally in the form 
set forth in Exhibit No. 37 contained in the record. In this connection, it is 
noted that such SGS rate schedule should be made available to customers whose 
maximum daily requirements do not exceed 5,000 Mcf. In this connection, it 
should be observed that the Staff proposes no different rate level in this service 
than that proposed under the filing for a new tariff made by Michigan Wisconsin. 
What was proposed was a separate schedule for customers whose requirements 
were not over 5,000 Mcf per day. As the Staff recognized rate level is not a 
matter at issue in these proceedings, and the undersigned makes no ruling relat- 
ing to rate level for any of the rate schedules contained in Michigan Wisconsin's 
proposed revised tariff. 

10. The addition of a separate rate schedule for authorized overrun service 
is required by Section 154.11 of the Commission’s Regulations under the Act and 
Michigan Wisconsin’s new revised tariff should include such a rate schedule. 
In this connection, it is noted that a witness for Michigan Gas and Electric ree- 
ommended a rate of 32.5¢ per Mcf instead of the 24¢ per Mef commodity rate 
contained in Michigan Wisconsin’s proposed revised tariff for authorized over- 
run gas. Rate level is not before the undersigned and therefore the recommenda- 
tion of Michigan Gas and Electric’s witness to change the rate level proposed 
by Michigan Wisconsin in its proposed revised tariff is not a matter which the 
undersigned may determine. The modification which may be ordered here 
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therefore will relate only to the form of the tariff but not to a change in the 
proposed rate level of 24¢ per Mef for authorized overrun gas. Any change in rate 
level in any of the rate schedules will have to await hearing and determination 
in the part of the proceeding relating to rate level. 

11. The provisions of Section 3.2, 5.2, and 62 of Rate Schedule ACQ-1 
should be deleted. 

12. An additional form of service agreement in addition to the Form of Service 
Agreement found on Original Sheets Nos. 23-25 should be included in the revised 
tariff to include a provision for the sale and purchase of release gas like 
that contained in Exhibit 13 (Service Agreement between Michigan Wisconsin and 
Michigan Consolidated covering sales of released off-peak gas) to comply with 
the requirements of Section 154.40 of the Commission’s Regulations under the 
Act. 

13. With the additional provisions specified in Findings (8), (9), (10), (11), ' 
and (12) the tariff proposed by Michigan Wisconsin in this proceeding is necessary 
and appropriate for Michigan Wisconsin’s system and should be approved. 

Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided by its Rules of 
Practice and Procedure, that: 

With the additional provision of Section 7.4 specified in Finding (8) herein- 
above and upon the filing of a Small General Service Rate Schedule, as specified 
in Finding (9) hereinabove, the filing of a separate rate schedule for authorized 
over-run service as specified in Finding (10) hereinabove, the deletion of the 
provisions of Sections 3.2, 5.2 and 6.2 of Rate Schedule ACQ-1 as specified in 
Finding (11) hereinabove, and the filing of a form of service agreement in ad- 
dition to that found on Original Sheets Nos. 23-25 to include a provision for the 
sale and purchase of release gas like that contained in Exhibit 13 (Service 
Agreement between Michigan Wisconsin and Michigan Consolidated covering 
sales of released off-peak gas) to comply with the provisions of Section 154.40 
of the Commission’s regulations under the Act, the tariff proposed by Michigan 
Wisconsin Pipe Line Company (FPC Gas Tariff, First Revised Volume No. 1) 
be and hereby is approved as the effective tariff for such company. 





SAMUEL BINDER, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 




















THE PURE OIL COMPANY, DOCKET NO. G-17930 





ORDER 





DENYING APPLICATION FOR REHEARING AND PERMITTING PARTICIPATION AS 
AMICUS CURIAE 


(Issued September 30, 1959) 





On September 11, 1959, the State of Texas (Texas), by and through its 
Attorney General, filed an application for rehearing and reconsideration of 
Commission order issued herein on August 14, 1959, 22 FPC 438, denying leave 
to intervene. 

The grounds for said application correspond with those presented in support 
of petitioner’s initial request to intervene filed on June 29, 1959. The grounds, 
among others, are (1) that petitioner did not receive the prescribed 10-day 
notice of the hearing which began on May 28, 1959, and which, after four days, 
was recessed for 27 days to reconvene on June 29, 1959; (2) that notice of the 
hearing which began on May 28, 1959, was not published in the Federal Register ; 
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1e (3) that petitioner has a substantial interest in the “second issue” designated 

e for hearing by order issued herein on May 12, 1959, but not an interest in other 

n issues of the proceeding covered by order initiating the proceeding and sus- 
pending proposed changes in rates issued herein on February 27, 1959, nor in 

1 those issues designated for hearing on a date set by order issued herein on 
March 27, 1959. 

e Texas complains principally of lack of constructive notice in the Federal 

d i Register and lack of actual notice of hearing on the issue whether Pure’s 

e “favored-nation” clauses are void or voidable as contrary to public interest. 

1 It appears that notice of this proceeding appeared in the Federal Register 

a as follows: 

e February 27, 1959, “Order For Hearing And Suspending Proposed Changes 


In Rates”, published in Federal Register, March 6, 1959, 24 F.R. 1693; 

March 27, 1959, “Order Designating Issues To Be Heard And Fixing Date Of 

Hearing”, published in Federal Register, 24 F.R. 2604; 

April 17, 1959, “Notice Of Postponement Of Hearing”, published in the Federal 

. tegister, 24 F.R. 3168. 

; It appears that an initial notice of a rate proceeding necessarily places the 
validity of the provisions of the applicant’s rate schedules in issue; and that 
this basic fact received additional emphasis by the protests against the pro- 

posed increased rates and the interventions of various parties prior to the order 

| issued May 12, 1959, designating the “second issue” for hearing on a date to be 

set by the Presiding Examiner. Therefore, it appears that notice initiating the 
proceeding and initial notice of the date of hearing appearing in the Federal 
Register on March 6, 1959, and April 4, 1959, constitutes constructive notice of 
the scope of the proceedings initiated. 

Texas states that it relied upon Pure for adequate representation of its inter- 
ests, e.g., “Further, Petitioner concluded that the Motion for Stay of Proceeding 
regarding matters placed in issue by the Amendatory Order issued May 12, 
1959, would be acted upon prior to the commencement of hearings on June 29, 
1959."* It was after Texas discovered its improvident reliance upon another 
party’s challenge to the Commission’s jurisdiction, that it made its belated filing 
for intervention. Panhandle Eastern Pipe Line Company v. F PC, 236 F. 2d 606, 
608, states the rule that a party may not delay adjudication by improvident re- 
liance upon anticipated future events. 

It appears that the Railroad Commission of Texas had actual notice of this 
proceeding and received copies of all orders issued by the Commission herein, in- 
cluding the order pertaining to the “second issue” issued May 12, 1959. Com- 
mission letter dated February 17, 1959, pertaining to Commission Order No. 211 
and sent to all state commissions, also notified the Texas Railroad Commission 
of procedures relating to notices to state commissions. 

The Railroad Commission of Texas was first organized in 1891 by Act of the 
Legislature It has recognition in the Constitution of Texas.’ By custom 
since the inception of the Natural Gas Act, the Railroad Commission has been 
recognized by Texas as its authorized agency for reception of notices from the 
Federal Power Commission. It appears that the Railroad Commission is an arm 
of the State of Texas, an agent of Texas and an agency, duly appointed, author- 
ized and recognized for receiving notice concerning the administration of the 
Natural Gas Act. Notice to the agent is notice to the principal. 


2 Texas’ petition for leave to intervene filed June 29, 1959, p. 6. 
2 Vernon’s Tezas Statutes, title 112, arts. 6445, 6447. 
* Constitution of the State of Texas, Art. XVI, sec. 30 (1894). 
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Commission files show that the following orders and notices of the proceeding 
in the instant Pure Oil case, Docket No. G—17930, were sent to the Texas Rail- 
road Commission : 


Date Description of Document 

February 27, 1959_..__-- Order For Hearing And Suspending Proposed 
Changes In Rates. 

ae ae): | es Order Designating Issues To Be Heard And Fixing 
Date Of Hearing. 

a | Notice Of Postponement Of Hearing. 

PTT DE. BO sina cisiinictanctien Order Permitting Intervention. 

NS: Be TD tesiscapisalttie Order Granting Motion For Prehearing Conference, 


For The Issuance Of Subpoenas Duces Tecum And 
For The Taking Of Depositions. 

i a a |.) Order Permitting Interventions. 

RMT: Riley Be nce tcninanencas Order Amending Order By Designation Of Additional 
Issue To Be Heard (The “Second Issue”). 

Sea DD, SO scission Order Deferring Ruling On Motion To Dismiss. 

Bn: TD. THs cimaitninninn Order Deferring Ruling On Motion For Reconsidera- 
tion, Denying Appeal From Ruling Of Presiding 
Examiner, Denying Motion For Stay Of Proceeding 
And Denying Supplemental Motion For Stay Of 
Proceeding. 

SOLS 24, TO aineneanee Order Severing Issues For Decision And Denying Mo- 
tions For Waiver Of Intermediate Decision Proce- 
dure And Other Relief. 

The Commission finds: 


(1) The State of Texas had notice of all orders issued in this proceeding prior 
to its application for intervention on June 29, 1959. 

(2) Application for rehearing, filed by the State of Texas on September 11, 
1959, sets forth no new facts and no new principles of law which were either not 
fully considered by the Commission when it issued its order of August 14, 1959, 
or which now, having been considered, warrant any change in or modification of 
said order denying intervention to the State of Texas. Rehearing should be de- 
nied as hereinafter ordered and the State of Texas should be given an oppor- 
tunity to appear as amicus curiae for the purpose of presenting oral argument. 


The Commission orders: 


Application for rehearing filed by the State of Texas on September 11, 1959, 
is hereby denied and the State of Texas is permitted to participate as amicus 
curiae for the purpose of presenting oral argument. 

Commissioner Kline not participating. 
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3efore Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck and John B. Hussey. 


PENNSYLVANIA ELECTRIC COMPANY, DOCKET NO. E-6899 
ORDER TO SHOW CAUSE 


(Issued October 1, 1959) 


The 1958 Annual Report (F.P.C. Form No. 1) of Pennsylvania Electric 
Company (Company), a Pennsylvania corporation with its principal place of 
business at Johnstown, Pennsylvania, indicates that Company for general cor- 
porate and public reporting purposes is currently accounting for certain credits 
arising from its use of deferred tax accounting in a manner contrary to the 
requirements of the Commission’s Uniform System of Accounts Prescribed for 
Public Utilities and Licensees. 

Company is both a public utility and Licensee within the meaning of those 
terms as used in the Federal Power Act. 

Company’s Annual Report to the Commission for 1958 shows a credit amount 
of $9,707,085 in Account 266—Accumulated Deferred Taxes on Income, as of 
December 31, 1958. This amount represents the accumulation to December 
31, 1958, of annual accruals of deferred taxes resulting from Company’s five-year 
amortization of a portion of the cost of two major construction projects pursuant 
to authorization under Section 124A of the Federal Internal Revenue Act of 1950. 
Company’s annual charges to income for the federal income taxes thus deferred 
have been charged to Account 507 A—Provision for Deferred Taxes on Income. 
These two accounts constitute the balance sheet and income accounts, respec- 
tively, prescribed by this Commission’s Order No. 204 (19 FPC 837) as the 
appropriate accounting classifications for federal income taxes deferred by reason 
of accelerated amortization and liberalized depreciation practices under Sections 
168+ and 167, respectively, of the Internal Revenue Code of 1954. 

Notwithstanding these applicable accounting classifications, Company’s 1958 
Annual Report to its stockholders shows that Company is currently reporting, 
for general corporate purposes, the accumulated accruals of deferred taxes on 
income which the Commission has required to be set forth in Account 266 
through another balance sheet account, Account No. 271 A—Earned Surplus- 
Restricted? The Company's annual report to stockholders is required to be 
appended as a part of Company’s FPC Form No. 1, Annual Report to the 
Commission.* 

Correspondence between Company representatives and this Commission’s staff 
has failed to show any justification for Company's departure from the require- 
ments of this Commission’s Uniform System of Accounts. Moreover, Company’s 
representatives have indicated that Company proposes to continue the above- 
mentioned accounting practices. 

In view of the foregoing, it is necessary and appropriate for the purposes of 
the Federal Power Act (particularly Sections 301(a), 304 and 309 thereof), that 
Company show cause, if any there be, for its past and continuing departure from 
the requirements of this Commission’s Uniform System of Accounts; all in the 
manner as hereinafter provided. 


1 Formerly Section 124A of the Federal Internal Revenue Act of 1950. 

2? Not prescribed as a part of this Commission’s Uniform System of Accounts for Public 
Utilities and Licensees. Order No. 204 (19 FPC 837) finds that surplus, even though 
restricted, is not an appropriate account for the classification of deferred taxes on income. 

3 Registration Statements heretofore filed by Company under the Securities Act of 1933 
reflect this same practice. 
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The Commission orders: 

Company shall show cause, if any there be, in writing and within sixty days 
from the issuance of this order, why the Commission should not find and 
determine: 

(1) That Company is reporting the financial data set forth in Account 266 
(i.e., accumulated deferred taxes on income), otherwise than through the Com- 
mission’s prescribed Account 266, all as indicated above, and therefore that it 
has and continues to violate the accounting and reporting requirements pre 
scribed by the Commission through its Uniform System of Accounts; 

(2) That this action by Company constitutes a willful and knowing violation 
of the Federal Power Act; 

(3) That the Company be required to make, keep, and preserve its accounts 
in the manner prescribed by this Commission in the Uniform System of Accounts 
for Public Utilities and Licensees ; 

(4) That the Company be ordered to file such substitute pages of its Annual 
Report for 1958 (F.P.C. Form No. 1), to make the reporting of accumulated 
deferred taxes on income therein consistent, and in compliance with the require- 
ments for such report as prescribed by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN 
POWER ADMINISTRATION, DOCKET NO. IT-5971 


ORDER CONFIRMING AND APPROVING RATE SCHEDULE 


(Issued October 1, 1959) 


Pursuant to the Flood Control Act of 1944 (58 Stat. 887), the Secretary of the 
Interior on behalf of the Southwestern Power Administration (SWPA), on 
August 20, 1959, submitted for confirmation and approval a schedule of whole- 
sale rates for special peaking power service in SWPA’s service area. Approval 
of the proposed rate schedule, designated “SP”, is requested for a period ending 
August 9, 1962, the terminal date of SWPA’s other rate schedules which the 
Commission has heretofore approved. 

SWPA’s presently effective rate schedules for various service rendered in its 
service area, were approved by the Commission for a five-year period terminat- 
ing August 9, 1962, by orders issued August 9, 1957 and June 11, 1958 in the above 
docket. Those schedules were designated as F-1 for Wholesale Firm Service, 
P-1 for Wholesale Peaking Power Service, IC for Interruptible Capacity and 
EE for Excess Energy. 

The Secretary states that the proposed SP Rate Schedule is expected to meet 
a need which will arise during the next several years for a schedule under 
which low load factor energy can be delivered by SWPA. The Secretary further 
advises that as two new generating units at SWPA’s Bull Shoals project become 
operative, the hours’ use per kilowatt capacity available for marketing by SWPA 
from its integrated system will decrease, and that SWPA is faced with the 
problem of finding customers that will use this low load factor peaking service 
in order that maximum revenue will be realized from peaking capacity sales. 
The proposed Rate Schedule is as follows: 
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Schedule of Wholesale Rates for Special Peaking Power Service 


Available: 

In the area served by the Southwestern Power Administration (Government). 
Applicable: 

To wholesale power customers who, by contract, purchase special peaking 
power service. 

Amount of Energy with Special Peaking Power Service: 

Energy associated with special peaking power service will be made avail- 
able in the amount of 1,200 kilowatt-hours per kilowatt of contract demand dur- 
ing each fiscal year which shall be the twelve-month period beginning on July 1 
of each year. 


Character and Condition of Service: 

Special peaking power service will be delivered as three-phase alternating 
current, at approximately 60 cycles per second, at such point or points of delivery 
and at such voltages as are specified by contract. 


Annual Rates: 

Demand charge: $19.20 per year per kilowatt of contract demand, payable at 
the rate of $1.60 per month per kilowatt of contract demand. 

Energy charge: $0.002 per kilowatt hour. 

Discounts for Conditions of Service: 

(a) A discount of $1.20 per kilowatt of billing demand per year will be al- 
lowed on the total annual charge for special peaking power service if delivery 
of power and energy is made from the 69 kv, 138 kv or 161 kv transmission 
facilities owned or leased by the Government and if transformation and substa- 
tion facilities are required at the point of delivery and are furnished by the 
power customer at no cost to the Government. Discount is payable at the rate 
of $0.10 per month per kilowatt of contract demand. 

(b) A discount of $4.80 per kilowatt of billing demand per year will be allowed 
on the total annual charge for special peaking power service if delivery of power 
and energy is made from, and at the voltage of the 138 kv or the 161 kv trans- 
mission facilities owned or leased by the Government, or at lower or interme- 
diate voltages from substations directly connected to such transmission facil- 
ities, and if the Government is thereby relieved of additional transmission costs. 
Discount is payable at the rate of $0.40 per month per kilowatt of contract 
demand. 


Minimum Bill: 

$1.60 per month per kilowatt of contract demand less applicable discounts 
for conditions of service. 
Contract Demand: 

The contract demand will be the maximum rate in kilowatts which the Gov- 
ernment is, by contract, obligated to deliver energy to the customer. 
Billing Demand: 

The billing demand for any month shall be the contract demand. 
Adjustment in Billing Demand: 


For reduction in demand: In the event of one or more reductions in customer’s 
demand during any monthly billing period, each of which continued for two 
hours or more, due to the inability of the Government to supply the contract 
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demand, the billing demand for such period shall be reduced for each such re- 
duction in demand by an amount equal to the reduction in demand (in kilo- 
watts) times the ratio that the number of hours of each such reduction bears 
to the total number of scheduled hours in such billing period. 

For power factor: None. The customer normally will be required to main- 
tain a power factor at the point of delivery of not less than 90 percent lagging. 

The proposed Rate Schedule follows the aforementioned P-1 rate for peaking 
power service both in form and in pricing with the only significant difference 
being that the proposed SP Rate provides for a delivery of 1,200 hours per kw 
of capacity during each fiscal year instead of the 1800 hours per kw of capacity 
provided for in the P-1 Schedule. 

Notice of the request of the approval of the proposed rate schedule was sent 
to state officials, other interested parties and published in the Federal Register 
on September 3, 1959 (24 FR 7146), stating that any comments or suggestions 
with respect thereto for Commission consideration should be submitted on or 
before September 15, 1959. No comments or suggestions were received. 

The Commission finds: 

The proposed Rate Schedule for the Special Peaking Power Service designated 
Rate Schedule SP, for a period beginning the date of this order and expiring 
August 9, 1962, will not be inconsistent with the provisions of the Flood Control 
Act of 1944. 


The Commission orders: 

The proposed SWPA’s Rate Schedule for Special Peaking Power Service desig- 
nated as SWPA’s Rate Schedule SP, all as set forth above, is confirmed and 
approved for a period beginning with the date of issuance of this order and 
terminating August 9, 1962. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 











THE SHAMROCK OIL AND GAS CORPORATION, DOCKET NOS. G-9146 
AND G-9498 


ORDER DENYING APPLICATION FOR REHEARING 


(Issued October 2, 1959) 





On September 4, 1959, Minneapolis Gas Company filed an application for re- 
hearing with respect to our order issued August 6, 1959, 22 FPC 205, terminating 
proceedings in the above-entitled matter. In these proceedings Shamrock seeks 
to increase its rates for sour residue gas from 8 cents to 9 cents per Mcf and for 
casinghead gas from 9 cents to 10 cents per Mcf. On the basis among other things 
of comparative prices, the small increase requested, the evidence of increased 
costs to Shamrock since its contracts with Northern Natural Gas Company were 
executed and the need for still further investments in the future we reached 
the conclusion that the rates were just and reasonable and that further proceed- 
ings were unnecessary. We also pointed to the need of disposing of cases like 
the present one where there was little or nothing to be gained from further 
proceedings. We thereupon terminated the proceedings and permitted the filed 
rates to remain in effect. 

In its application for rehearing Minneapolis Gas contends that the conventional 
rate base method should have been followed by the Commission in this case, that 
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the record does not contain sufficient evidence in addition to that relating to 
arm’s-length bargaining and field prices to sustain Shamrock’s burden of proof, 
and that the Commission has ignored the financial interest of the customers of 
Minneapolis Gas and other customer companies of Northern in these proceedings. 


The Commission finds: 


(1) The assignments of error and grounds for rehearing contained in the 
application for rehearing filed by Minneapolis Gas Company set forth no new 
facts or principles of law which were not fully considered by the Commission 
when it adopted its order of August 6, 1959, or which having now been considered 
warrant any change or modification of said order and said application should 
be denied. 

(2) It is appropriate and desirable in the public interest to set forth our 
reasons for denial of said application for rehearing in an opinion to be here- 
after issued. 


The Commission orders: 


The application for rehearing of the Commission’s order issued August 6, 1959, 
in the above-entitled proceedings filed by Minneapolis Gas Company is hereby 
denied for reasons to be set forth in an opinion to be hereafter issued. 

Commissioner Connole dissenting. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, and Arthur Kline. 


CALIFORNIA ELECTRIC POWER COMPANY, PROJECT NO. 1396 
ORDER AMENDING LICENSE (TRANSMISSION LINE) 


(Issued October 5, 1959) 


Application was filed June 1, 1959 by California Electric Power Company, 
licensee for transmission line Project No. 1396, for amendment of its license for 
the project consisting of a 115,000 (formerly 88,000) volt transmission line 
extending a distance of 238 miles from a central control and switching station 
near the town of Bishop, Inyo County, to a substation in the City of San Ber- 
nardino, San Bernardino County—all within the State of California—together 
with all other structures, equipment, or facilities used or useful in the mainte- 
nance and operation of the project. 

The license for transmission line Project No. 1396 described the line as being 
located on the following lands of the United States: 

Part A. Partly on lands included within the San Bernardino National Forest 
and partly upon vacant and other lands of the United States; and 

Part B. Partly upon lands within the Muroc Bombing Field.* 

The license for the Part A section of the transmission line was issued March 
25, 1951 for a period of 50 years, effective as of December 1, 1986, and for the 
Part B section of the line for a period of 20 years, effective as of September 16, 
1939. 

The reason for the requested extension, which would extend the period of the 
license for the Part B section of the line to a date coinciding with the license 
period for the Part A section of the line, is because Part B of the line will con- 


*Now the Edwards Air Force Base. 
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tinue to be maintained and operated for long distance transmission of power 
beyond the license period now fixed for that section of the line. 

An Assistant Secretary of Defense has reported that the Department of 
Defense has no objection to the requested extension of the license for the Part 
B section of the transmission line. 


The Commission finds: 


The license, amended as hereinafter provided, will not alter any of the basic 
facts upon which the license was issued. 


The Commission orders: 


(A) The license for transmission line Project No. 1396 is amended as follows: 

Paragraph I. The words “An 88,000-volt” appearing in the second paragraph 
of Article 1 of the license is changed to read “A 115,000-volt”. 

Paragraph II. The words “(2) the land referred to in Part B of Article 1 for 
a period not exceeding 20 years from September 16, 1939” is changed to read ; 
(2) the land referred to in Part B of Article 1 for a period terminating November 
30, 1986”. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute accept- 
ance of this amendment of license. In acknowledgment of the acceptance of this 
amendment of license, it shall be signed for the licensee and returned to the 
Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

























CONSOLIDATED WATER POWER COMPANY, PROJECT NO. 2256 
ORDER ISSUING LICENSE (MAJOR) 


(Issued October 5, 1959) 





Application was filed January 12, 1959, and supplemented on January 22, 1959, 
by Consolidated Water Power Company, of Wisconsin Rapids, Wisconsin, (Ap- 
plicant) for a license under Section 4(e) of the Federal Power Act (hereinafter 
referred to as the Act) for an existing water-power development, designated 
as Project No. 2256, (known as the Wisconsin Rapids Project) located on the 
Wisconsin River, a navigable water of the United States, in Wisconsin Rapids, 
Wood County, Wisconsin. 

The dam, with hydro-mechanical facilities, was originally constructed by 
Consolidated Water Power & Paper Company, which in 1921 raised the pond 
elevation by the addition of flashboards, reconstructed the taintor gates and 
constructed a new powerhouse containing hydroelectric units. In 1926, the dam 
and power facilities just described were purchased by Oneida Power Company 
which changed its name to Consolidated Water Power Company, Applicant 
herein. In 1941, a new gate and spillway section was constructed to replace 
the flashboard section with no increase in head. The project has remained sub- 
stantially the same until the present time. 

The application was filed pursuant to the Commission’s letter dated April 24, 
1946, in Docket No. IT-5501, to Consolidated Water Power & Paper Company 
requesting that the company apply for a license for its Wisconsin Rapids, Biron 
and Stevens Point hydroelectric plants, in view of the decision of the Circuit Court 
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of Appeals for the Seventh Circuit in Wisconsin Public Service Corporation v. 
Federal Power Commission, 147 F. 2d 743, certiorari denied by the Supreme 
Court of the United States, 325 U.S. 880, affirming the Commission’s opinion and 
order in the Tomahawk case, decided July 30, 1943, D 1-134, 3 F.P.C. 495, and 
finding therein that the Wisconsin River is a navigable water of the United 
States throughout its entire length. 

The Public Service Commission of Wisconsin, in reporting on the application, 
stated that: “In view of the present decisions concerning the navigability of the 
Wisconsin River, the State of Wisconsin withholds any objection to the 
issuance of a Federal Power Commission license for this project provided that 
the terms and conditions of the license do not adversely affect the interests of 
the State of Wisconsin. In withholding objection, the State of Wisconsin does 
so without prejudice to assert or contend in any proceeding that the Federal 
Government is without jurisdiction in the premises and further reserves the 
right to request cancellation of the license if at a later date the development 
of the Wisconsin River is removed from the jurisdiction of the Federal Power 
Commission.” 

The Assistant Chief of Civil Works, Corps of Engineers, Department of the 
Army, has reported favorably on the application as hereinafter provided. 

An Assistant Secretary of the Interior has reported favorably on the applica- 
tion as hereinafter provided. 


The Commission finds: 


(1) The project is located upon a navigable water of the United States. 

(2) The constructed project consists of : 

(a) All lands constituting the project area and enclosed by the project bound- 
ary, or the limits of which are otherwise defined, and/or interest in such lands 
necessary or appropriate for the purposes of the project, whether such lands 
or interest therein are owned or held by the applicant or by the United States; 
such project area and project boundary being more specifically shown and de- 
scribed by certain exhibits which formed part of the application for license and 
which are designated and described as follows: 

Exhibit J: (FPC No. 2256-2) General Location Map. 

Exhibit K: Sheet 1 (FPC No. 2256-3) Project Boundary. 

Exhibit K: Sheet 2 (FPC No. 2256-4) Project Boundary. 

Ecrhibit K: Sheet 3 (FPC No. 2256-5) Project Boundary. 

(b) All project works consisting principally of a concrete and masonry dam 
about 3,320 feet long composed of masonry and concrete gravity wall sections, 
gate sections, a powerhouse substructure section, a grinder building substruc- 
ture section; an earth dike about 3,000 feet long butting into the dam along the 
right bank of the river; a reservoir with normal headwater at elevation 1,012.31 
feet (U.S.C. and G.S. datum) extending about 3 miles upstream to the tailwater of 
the existing Biron Project (No. 2192) ; a powerhouse integral with the dam con- 
taining two Francis turbines of 3,200 horsepower each, directly connected to 
two 2,600 KVA at 0.9 pf. vertical generators, with appurtenant electrical and 
mechanical equipment; ten Francis turbines of 900 horsepower each, located in 
the substructure of a grinder building which forms part of the dam, the loca- 
tion, nature and character of which project works are more specifically shown 
and described by the exhibits hereinbefore cited and by certain other exhibits 
which also formed part of the application for license and which are designated 
and described as follows: 

Echibit L: Sheet 1 (FPC No. 2256-6) General Design Drawings. 
Ecvhibit L: Sheet 2 (FPC No. 2256-7) General Design Drawings. 
Echibit L: Sheet 3 (FPC No. 2256-8) General Design Drawings. 
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Eohibit L: Sheet 4 (FPC No. 2256-9) General Design Drawings. 
Pohibit L: Sheet 5 (FPC No. 2256-10) General Design Drawings. 

Exhibit M: Statement in two sheets entitled “General Description of Mechan- 
ical and Electrical Equipment of the Wisconsin Rapids Project.” 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, in- 
cluding such portable property as may be used or useful in connection with the 
project or any part thereof, whether located on or off the project area, if and 
to the extent that the inclusion of such property as a part of the project is ap- 
proved or acquiesced in by the Commission; also, all riparian or other rights, the 
use or possession of which is necessary or appropriate in the maintenance and 
operation of the project. 

(3) The Applicant is a corporation organized under the laws of the State of 
Wisconsin and has submitted satisfactory evidence of compliance with the 
requirements of all applicable State laws insofar as necessary to effect the pur- 
poses of a license for the project. 

(4) Public notice of the application has been given as required by the Act. 
No protests have been received. No conflicting application is before the Com- 
mission. 

(5) The project does not affect any Government dam, nor will the issuance 
of a license for the project, as hereinafter provided, affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 

(6) The project is best adapted to a comprehensive plan for improving or 
developing a waterway or waterways for the use or benefit of interstate or 
foreign commerce, for the improvement and utilization of water-power develop- 
ment, and for other beneficial public uses, including recreational purposes. 

(7) The installed horsepower capacity of the project hereinafter authorized 
for the purpose of computing the capacity component of the administrative 
annual charge is 15,400 horsepower, and the energy generated by this constructed 
project is used in the Applicant’s paper mill. 

(8) The amount of annual charges to be paid under the license for the pur- 
pose of reimbursing the United States for the cost of administration of Part I 
of the Act is reasonable as hereinafter fixed and specified. 

(9) The exhibits designated and described in finding (2) above conform to 
the Commission’s rules and regulations and should be approved as part of the 
license for the project. 

The Commission orders: 

(A) This license is issued to Consolidated Water Power Company (herein- 
after referred to as the Licensee) under Section 4(e) of the Act for a period of 
50 years, effective as of August 1, 1943, for the operation and maintenance of 
major Project No. 2256 located on the Wisconsin River, a navigable waterway 
of the United States, subject to the terms and conditions of the Act which is in- 
corporated by reference as a part of this license, and subject to such rules and 
regulations as the Commission has issued or prescribed under the provisions 
of the Act. 

(B) This license is also subject to the terms and conditions set forth in 
Form L-3 (December 15, 1953), entitled “Terms and Conditions of License for 
Constructed Major Project Affecting Navigable Waters of the United States,” 
(17 F.P.C. 385-389), which terms and conditions, designated as Articles 1 
through 17, are attached hereto and made a part hereof except for Article 12 
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which is modified to include after the word “navigation” appearing thrice therein 
the words “on the Wisconsin River”; and subject to the following special condi- 
tions set forth herein as additional articles: 

Article 18. The Licensee shall cooperate with the Bureau of Sport Fisheries 
and Wildlife of the United States Fish and Wildlife Service and the Wiscon- 
sin Conservation Department in the development of plans for the improve- 
ment and protection of the fishery and wildlife resources involved. 

Article 19. The Licensee shall comply with such reasonable modifications of 
the project structures and operation in the interest of fish and wildlife resources 
as may be prescribed hereafter by the Commission upon the recommendations of 
the Secretary of the Interior and the Wisconsin Conservation Department. 

Article 20. The Licensee shall pay to the United States the following annual 
charges: 

For the purpose of reimbursing the United States for the costs of administra- 
tion of Part I of the Federal Power Act one (1) cent per horsepower on the 
authorized installed capacity (15,400 horsepower), plus two and one-half (2%) 
cents per 1,000 kilowatt-hours of gross energy generated by the project during 
the calendar year for which the charge is made. 

(C) The exhibits referred to in finding (9) above as conforming with the 
Commission’s rules and regulations are approved as part of this license for the 
project. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute accept- 
ance of this license. In acknowledgment of the acceptance of this license, it 
shall be signed for the Licensee and returned to the Commission within 60 days 
from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-18757 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 5, 1959) 


Northern Natural Gas Company (Applicant), a Delaware corporation with 
its principal place of business in Omaha, Nebraska, filed in Docket No. G-18757 
on June 9, 1959, an application, pursuant to Section 7(c) of the Natural Gas 
Act, for a certificate of public convenience and necessity authorizing the con- 
struction and operation of a measuring and regulating station on its Marshall- 
town lateral near Ames, Iowa, for the sale and delivery of natural gas to Iowa 
Dlectric Light and Power Company (Iowa Blectric), subject to the jurisdiction 
of the Commission, under existing service agreement between Applicant and 
Iowa Dlectric, all as more fully set forth in the application on file with the 
Commission. 

Deliveries of gas through the proposed facilities are to be made by Northern 
on au interruptibdle basis for service to the Ames, Iowa, Animal Research Lab- 
oratory of the U.S. Department of Agriculture. A portion of the gas so delivered 
will be resold by Iowa Blectric to the Laboratory and the other portion will be 
used as a fuel in the Iowa Dlectric generating station which is located at the 
Laboratory and provides electricity solely for the Laboratory. Applicant states 
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that the total estimated daily gas requirement for both purposes is 1,280 Mcf. 
Annual sales are estimated at 174,670 Mcf. The Laboratory, now under con- 
struction, will have standby oil equipment. 

The total estimated cost of the facilities for which authorization is sought 
herein is $22,450, including interest and overheads, which will be financed from 
funds on hand. Iowa Electric has agreed to reimburse Northern for such cost. 

The proposed service will have no appreciable impact on Applicant’s available 
gas reserves and will not increase Applicant’s peak day obligation to deliver gas 
to Iowa Electric. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 21, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in Omaha, Nebraska, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding and the exhibits appended thereto, are proposed to 
be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as integral parts of Applicant’s 
existing pipeline system and the construction and operation thereof by Appli- 
cant are subject to the requirements of Subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (¢c) (1), (¢) (3), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
to the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 3 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c)-(1) of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities here- 
inbefore described, all as more fully described in the application in this proceed- 
ing and the exhibits appended thereto, for the transportation and sale of natural 
gas subject to the jurisdiction of the Commission, upon the terms and conditions 
of this order. 
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(B) The general terms and conditions set forth in paragraphs (a), (b), (¢) 
(1), (e) (3), (¢) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 3 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. G-18867 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND AUTHORIZING ABANDONMENT OF FACILITIES 


(Issued October 5, 1959) 


The Ohio Fuel Gas Company (Applicant), an Ohio corporation and a subsid- 
iary of The Columbia Gas System, Inc., having its principal place of business in 
Columbus, Ohio, filed on June 29, 1959 an application, pursuant to Section 7 of 
the Natural Gas Act, authorizing it to construct and operate certain proposed 
natural gas transmission facilities and to abandon certain existing facilities, as 
hereinafter described, subject to the jurisdiction of the Commission. 

Applicant proposes to construct and operate the following natural gas facilities 
in the State of Ohio: 

(1) Approximately 2.0 miles of 20-inch O.D. natural gas transmission line in 
Montgomery County, Ohio, extending Line A-97, looping part of Line A-77 near 
Dayton. 

(2) Approximately 2.3 miles of 65¢-inch O.D. natural gas transmission line in 
Auglaize County, Ohio, replacing Line Z-28 between Minster and New Bremen. 

(3) Approximately 3.0 miles of 85¢-inch O.D. natural gas transmission line in 
Logan County, Ohio, extending Line Z—207, looping part of Line Z—165 near 
Bellefontaine. 

(4) Approximately 5.0 miles of 20-inch O.D. natural gas transmission line in 
Marion County, Ohio, extending Line D-357, looping part of Line D-322 near 
Marion. 

Together with valves, fittings and incidental facilities necessary for practical 
operation. 

Applicant also requests authorization to abandon the following: 

(a) Approximately 2.3 miles of 414-inch O.D. pipe to be replaced under Project 
No. 2 above. 

(b) One 1150 Hhp gas engine-compressor unit, auxiliary equipment and pip- 
ing from Treat Compressor Station in Licking County, Ohio, as described under 
Project No. 5, described below. 

Applicant shows that customer service will not be affected by the proposed 
abandonment of facilities. 

Applicant shows that the facilities proposed are a part of a program to pro- 
vide increased capacity needed to serve increasing requirements of existing 
markets and to assure adequate market service during the winter of 1959-1960. 


Projects (1), (2) and (a) 


One of Applicant’s wholesale customers, The Dayton Power and Light Com- 
pany, serves at retail the area involved in projects (1), (2) and (a). This area 
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includes a number of towns along Applicant’s A and Z transmission system 
between Dayton and New Bremen, including Vandalia, Troy, Piqua, Sidney, and 
others. 

The market estimate submitted by Dayton to Applicant indicates that lines 
A-80 and A-77 will be required to deliver peak day service in the volume of 
135,300 Mcf for this portion of the Dayton markets during the 1959-1960 winter. 
This is 6,900 Mcf per day more than the existing peak day capacity of the system 
which is 128,400 Mcf. The facilities proposed in projects (1) and (2) with 
the calculated initial pressure of 498 psig on Line A-80 will have the required 
capacity to deliver a peak day volume of 135,300 Mcf. 

Pipe to be retired from Line Z-28 [Project (a)] will be abandoned in place 
because the cost of its removal will exceed the estimated salvage value. 


Project (3) 


Direct service to the Bellefontaine and West Liberty area is provided through 
Line Z-165 and its partial loop Line Z-207 with gas transported from Lines A, 
A-79, Z-215, Z and Z-8. This existing system is capable of delivering a peak 
day volume of only 6,200 Mcf. 

Estimates submitted by wholesale customers of Applicant which provide retail 
service in the Bellefontaine and West Liberty area indicate the estimated peak 
day requirement for the winter of 1959-60 will be 7,100 Mcf. Since the 
Urbana Compressor Station (280 horsepower) is too small to compress the 
increased volume, Applicant proposes to meet the increased peak day capacity 
by extending Line Z-207 about 3.0 miles to Bellefontaine and thus complete the 
looping of Line Z-165. The Urbana Compressor Station will be used for emer- 
gency or standby service. 

Project (4) 


Direct service to the Marion-Lima area is provided through Line D-322 and 
its partial loop Line D-357 with gas transported from Lines D-96 and D. The 
existing peak day capacity of the system is 111,800 Mcf. 

The peak day requirement for the Marion-Lima market area is estimated to 
be 122,100 Mcf. Applicant proposes to provide the additional capacity by extend- 
ing Line D-357 a distance of approximately 5 miles and thus complete the loop- 
ing of Line D-322. With this additional looping and the calculated initial 
pressure of 425 psig on Line D-96 at Pavonia Compressor Station and 435 psig 
on Line D at Treat Compressor Station the required peak day volume can then 
be transported. 


Project (5) 


In the past, larger compressor units of 1,150 horsepower each were used at 
Treat Compressor Station, Licking County, Ohio, for compressing field gas and 
also for compressing gas transported through major transmission lines. Since 
1946 Applicant has developed a high pressure transmission system for trans- 
porting gas from the southern part of the state northward to underground storage 
and market areas and thus has eliminated the transmission compression opera- 
tion at Treat Station. 

Treat Compressor Station is now operated solely as a field station, compress- 
ing gas from a rather extensive field system into Line O-400 for delivery to the 
Coshocton County market area. Five 170 horsepower compressor units are cur- 
rently used for this service, which Applicant shows are adequate. With the 
exception of the one 1,150 horsepower unit to be retired, the larger units have 
been transferred to other service. 

Applicant estimates the total cost of the proposed projects will be $612,000, 
excluding the cost of retirement of $5,100. Salvage value is estimated at $7,000 
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and credit to fixed capital is estimated at $258,531. The Columbia Gas System, 
Inc., will finance the proposed projects. 

Applicant, a subsidiary of The Columbia System, Inc., shows that its supply 
of gas is reasonably adequate to meet the requirements involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 24, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Staff Counsel having requested the omission of the intermediate decision 
procedure, and all the requirements of the provisions of Section 1.30(c)(1) [18 
CFR 1.30(c) (1)] of the Commission’s Rules of Practice and Procedure having 
been satisfied, sufficient cause exists for the Commission forthwith to render its 
final decision in the instant proceeding. 

(2) The Ohio Fuel Gas Company (Applicant), an Ohio corporation and a sub- 
sidiary of The Columbia Gas System, Inc., having its principal place of business 
in Columbus, Ohio, is a “natural-gas company” within the meaning of the Nat- 
ural Gas Act as heretofore found by the Commission in its order of August 21, 
1945, in Docket No. G-371 (4 F.P.C. 1033). : 

(3) The facilities proposed to be abandoned, as hereinbefore described, are 
used in the transportation and sale of natural gas in interstate commerce, sub- 
ject to the jurisdiction of the Commission, and the abandonment thereof by Ap- 
plicant is subject to the requirements of Subsection (b) of Section 7 of the 
Natural Gas Act. 

(4) Such abandonment by Applicant, as hereinbefore described, is permitted 
by the public convenience and necessity, and an order authorizing and approv- 
ing the same should be issued as hereinafter ordered. 

(5) The facilities proposed to be constructed, as hereinbefore described, are 
proposed to be used in the transportation and sale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, as an integral part of 
Applicant’s existing pipeline system, and the construction and operation thereof 
by Applicant, are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(6) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(7) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the requirements, rules and regulations 
of the Commission thereunder. 

(8) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(1), (e¢) (3), (¢e)(4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act should 
attach to the certificate hereinafter issued, and to the exercise of the rights 
granted thereunder, and that the facilities authorized by his order shall be 
completed and in actual operation within 8 months of the date of this order. 


The Commission orders: 


(A) Applicant be and it is hereby granted permission and approval for the 
abandonment of the natural gas facilities hereinbefore described, upon the terms 
and conditions of this order. 
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(B) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the facilities herein- 
before described, all as more fully described in the application, for the trans- 
portation and sale of natural gas as therein set forth, subject to the jurisdiction 
of the Commission, upon the terms and conditions of this order. 

(C) This certificate shall be accepted in writing, and under oath by a respon- 
sible official of Applicant and the general terms and conditions set forth in para- 
graphs (b), (ce) (1), (¢) (8), (ce) (4), and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act shall attach to the issuance of the 
certificate granted in paragraph (B) hereof, and to the exercise of the rights 
granted thereunder. 

(D) The facilities hereby authorized shall be constructed and placed in actual 
operation within 8 months of the date of this order. 

(E) Applicant shall report to the Commission in writing the date or dates of 
the abandonment of the facilities authorized herein within ten days after the 
date of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SOUTHERN CALIFORNIA EDISON COMPANY AND PACIFIC GAS AND 
ELECTRIC COMPANY, DOCKET NO. E-6859 


DETERMINATION OF PROPORTION OF ANNUAL CHARGES DUE FOR HEADWATER BENEFITS 
FOR YEARS 1949 THROUGH 1953 


(Issued October 5, 1959) 


On January 19, 1959 Southern California Edison Company (Applicant), 
filed application under Section 10(f) of the Federal Power Act for a determina- 
tion of the equitable proportion of annual charges for interest, maintenance, 
and depreciation on its storage reservoirs and other headwater improvements 
operated under license or Forest Service Permit on the San Joaquin River in 
California to be paid to Applicant by Pacific Gas and Electric Company (down- 
stream beneficiary) for downstream power benefits received by the latter’s 
Kerckhoff hydroelectric plant (Project No. 96) from the aforesaid headwater 
improvements during the years 1949 through 1953. 

The Commission has made nine determinations of charges for headwater 
benefits involving the projects in the current application. The first determination 
was made January 23, 1939 and covered the years 1923 through 1936. The last 
determination was made January 23, 1953 for the years 1945 through 1948. All 
of those determinations were made, and this determination is made, in accordance 
with the Commission’s Opinion No. 36, dated January 23, 1939 (1 F.P.C. 567). 

The material factual changes, reported to have occurred to the end of the 
year 1953, since the proceeding on which the Commission’s Opinion No. 36 was 
based, are as follows: 

(1) In the latter part of 1945, Applicant diverted the waters of five small 
streams, namely, Hooper Creek, North Slide Creek, South Slide Creek, Tomb- 
stone Creek, and Crater Creek, into Florence Lake Reservoir, and also diverted 
the waters of Bolsillo Creek into the Upper Florence Tunnel. The costs of these 
diversions have been included in the cost of the Florence Lake headwater 
improvements. 
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(2) A fourth generating unit was placed in operation in Applicant’s Big Creek 
Powerhouse No. 3 on April 28, 1948. This unit does not benefit the Kerckhoff 
plant and its cost was not included in the cost of the part of headwater improve- 
ments providing downstream power benefits. However, the increased generation 
of that unit is taken into account in this determination. 

(3) Applicant’s Big Creek No. 4 project, Project No. 2017, was completed and 
placed in operation in June 1951. The output of the Big Creek Powerhouse No. 
4 during the years 1951, 1952, and 1953 is taken into account. Dam No. 7 of 
Project No. 2017 created a reservoir, known as Redinger Lake, with a gross 
capacity of approximately 35,000 acre-feet. The costs of Redinger dam and 
reservoir were not included in the cost of headwater improvements for the 
reason that the benefits received by the Kerckhoff plant from these improvements 
were, in the opinion of the Applicant, unsubstantial in each of the above years 
and the expense of making the calculations that would be necessary if such 
costs were included would be greatly in excess of the equitable share of such 
costs that would be due Applicant. Accordingly, Applicant has expressly waived 
any claim for headwater benefits which may have been provided to the Kerckhoff 
plant by the Redinger dam and reservoir during the years involved in this 
determination. 

On February 3, 1959, a copy of the application was sent to Pacific Gas and 
BDlectric Company for review and comment. The reply of the downstream bene- 
ficiary dated July 20, 1959, advises that the computations in the application were 
reviewed by its engineers and auditors and were satisfactory for the purpose for 
which they were used. The reply expresses agreement with the treatment ac- 
corded Redinger Lake, as described in (3) above, and suggests that the Com- 
mission follow the same procedure in this instance as it adopted in passing 
upon previous applications in this matter. 

Section 10 (f) of the Act requires that the parties affected shall pay to the 
United States the cost of making headwater benefit determinations as fixed by 
the Commission. The cost to the Commission of making this determination is 
$500.00 which is divided equally between Applicant ($250.00) and the down- 
stream beneficiary ($250.00) for payment within thirty days from the date of 
issuance of this determination. 


The Commission determines: 


The respective proportions of annual charges of Southern California Edison 
Company to be paid by Pacific Gas and Electric Company for interest, mainte- 
nance, and depreciation on the several storage reservoirs and other headwater 
improvements of Southern California Edison Company for benefits directly 
received for the years 1949 through 1953, are as follows: 





| Percentage of interest, maintenance and depreciation charges 
due Southern California Edison Co, 








Item ‘i ‘i saiajeni 
1949 | 1950 | 1951 | 1982 1953 
| | } | 
! 
SOUNOOEE LAMBS. «on. nc. cn ccscccscaccss 3. 711 3.121 2. 783 2. 509 | 4. 092 
pO ES Ree 3. 711 3.121 2. 783 2. 509 | 4. 092 
IY NI oni a. so vasagioanaae | 3.711 3.121 | 2. 783 | 2. 509 | 4. 092 
NE BO is cdbondudncesvdndinbetsdiaaléidednss ieee None None | None 
WE Be ii ieee ete oni na 3. 711 3. 121 2. 783 | 2. 509 | 4. 092 
Upper Florence (Ward) Tunnel! and In- | % 
ce cai cette bentl 375 | None None | None | None 
Mono-Bear Diversion Works and Conduit. 1. 906 | 1, 159 | 1.472 | None | 2. 102 
Lower Florence (Ward) Tunnel-.--_---..--.-- . 999 - 517 | . 605 | None | . 944 
Upper Huntington-Shaver Conduit--.---- 3. 021 1. 579 1.723 - 769 | 2. 689 
Lower Huntington-Shaver Conduit--.-...- | 3. 025 1. 646 1, 728 1. 084 | 2. 813 
| | 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-18137 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 5, 1959) 


Texas Gas Transmission Corporation (Applicant) a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, filed on March 23, 
1959, an application for a certificate of public convenience and necessity, pur- 
suant to Section 7(c) of the Natural Gas Act, authorizing Applicant to sell up 
to 50,000 Mcf of natural gas per day on an interruptible basis to American 
Louisiana Pipe Line Company (Am La) for a period extending from April 16, 
1959, to April 15, 1960, subject to the jurisdiction of the Commission, all as 
more fully represented in the application. 

Applicant proposes to deliver up to 30,000 Mcf per day to Am La at an existing 
interconnection between the systems of the two companies at Slaughters, Webster 
County, Kentucky, and up to 20,000 Mcf per day at an existing delivery point 
at Eunice, Acadia Parish, Louisiana. The sales would be on an interruptible 
basis, for the period from April 16, 1959, through April 15, 1960. Applicant 
estimates that total deliveries under the proposal would range between 7,000,000 
and 10,000,000 Mcf. The sale will be made pursuant to Applicant’s proposed 
rate schedule X-19. 

In support of the application, Applicant states that Am La has informed it that 
the American Natural system requires these additional volumes of gas to restore 
the normal balance of its storage projects. Applicant further states that due 
to comtemplated cut-backs by one of its major customers, Applicant will be 
faced with a “take or pay for” problem under its present producer gas purchase 
contracts. The sale of Am La on an interruptible basis will help to alleviate this 
situation. On June 4, 1959, Applicant was granted temporary authorization to 
deliver up to 30,000 Mcf per day to Am La at Slaughters, Kentucky. On July 
21, 1959, Applicant was granted temporary authorization to sell up to 20,000 
Mcf of natural gas per day to Am La at Eunice, Louisiana. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 22, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 
The Commission finds: 

(1) Applicant, a Delaware corporation having its principal place of business 
in Owensboro, Kentucky, is a “natural gas company” within the meaning of the 
Natural Gas Act as heretofore found by the Commission in its order issued 
March 30, 1949, in Docket No. G-859 (8 FPC 190). 

(2) The sale of natural gas by Applicant to Am La and the operation of the 
facilities necessary therefor, as hereinbefore described, are subject to require- 
ments of subsection (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The proposed delivery and sale and operation as hereinbefore described 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 
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(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations thereunder. 

(5) Public convenience and necessity requires that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
regulations under the Natural Gas Act should attach to the certificate herein- 
after issued to Applicant. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(¢) of the Commission’s Rules 
of Practice and Procedure, was unopposed by any party of record and, not having 
been denied by the Commission, is granted pursuant to Section 1.30(c)(1) of 
said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued, authorizing Texas Gas Transmission Corporation to sell and de- 
liver up to 30,000 Mcf of natural gas per day at Slaughters, Kentucky and up to 
20,000 Mcf of natural gas per day at Eunice, Louisiana, to American Louisiana 
Gas Pipe Line Company until April 15, 1960, on an interruptible basis, all as 
more fully described in the application in this proceeding. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s regulations under the Natural Gas Act shall attach 
to the certificate issued in paragraph (A) above and to the exercise of the rights 
granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


ALABAMA POWER COMPANY, PROJECT NO. 2165 


ORDER APPROVING INSTALLATION OF ADDITIONAL GENERATING UNIT AND 
AMENDING LICENSE (MAJOR) 


(Issued October 6, 1959) 


Application was filed May 11, 1959, by Alabama Power Company, licensee for 
major Project No. 2165—located on the Black Warrior River and on the Sipsey 
Fork of Black Warrior River, navigable waters of the United States, in Cullman, 
Walker, Winston, and Tuscaloosa Counties, Alabama, and affecting United 
States Lock and Dam No. 17 and appurtenant lands, and lands of the United 
States within the William B. Bankhead National Forest—for amendment of the 
license for the project as hereinafter specified. 

The application seeks amendment of the license for— 

(1) Direction pursuant to Article 29 of the license to install a second gen- 
erating unit (111,500 horsepower) at the Lewis Smith Dam Development; and 

(2) Authority to install one 63,000-horsepower unit instead of two 21,200- 
horsepower units, and to modify the design of the John Hollis Bankhead 
powerhouse at United States Lock and Dam No. 17 on the Black Warrior River 
in Alabama. 

The application states that based upon recent load forecasts of the applicant, 
the installation of the second generating unit at the Lewis Smith Dam devel- 
opment—scheduled for completion in 1962—will be economically feasible by 
1963 and will enable the applicant to meet its market demands in that year. 
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Article 40 of the license requires that Exhibit L drawings showing the final 
design of the power plant at the existing John Hollis Bankhead dam be sub- 
mitted for approval prior to the starting of construction. The application states 
that the proposed plan as shown on the drawings is necessary and desirable in 
that the powerhouse is so located that no modifications are necessary to the 
existing dam and spillway nor is the spillway discharge in any way affected. 
It states also that the discharge from the turbine is so directed that its effect 
on navigation at the lock approach is at an optimum. 

The effect of the changes, among others, will be to increase the authorized 
installed horsepower capacity of the project for the purpose of computing the 
capacity component of the administrative annual charge from 136,700 horse- 
power to 271,000 horsepower. 

The Secretary of the Army and the Chief of Engineers in reporting on the 
application have informed the Commission that the installation of the second 
generating unit in the Lewis Smith Dam development is satisfactory insofar 
as the interests of flood control and navigation are concerned and that the proj- 
ect structures for the John Hollis Bankhead powerhouse affecting navigation 
are satisfactory and the revised plans of the structures are approved. 


The Commission finds: 


(1) The installation and operation of a second generating unit at the Lewis 
Smith Dam development is desirable in the public interest to supply adequately 
the reasonable market demands for power. 

(2) The license, amended as hereinafter provided, will not alter any of the 
basic facts upon which the license was issued. 

(3) Public notice has been given of the filing of the application. 

(4) The annual charge for reimbursing the United States for the costs of 
administration of Part I of the Federal Power Act, based on the increased 
authorized installed capacity (271,000 horsepower), as hereinafter provided is 
reasonable. 

(5) The following exhibits filed as part of the application conform to the 
Commission’s regulations and should be approved as part of the license for the 
project: 

Evhibit L (revised): Sheet 10 (FPC No. 2165-44) John Hollis Bankhead De- 
velopment—General Layout; Sheet 11 (FPC No. 2165-45) John Hollis Bank- 
head Development—Powerhouse Sections; and Sheet 12 (FPC No. 2165-46) 
John Hollis Bankhead Development—Powerhouse Plans; and 
.S Exhibit M (revised): Statement in four sheets—General description of 
mechanical, electrical and transmission equipment, filed May 11, 1959, and 
superseded Exhibit L, Sheet 10 (FPC No. 2165-33), and Exhibit M, now part of 
the license, should be eliminated from the license. 









The Commission orders: 


(A) The installation of a second generating unit at the Lewis Smith Dam 
development is approved. 

(B) The above-described exhibits filed as part of the application are approved 
as part of the license for the project. 

(©) The above-specified superseded exhibits are eliminated from the license. 

(D) The license for Project No. 2165—which was issued to Alabama Power 
Company on September 12, 1957, effective as of September 1, 1957—is hereby 
amended, effective as of September 1, 1959, to provide for the installation of one 
63,000-horsepower unit instead of two 31,200-horsepower units in and to modify 
the design of the John Hollis Bankhead powerhouse; to include therein certain 
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exhibits showing and describing said changes; and to eliminate therefrom cer- 
tain superseded exhibits ; said amendment being: 

Paragraph I, Paragraph (4) (b) of the license is amended by— 

(i) Including therein Exhibit L, Sheets 10, 11, and 12 (FPC Nos. 2165-44, -—45, 
and -46), and Exhibit M, filed May 11, 1959, and excluding therefrom superseded 
Exhibit L, Sheet 10 (FPC No. 2165-33), and Exhibit M, now part of the license; 
and 

(ii) Changing the description of the project to read as follows: 

(b) Principal structures comprising: 

(1) The proposed Lewis Smith Dam development, located on the Sipsey Fork 
of the Black Warrior River, and consisting of an earth and rock fill dam and a 
spillway having a fixed crest at elevation 522 feet; powerhouse with provisions 
for two 111,500-horsepower Francis-type turbines connected to two 87,500-kva, 
0.9 P.F. generators; intake; penstocks; tailrace; substation; and other appurte- 
nant equipment. Power storage of 400,000 acre-feet will be provided between 
elevations 488 and 510 feet and approximately 293,000 acre-feet of flood control 
storage between elevations 510 and 522 feet and an estimated flood control sur- 
charge between elevations 522 and 540 feet of 517,000 acre-feet ; and 

(2) The proposed John Hollis Bankhead Dam development, located at exist- 
ing United States Lock and Dam No. 17 on the Black Warrior River, and con- 
sisting of a powerhouse at the west end of the existing dam containing a 63,- 
000-horsepower propeller-type turbine connected to a 50,600-kva, 0.9 P.F. gen- 
erator; intake; penstock; tailrace; substation; and other appurtenant equip- 
ment; the location, nature and character of which structures are more specifical- 
ly shown and described by the exhibit hereinbefore cited and by certain other 
exhibits which also formed part of the application for license or for amendment 
thereof and which are designated and described as follows: 

Echibdit L: Revised Sheet 1 (FPC No. 2165-42) Lewis Smith Dam—General 
Layout; Sheet 2 (FPC No. 2165-38) Upper New Hope Dam—Diversion and 
Power Tunnels; Sheet 4 (FPC No. 2165-39) Upper New Hope Dam—Power- 
house; Sheet 5 (FPC No. 2165-40) Upper New Hope Dam—Powerhouse Sec- 
tions; Sheet 6 (FPC No. 2165-43) Lewis Smith Dam—Analysis of Dam Section; 
Sheet 10 (FPC No. 2165-44) John Hollis Bankhead Development—General 
Layout; Sheet 11 (FPC No. 2165-45) John Hollis Bankhead Development— 
Powerhouse Sections; and Sheet 12 (FPC No. 2165-46) John Hollis Bankhead 
Development—Powerhouse Plans; and 

Hevhibit M: Revised Statement in four sheets—General description of me- 
chanical, electrical and transmission equipment, filed in the Commission May 
11, 1959. 

Paragraph II. Article 42 of the license is amended by substituting “(271,000 
horsepower)” for “(136,700 horsepower)” in Paragraph (i) thereof as the au- 
thorized installed capacity. 

(E) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(F) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the accept- 
ance of this amendment of license, it shall be signed for the Licensee and 
returned to the Commission within 60 days from the date of issuance of this 
order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SUNRAY MID-CONTINENT OIL COMPANY, DOCKET NO. G-14753 
ORDER DENYING REHEARING 


(Issued October 6, 1959) 


Petitions for rehearing of the Commission’s order issued August 10, 1959, 
22 FPC 361, in the above-entitled proceedings were filed on September 8, 1959, by 
the Public Service Commission of the State of New York and on September 9, 
1959, by The United Gas Imprevement Company. By that order we issued 
a certificate of public convenience and necessity authorizing a producer sale 
to Transcontinental Gas Pipe Line Corporation at the price proposed. Con- 
tending that this action was contrary to law and unsupported by fact, the 
petitioners request that we grant rehearing and issue a certificate with a price 
condition; alternatively, it is contended, we can only deny the certificate ap- 
plications. 

The lack of merit to the arguments made by petitioners is sufficiently evident 
from the discussion contained in the order of which rehearing is sought. There 
is only one matter which we desire to discuss briefly here. The United Gas 
Improvement Company contends that we erred in not considering the proposed 
producer price in the light of the “just and reasonable” standards of the Natural 
Gas Act, contending that the Catco case* imposes such a requirement by its 
language in 360 U.S. 378, at p. 388, which states that “As the original Section 7(c) 
provided, it was ‘the intention of Congress that natural gas shall be sold in 
interstate commerce for resale for ultimate public consumption for domestic, 
commercial, industrial, or any other use at the lowest possible reasonable rate 
consistent with the maintenance of adequate service in the public interest’.” 

However, in our view this language does not require that every producer 
certificate proceeding must necessarily assume the character of rate proceed- 
ings under Sections 4 or 5 of the Act, as we pointed out in our order. We 
recognize that cost evidence may be called for in a given producer certificate 
proceeding, depending on the facts of the particular case;? but this does not 
mean that cost evidence is indispensable in every such case and in our judg- 
ment it is not indispensable in the instant case. We did consider the element 
of price in relation to the public demand and need for this gas and the mainte- 
nance of adequate service, aS our order on its face discloses, and find that 
although we cannot determine the “just and reasonable” rate for this sale 
under the rate provisions of the Act, the certification of the price proposed is 
justified to assure the maintenance of adequate service in the public interest. 
We think, as the Court held in United Gas Improvement Co. v. F.P.C., Nos. 12798 
and 12805 (CA 3, August 4, 1959), 269 F. 2d 865, with respect to proposed pro- 
ducer prices somewhat comparable to those involved herein, that the balancing 
of the weight properly to be accorded the various factors of public convenience 
and necessity requires certificating the producer sales proposed herein without 
any price condition. 


1 Atlantic Refining Company vy. Public Service Commiasion of the State of New York, 
360 U.S. 378 (June 22, 1959). 

2 The Supreme Court said at 360 U.S. 378, 392-393, that “As the proposed contract price 
was higher than any paid by Tennessee, including offshore production in the West Delta 
area of Louisiana, it is surprising that evidence, if available, was not introduced as to 
the relative costs of production in the two submerged areas.” 
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The Commission further finds: 


The assignments of error and grounds for rehearing contained in the peti- 
tions for rehearing filed in these proceedings set forth no new facts or legal 
considerations which were not fully considered by the Commission when it 
issued its above-described order of August 10, 1959, or which having now been 
considered warrant any change or modification of said order. 


The Commission orders: 


The petitions for rehearing of the Commission’s order issued herein on 
August 10, 1959, filed on September 8, 1959, by the Public Service Commission 
of the State of New York and on September 9, 1959, by The United Gas Im- 
provement Company are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE CALIFORNIA COMPANY, DOCKET NO. G—16108; THE SUPERIOR OIL 
COMPANY, DOCKET NO. G-16388; UNITED GAS PIPE LINE COMPANY, 
DOCKET NO. G-16556 

ORDER DENYING REHEARING 
(Issued October 7, 1959) 


Petitions for rehearing of the Commission’s order issued August 10, 1959, 
22 FPC 252, in the above-entitled proceedings were filed on September 8, 1959, by 
the Public Service Commission of the State of New York and on September 9, 
1959, by The United Gas Improvement Company. By that order we issued a 
certificate of public convenience and necessity authorizing producer sales to 
United Gas Pipeline Company at the price proposed. Contending that this 
action was contrary to law and unsupported by fact, the petitioners request that 
we grant rehearing and issue to the producers certificates with price conditions ; 
alternatively, it is contended, we can only deny the certificate applications. 

The lack of merit to the arguments made and matters asserted by petitioners 
is sufficiently evident from the discussion in the order of which rehearing is 
sought. There is only one matter we desire to discuss briefly. The United Gas 
Improvement Company contends that we erred in not considering the proposed 
producer price in the light of the “just and reasonable” standards of the Natural 
Gas Act, contending that the Catco case* imposes such a requirement by its lan- 
guage in 360 U.S. 378, at p. 388, which states that “As the original Section 7(c) 
provided, it was ‘the intention of Congress that natural gas shall be sold in inter- 
state commerce for resale for ultimate public consumption for domestic, com- 
mercial, industrial, or any other use at the lowest possible reasonable rate con- 
sistent with the maintenance of adequate service in the public interest’.” 

However, in our view this language does not require that every producer cer- 
tificate proceeding must necessarily assume the character of rate proceedings 
under Sections 4 or 5 of the Act, as we pointed out in our order. We recognize 
that cost evidence may be called for in a given producer certificate proceeding, 
depending on the facts of the particular case;* but this does not mean that cost 


1 Atlantic Refining Company v. Public Service Commission of the State of New York, 
360 U.S. 378 (June 22, 1959). 

2 The Supreme Court said at 360 U.S. 378, 392-393, that “As the proposed contract price 
was higher than any paid by Tennessee, including offshore production in the West Delta 
area of Louisiana, it is surprising that evidence, if available, was not introduced as to the 
relative costs of production in the two submerged areas.” 
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evidence is indispensable in every such case and in our judgment it is not in- 
dispensible in the instant case. We did consider the element of price in relation 
to the public demand and need for this gas and the maintenance of adequate 
service, as our order on its face discloses, and find that although we cannot 
determine the “just and reasonable” rate for this sale under the rate provisions 
of the Act, the certification of the price proposed is justified to assure the main- 
tenance of adequate service in the public interest. We think as the Court held 
in United Gas Improvement Co. v. F.P.C., Nos. 12798 and 12805 (CA 3, August 4, 
1959), 269 F. 2d 865, with respect to proposed producer prices somewhat com- 
parable to those involved herein, that the balancing of the weight properly to be 
accorded the various factors of public convenience and necessity requires cer- 
tificating the producer sales proposed herein without any price condition. 
The Commission further finds: 

The assignments of error and grounds for rehearing contained in the petitions 
for rehearing filed in these proceedings set forth no new facts or legal considera- 
tions which were not fully considered by the Commission when it issued its 


above-described order of August 10, 1959, or which having now been considered 
warrant any change or modification of said order. 


The Commission orders: 


The petitions for rehearing of the Commission’s order issued August 10, 1959, 
filed herein on September 8, 1959, by the Public Service Commission of the State 
of New York and on September 9, 1959, by The United Gas Improvement Com- 
pany are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SUN OIL COMPANY, DOCKET NO. G-15122; UNITED GAS PIPE LINE COM- 
PANY, DOCKET NO. G-15123 


ORDER DENYING REHEARING 


(Issued October 7, 1959) 





Petitions for rehearing of the Commission’s order issued August 10, 1959, 
22 FPC 351, in the above-entitled proceedings were filed on September 8, 1959, 
by the Public Service Commission of the State of New York and on September 9, 
1959, by The United Gas Improvement Company. By that order we issued a 
certificate of public convenience and necessity authorizing a producer sale to 
United Gas Pipe Line Company at the price proposed. Contending that this 
action was contrary to law and unsupported by fact, the petitioners request 
that we grant rehearing and issue to the producer a certificate with a price 
condition; alternatively, it is contended, we can only deny the certificate 
applications. 

The lack of merit of the arguments made and matters asserted by petitioners 
is sufficiently evident from our order of which rehearing is sought. There is 
only one matter we desire to discuss briefly here. The United Gas Improve- 
ment Company contends that we erred in not considering the proposed producer 
price in the light of the “just and reasonable” standards of the Natural Gas Act, 
contending that the Catco case’ imposes such a requirement by its language in 


1Atlantic Refining Company vy. Public Service Commission of the State of New York, 
860 U.S. 878 (June 22, 1959). 
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860 U.S. 378, at p. 388, which states that “As the original Section 7(c) provided, it 
was ‘the intention of Congress that natural gas shall be sold in interstate com- 
merce for resale for ultimate public consumption for domestic, commercial, in- 
dustrial, or any other use at the lowest possible reasonable rate consistent with 
the maintenance of adequate service in the public interest’.” 

However, in our view this language does not require that every producer 
certificate proceeding must necessarily assume the character of rate proceed- 
ings under Sections 4 or 5 of the Act, as we pointed out in our order. We recog- 
nize that cost evidence may be called for in a given producer certificate proceed- 
ing, depending on the facts of the particular case; * but this does not mean that 
cost evidence is indispensable in every such case, and in our judgment it is not 
indispensible in the instant case. We did consider the element of price in rela- 
tion to the public demand and need for this gas and the maintenance of adequate 
service, as our order on its face discloses, and find that although we cannot 
determine the “just and reasonable” rate for this sale under the rate provisions 
of the Act, the certification of the price proposed is justified to assure the main- 
tenance of adequate service in the public interest. We think, as the Court held in 
United Gas Improvement Co. v. F.P.C., Nos. 12798 and 12805 (CA 3, August 4, 
1959), 269 F. 2d 865, with respect to proposed producer prices somewhat com- 
parable to those involved herein, that the balancing of the weight properly to 
be accorded the various factors of public convenience and necessity requires 
certificating the producer sales proposed herein without any price condition. 


The Commission further finds: 


The assignments of error and grounds for rehearing contained in the petitions 
for rehearing filed in these proceedings set forth no new facts or legal considera- 
tions which were not fully considered by the Commission when it issued its 
above-described order of August 10, 1959 or which having now been considered 
warrant any change or modification of said order. 

The Commission orders: 


The petitions for rehearing of the Commission’s order issued August 10, 1959, 
filed herein on September 8, 1959, by the Public Service Commission of the State 
of New York and on September 9, 1959, by The United Gas Improvement Com- 
pany are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SUPERIOR OIL COMPANY, DOCKET NO. G-—16380; TRANSCONTINENTAL 
GAS PIPE LINE CORPORATION, DOCKET NO. G-16387 


ORDER DENYING REHEARING 
(Issued October 7, 1959) 


Petitions for rehearing of the Commission’s order issued August 10, 1959, 
22 FPC 369, in the above-entitled proceedings were filed on September 9, 1959, 
by The United Gas Improvement Company, and on September 18, 1959, by the 


2 The Supreme Court said at 360 U.S. 378, 392-393, that ‘“‘As the proposed contract price 
was higher than any paid by Tennessee, including offshore production in the West Delta 
area of Louisiana, it is surprising that evidence, if available, was not introduced as to 
the relative costs of production in the two submerged areas.” 
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Public Service Commission of the State of New York. By that order we 
issued a certificate of public convenience and necessity authorizing a producer 
sale to Transcontinental Gas Pipe Line Corporation at the price proposed. 
Contending that this action was contrary to law and unsupported by fact, the 
petitioners request that we grant rehearing and issue to the producer a certifi- 
cate with a price condition; alternatively, it is contended, we can only deny the 
certificate applications. 

The lack of merit to the arguments made by petitioners is sufficiently evident 
from the discussion contained in the order of which rehearing is sought. There 
is only one matter which we desire to discuss briefly here. The United Gas 
Improvement Company contends that we erred in not considering the proposed 
producer price in the light of the “just and reasonable” standards of the Natural 
Gas Act, contending that the Catco case* imposes such a requirement by its } 
language in 360 U.S. 378, at p. 388, which states that “As the original Section 7(c) 
provided, it was ‘the intention of Congress that natural gas shall be sold in inter- 
state commerce for resale for ultimate public consumption for domestic, com- 
mercial, industrial, or any other use at the lowest possible reasonable rate 
consistent with the maintenance of adequate service in the public interest’.” 

However, in our view this language does not require that every producer 
certificate proceeding must necessarily assume the character of rate proceedings 
under Sections 4 or 5 of the Act, as we pointed out in our order. We recog- 
nize that cost evidence may be called for in a given producer certificate pro- 
ceeding, depending on the facts of the particular case;* but this does not mean 
that cost evidence is indispensible in every such case and in our judgment it is 
not indispensible in the instant case. We did consider the element of price in 
relation to the public demand and need for this gas and the maintenance of 
adequate service, as our order on its face discloses, and find that although we 
cannot determine the “just and reasonable” rate for this sale under the rate 
provisions of the Act, the certification of the price proposed is justified to assure 
the maintenance of adequate service in the public interest. We think, as the 
Court held in United Gas Improvement Co. v. F.P.C., Nos. 12798 and 12805 (CA 3, 
August 4, 1959), 269 F. 2d 865, with respect to proposed producer prices some- 
what comparable to those involved herein, that the balancing of the weight 
properly to be accorded the various factors of public convenience and necessity 
requires certificating the producer sale proposed herein without any price 
condition. 


The Commission further finds: 


. The assignments of error and grounds for rehearing contained in the peti- 
tions for rehearing filed in these proceedings set forth no new facts or legal 
considerations which were not fully considered by the Commission when it 

issued its above-described order of August 10, 1959, or which having now been 

considered warrant any change or modification of said order. 








1 We are considering the New York Commission’s petition on the merits since, although 
delayed in the mail because misaddressed, it was mailed in New York on September 4, in 
sufficient time to have reached the Federal Power Commission before the last day for 
filing. 

2? Atlantic Refining Company v. Public Service Commission of the State of New York, 
860 U.S. 378 (June 22, 1959). 

* The Supreme Court said at 360 U.S. 378, 392-393, that “As the proposed contract price 
was higher than any paid by Tennessee, including offshore production in the West Delta 
area of Louisiana, it is surprising that evidence, if available, was not introduced as to 
the relative costs of production in the two submerged areas.” 
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The Commission orders: 


The petitions for rehearing of the Commission’s order issued herein on August 
10, 1959, filed by The United Gas Improvement Company on September 9, 1959, 
and by the Public Service Commission of the State of New York on September 
18, 1959, are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-17335; 
TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NO. G- 
17420: HOPE NATURAL GAS COMPANY, DOCKET NO. G—17565; TEXAS 
GAS EXPLORATION CORPORATION, DOCKET NO. G-17336; J. RAY 
McDERMOTT & CO., INC., DOCKET NO. G-17337; KILROY PROPER- 
TIES INCORPORATED, ET AL., DOCKET NO. G—17338 ; THE CALIFORNIA 
COMPANY, DOCKET NO. G-17339 ; CALLERY PROPERTIES, INC., DOCKET 
NOS. G-17340 AND G-17341; OCEAN DRILLING & EXPLORATION COM- 
PANY, DOCKET NOS. G-17342 AND G-—17343; HUMBLE OIL & REFINING 
COMPANY, DOCKET NO. G-17391; AMERADA PETROLEUM CORPORA- 
TION, DOCKET NOS. G-17393 AND G-—17407; KERR-McGEE OIL INDUS- 
TRIBS, INC., DOCKET NO. G-17396 ; BEL OIL CORPORATION, DOCKET NO. 
G-17397; CAROLINE HUNT SANDS AND LOYD B. SANDS, DOCKET NO. 
G-17398; RICHARDSON & BASS (LOUISIANA ACCOUNT), OPERATOR, 
DOCKET NO. G-17399 ; MAGNOLIA PETROLEUM COMPANY, DOCKET NO. 
G—17401; BECK OIL COMPANY, ET AL., DOCKET NO. G—17402; PHILLIPS 
PETROLEUM COMPANY, DOCKET NO. G-17405; MISSISSIPPI RIVER 
FUEL CORPORATION, DOCKET NO. G-17413; UNION OIL COMPANY OF 
CALIFORNIA, DOCKET NO. G-—17457; TIDEWATER OIL COMPANY, 
DOCKET NOS. G—17463, G-17474, G-17475 AND G-—17483; CONTINENTAL 
OIL COMPANY, DOCKET NOS. G-17554 AND G-—17566; SHELL OIL COM- 
PANY, DOCKET NO. G-17560; PAN AMERICAN PETROLEUM CORPORA- 
TION, DOCKET NO. G-17574. 


ORDER DENYING REHEARING 


(Issued October 7, 1959) 


On September 8, 1959, the Public Service Commission of the State of New York 
filed a petition for rehearing and reconsideration of the Commission’s Opinion 
No. 327, issued August 10, 1959, 22 FPC 378, in the above-entitled proceedings. By 
Opinion No. 327 we issued certificates of public convenience and necessity to 
Hope Natural Gas Company, Texas Eastern Transmission Corporation and 
Texas Gas Transmission Corporation for the gathering and transporting of 
natural gas and to 21 independent producers for the sale of gas to Hope. The 
New York Commission has no objection to any portion of our action except our 
failure to find that the public interest requires that we condition the prices at 
which the producers will sell the gas to Hope. 

In arguing that the producer prices should have been conditioned to a level 
of 18 cents per Mecf the New York Commission has suggested no new factors 
which were not given full consideration by us in arriving at our decision not 
to require a price condition. The New York Commission primarily bases its 
argument for a rate condition on the fact that prior to 1957 the largest number 
of sales in Southern Louisiana were made at a 17-18 cent price and that no 
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showing of the justness and reasonableness of a higher price has ever been made. 
As we pointed out in our opinion, the Supreme Court decision in the Catco case’ 
does not require that a full showing of the “just and reasonable” price under the 
rate provisions of the Natural Gas Act be made in a certificate case, but rather 
the Court required that we consider all the relevant factors as indicated by 
the Court and determine whether a proposed sale at a certain price is required 
by the public interest for the maintenance of adequate service. That the New 
York Commission would have reached a different conclusion from us by giving 
different weights to certain of the same factors which were considered by us, 
is not an adequate reason for modifying our decision. We think, as the Court 
held in United Gas Improvement Co. v. F.P.C., Nos. 12798 and 12805 (CA 8, 
August 4, 1959), 269 F. 2d 865, with respect to proposed producer prices some- 
what comparable to those involved herein, that the balancing of the weight prop- 
erly to be accorded the various factors of public convenience and necessity justi- 
fies certificating the producer sales proposed herein without any price condition. 


The Commission further finds: 


The petition of the Public Service Commission of the State of New York for 
rehearing and reconsideration filed September 8, 1959, in the above case sets 
forth no new facts or legal considerations which were not fully considered by 
the Commission prior to the issuance of Opinion No. 327, or which having now 
been considered warrant any modification of said opinion and order issued 
therein on August 10, 1959. 


The Commission orders: 





The petition for rehearing and reconsideration filed by the Public Service Com- 
mission of the State of New York on September 8, 1959, in the above case should 
be and the same is hereby denied. 


1 Atlantic Refining Company v. Public Service Commission of the State of New York, 
860 U.S. 378. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


















AUSTRAL OIL COMPANY, INCORPORATED, DOCKET NO. G-15819; JOHN 
W. MECOM, DOCKET NO. G-16975; SEADRIFT PIPELINE CORPORA- 
TION, DOCKET NO. G-17044; UNION OIL COMPANY OF CALIFORNIA, 
DOCKET NO. G-17263 





ORDER DENYING INTERVENTION 


(Issued October 8, 1959) 


The Public Service Commission of the State of New York (Petitioner) filed 
a notice of intervention in the above-entitled consolidated proceedings on Sep- 
tember 21, 1959. 

The natural gas which is the subject matter of the applications herein is not 
designated for resale and ultimate consumption in the New York State market 
area, but will be consumed largely within the State of Michigan... In view of 
this fact and other matters as disclosed by the applications, the Commission’s 
prompt and expeditious determination of the issues presented herein, requires 
that the Petitioner set forth with specificity its grounds of interest in these 
proceedings. This the Petitioner has not done and accordingly its participation 
must be denied. 












1This fact was established by the pleadings and exhibits presented In the Matters of 
Trunkline Gas Company, et al., Docket Nos. G—15394, et al. 



































































FEDERAL POWER COMMISSION 659 


The Commission finds: 


The Public Service Commission of the State of New York has not shown good 
and sufficient cause which would warrant the granting of intervention in these 
proceedings. 


The Commission orders: 


The participation of the Public Service Commission of the State of New York 
as an intervener in these proceedings be and the same hereby is denied. 
Commissioner Connole dissenting. 








EL PASO NATURAL GAS COMPANY, DOCKET NO. G—4769 
OPINION AND ORDER DENYING REHEARING AND GRANTING STAY 


(Issued October 8, 1959) * 
Syllabus 





. Commission must take into account the impact of the Internal Revenue Code, 
as well as other applicable statutes, in making regulatory determinations 
with respect to producers under the Natural Gas Act. P. 660. 

2. Failure to give recognition to tax laws providing for percentage of income 
depletion and intangible drilling deductions not only removes an incentive 
for development of gas reserves but impairs rights contracted for and 
obtained in reliance on these laws. P. 661. 

8. It would be anomalous if oil interests and intrastate sales of gas were to 
reap tax benefits while interstate gas industry did not. P. 661. 

4, Commission can not allow a 6% return on well-mouth properties and permit 
El Paso to retain tax benefits in addition, without further support. P. 662. 

5. Tax incentives are, in effect, return. P. 662. 

6. Commission rejects exceptions to its method of computing tax benefits of 

the intangibles and percentage of income depletion. P. 663. 

Plant held for future included in rate base. P. 664. 

8. Exploration and development expense included in cost of service. P. 664. 
9. Production costs classified wholly as commodity costs. P. 665. 

10. Exceptions to application of Seaboard formula in Op. 326 rejected. P. 666. 

11. System peak period used for allocating demand costs. P. 666. 

12. Commission denies rehearing of Op. 326 and grants stay. 


Commissioner Connole not participating. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


OPINION 













Pacific Gas and Electric Company (P.G. & E.) and the California Public 
Utilities Commission on September 8, 1959, and El Paso Natural Gas Company, 
Southern California Gas Company and Southern Counties Gas Company of 
California (Southern California Companies) and the New Mexico Public Service 
Commission on September 9, 1959, have filed applications for rehearing with 
respect to our Opinion No. 326 and order issued August 10, 1959, 22 F.P.C. 260. 
El Paso has also filed a motion for stay of our order with respect to the making 
of refunds. 


*Designated Commission Opinion No. 326—A. 
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In our opinion and order we determined El Paso’s cost of service on the 
basis of the test year, allocated its costs and determined its rates for juris- 
dictional sales in Texas, New Mexico, Arizona, Nevada and California. 

On cost of service the principal area of controversy is our treatment of 
Federal income taxes and return. In reaching our result we determined that 
in accordance with the intention of Congress in enacting the tax statute El Paso 
should retain the advantages of the Federal tax deductions relating to liberal- 
ized depreciation, intangible well drilling costs and percentage of income deple- 
tion rather than passing them along automatically to the consumers as a reduc- 
tion in cost of service. With respect to liberalized depreciation we held that 
the benefits retained after taxes in the test year should be allowed in the cost 
of service but must be credited to the appropriate account for accumulated 
deferred taxes. With respect to the intangibles and percentage of income de- 
pletion we held that the benefits should properly be considered as return and 
should be taken into consideration in determining allowable return. We found 
that the tax benefits, amounting after provision for taxes to $6,410,760, would 
produce a return of 8.61 percent on El Paso’s well-mouth properties, and with 
a 6 percent rate of return on the non-well-mouth properties would produce an 
overall rate of return of 6.35 percent on El Paso’s entire rate base. We con- 
cluded that the record did not support a return greater than 8.61 percent on the 
well-mouth properties, and so allowed the tax benefits in lieu of return calcu- 
lated by the percentage method on the well-mouth properties and allowed 6 
percent on the other properties. We reached a cost of service totalling $160,- 
693,628 which included an amount of $6,980,373 for Federal income tax pay- 
able, $1,293,717 for deferred taxes, $28,507,650 for return at 6 percent on the 
non-well-mouth properties and $6,410,760 for return at a rate amounting to 
5.61 percent on the well-mouth properties as a result of the tax incentives. 

After arriving at a cost of service we classified El Paso’s costs to the demand 
and commodity components of cost in accordance with the method prescribed 
in the Seaboard case, allocated the costs in accordance with the system-wide 
method and prescribed rates for the period April 15, 1955 through December 31, 
1957, retaining the historical differentials between areas and classes of service 
previously existing and appearing in our previous rate Opinion No. 278.? 


COST OF SERVICE 


All of the present applicants on rehearing, except the New Mexico Commis- 
sion, object to our treatment of Federal income taxes or return. Most of their 
contentions, we believe, are covered adequately in our Opinion No. 326, so that 
we shall not include here a repetition of our previous discussion. However, 
some points deserve further comment. 

Before turning to the more specific arguments, we may note that the South- 
ern California Companies, The California Public Utilities Commission, and 
(P.G. & E.) object variously to our allowing El Paso to retain the benefits of 
the percentage of income depletion and intangible deductions. While we are of 
the opinion that Congress intended that the producer retain these tax incentives, 
we do not rest our conclusions wholly on this view. Even if we assume that 
Congress had no intention or expressed no intention with respect to companies 
regulated under the Natural Gas Act, we would not reach a different result. 
It is our duty to take into account the impact of the Internal Revenue Code or 


1 Atlantic Seaboard Corporation, et al.,11 F PC 43. 
2 Rl Paso Natural Gas Co.,18 F PC 421, Opinion No. 278, Docket No. G—2018, November 
26, 1954. 
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any other applicable statute in making the appropriate regulatory determina- 
tions with respect to the producers under the Gas Act just as, by analogy, we 
may take into account the anti-trust laws in considering whether to grant a 
certificate of public convenience and necessity. City of Pittsburgh et al. v. 
F.P.C. 237 F. 2d 741 (March 8, 1956). 

In our opinion based on our familiarity with the industry and presentations 
made in this proceeding and in other proceedings where the treatment of Federal 
income taxes is an issue, there would result great difficulty in financing the 
exploration and production of gas if the producers were not able to retain the 
tax benefits afforded by The Internal Revenue Code. There is an obvious risk 
incurred in drilling for gas and oil. This risk falls most heavily on the smaller 
producers who drill the great majority of the wells." Compensation for the dry 
holes that frequently result from drilling can only be obtained from production. 
We think that the tax benefits are necessary to provide an incentive to incur 
costs which may turn out to be total losses. If we failed to conclude that the 
producers generally are entitled to retain these benefits, we would be imposing 
a deterrent to the investment of capital and the drilling of wells. We think that 
all producers, including El Paso, which is not an independent producer, but a 
pipeline producer, should be treated alike with respect to the tax incentives. 
To treat the large producers or the pipeline producers differently might be dis- 
criminatory and would involve insoluble problems as to where to draw the line. 
The tax benefits would provide an incentive to El Paso to risk capital in drilling 
a well as they would to any other producer. 

Failure to give recognition to tax laws providing for percentage of income 
depletion and the intangible drilling deductions not only removes an incentive 
for development of gas reserves but impairs rights contracted for and obtained 
in reliance on those laws. A substantial portion of the present natural gas 
reserves of this country were discovered before passage of the Natural Gas Act 
in 1938 and the great bulk of our gas reserves were acquired prior to 1954 when 
regulation of producers was first undertaken by us. The existence of the tax 
laws relating to the depletion and the tax rulings of the Bureau of Internal 
Revenue relating to intangible drilling costs were incentives which led to the 
drilling of these wells and the acquisition of these reserves. From the knowledge 
we gained of the producing industry during our regulation of it, we know that 
sales of gas leases and gas producing properties are commonplace, and that the 
tax consequences of percentage depletion to both seller and purchaser were an 
important factor which is almost universally taken into consideration in the 
price paid for the gas leases or reserves. In fact the principal motivating reason 
for the purchase of gas leases or gas producing properties has often been the tax 
benefit obtained through percentage depletion. We do not think Congress 
intended by the passage of the Natural Gas Act to deprive the persons who 
drilled the wells or purchased the reserves of the benefits they had contracted 
for or were receiving as a result of the existing tax laws. Likewise we think 
it would be inequitable of us, assuming arguendo that we had the power to do 
so, to deprive the present owners of gas leases and reserves of the benefits 
acquired by them in reliance upon these tax laws. 

In addition to the above considerations it would be anomalous if the oil indus- 
try and the intrastate sales of gas were to reap the tax benefits while the inter- 
state gas industry did not. Of course, the tendency would be for the producers 
to sell the gas where possible in non-jurisdictional intrastate markets rather 
than to sell it for the benefit of domestic and commercial consumers throughout 


* We note that in 1958 the 22 largest companies drilled 20.3 percent of the wells, while 
the rest of the industry drilled 79.7 percent of the wells. World Oil, July 1959, p. 110. 
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the nation. No cases have been cited to us that a regulatory law repeals the tax 
law and we can conclude that in the exercise of our regulatory powers greater 
benefits will accrue to the interstate gas consumers through the operation of the 
tax incentives than in depriving the companies of these incentives. We may now 
turn to the more specific objections and contentions made by the applicants on 
rehearing. 

El Paso seeks an allowance of the tax benefits producing an 8.61 percent return 
on well-mouth properties in addition to the 6 percent return on well-mouth prop- 
erties plus a sufficient increase in the tax allowance so that the 6 percent will 
be clear of taxes. According to El Paso this would call for an addition of 
$9,304,518 to the cost of service, of which $4,466,176 would constitute return at 
6 percent and $4,838,342 would constitute additional tax. We allow a return of 
8.61 percent arising from the tax incentives because that was intended by Con- 
gress and because of the considerations expressed above. There was no showing 
in the record that financially El Paso needed a return of 14.61 percent on well- 
mouth properties, and such a return, unless supported, would impose a wholly 
unjustified burden on the distributing companies and the consumers. In other 
words, we could not mechanically allow the 6 percent return and permit El Paso 
to retain the tax advantages in addition. As said in Bluefield Co. v. Pub. Serv. 
Comm., 262 U.S. 679, 692, “what annual rate [of return] will constitute just 
compensation depends upon many circumstances and must be determined by the 
exercise of a fair and enlightened judgment, having regard to all relevant facts.” * 

In this connection El Paso also argues that the amounts it would derive from 
the tax incentives are not really return, which it says is compensation to the 
utility for the rendition of the service and is a function of capital employed, not 
wells drilled or petroleum produced. We do not think that El Paso’s conception 
of return is correct. The source of the return is not the significant aspect of it. 
The tax incentives in the amount of $6,410,760 represents revenues above and 
in addition to the operating expenses and other expenses of doing business and, 
however labeled and whatever their source, are in effect return and provide El 
Paso with compensation for rendering service and compensation for the use of its 
capital. Because of the tax laws this return happens to be 2.61 percent greater 
than the 6 percent El Paso would have otherwise been allowed upon this record 
with respect to the well-mouth properties. Interesting in this connection is 
Galveston Elec. Co. v. Galveston, 258 U.S. 388, 397-400, where the Court was 
dealing with the cost of service of a street railroad. It said that in calculating 
whether the fare would yield a proper return, it was necessary to deduct from 
gross revenue the expenses and charges and all taxes of whatever kind. But 
the Court added : 

But the fact that it is the federal corporate income tax for which deduction 
is made, must be taken into consideration in determining what rate of return 
shall be deemed fair. For under § 216 the stockholder does not include in 
the income on which the normal federal tax is payable dividends received 
from the corporation. This tar exemption is therefore, in effect, part of 
the return on the investment.‘ 

El Paso takes exception to our method of computing the tax benefits of the 
intangibles and percentage of income depletion. What we did was to determine 
the tax saving that would arise from utilizing the two additional deductions. 

This saving is $6,410,760 as shown on page 273 of our opinion. It is 52 per- 
cent of the deduction, just as a man whose effective tax rate is 22 percent saves 
$22 by making a $100 contribution to his local church. In the case of El Paso 






«Emphasis added, 
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this saving, of course, must be included in the cost of service and represents an 
allowance for return. Therefore in computing its tax allowance we treated 
the saving of $6,410,760 as return along with the return on non-well mouth prop- 
erties to arrive at current taxes payable (see p. 274 of our opinion). This tax 
allowance was sufficient to permit El Paso to retain the amount of $6,410,760 
as net revenues after taxes. 

El Paso would take 108.333 percent of the sum of the deductions for in- 
tangibles and percentage of income depletion to arrive at the tax benefits. Its 
reasoning does not appear correct. El Paso contends in essence that the benefit 
would be the gross revenues required at a tax rate of 52 percent to yield a net 
return equivalent to the amount of the tax saving. Thus its result ($14,031,821) 
would be taxed at 52 percent, and El Paso would actually retain a benefit of 
only 48 percent of this amount, subject to the discussion below. 

El Paso’s computation differs in one further way. Instead of using the 
negative figure of $197,334 for percentage depletion representing the excess of 
book depletion over tax allowable depletion (see pp. 269, 273 and Appendix A to 
our opinion), El Paso used the depletion figure allowable on its tax return of 
$426,733. Our purpose was to give a net effect to the statutory tax incentives, that 
is to give El Paso the benefit of additional deductions it would not have had but 
for the special provisions. El Paso’s expensing of intangibles in prior years 
reduced the basis of tax allowable cost depletion below what it would have been 
if neither of the special provisions existed. Therefore the net deduction available 
from the two tax incentives is the intangibles deduction of $12,525,718 less the 
$197,334, representing the excess of book depletion over the comparable tax 
allowable deductions * leaving a net deduction as a result of the tax provisions 
in the amount of $12,328,384 (p. 273 of Opinion No. 326). 

Procedurally, El Paso has asked that the proceedings be reopened so as to give 
it opportunity to adduce further evidence. It seems to believe that we have 
some unstated reason for not allowing the 6 percent rate of return in addition 
to the tax benefits. This is not so. Our reasons were set forth fully in our 
opinion. El Paso was satisfied at the hearing that 6 percent represented a 
fair return on all of its property, but of course it sought the tax benefits, in addi- 
tion. It has obtained under our order the 6 percent plus something more because 
of the tax benefits. This presents a purely legal question, so that there is no 
reason for the introduction of further evidence on rate of return or otherwise. 
To permit El Paso to introduce rate of return evidence on its well-mouth prop- 
erty at this late date would represent a retrial of the case. 

The Southern California Companies take the opposite view that the Commis- 
sion was unjustified in allowing a return of more than 6 percent on the well- 
mouth properties. We think that this criticism is answered by our opinion and 
the discussion above. The companies contend further that if El Paso is to retain 
the benefits of the intangibles deduction there will result tax deferrals which the 
Commission should require El Paso to credit to an appropriate reserve. Gen- 
erally, in our opinion the intangibles deduction will result largely in tax savings 
rather than deferrals because the gas producer has available the provision for 
percentage of income depletion which is unaffected by whether certain of the 
intangibles are expensed or capitalized. In any case the benefits which we 
believe Congress intended should inure to the producer would be reduced if 
the intangibles deduction were treated merely as a tax deferral. 


5 The sum of depreciation of tangible well costs, cost depletion and percentage of income 
depletion are comparable to book depletions. 
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The California Public Utilities Commission sets forth its contentions in oppo- 
sition to the Commission’s treatment of liberalized depreciation, intangibles and 
percentage of income depletion. Again we believe that its contentions are gen- 
erally covered by our opinion and the discussion above on the effect of the tax 
law. The California Commission does make the interesting argument that if 
6 percent be assumed to represent a fair return to enable El Paso to carry out 
its utility functions including the exploration for and the production of gas, the 
Internal Revenue Code could not be interpreted to encourage greater exploration 
for and production of gas than prudently necessary. Our response to this is 
that there is a continued and well-known demand for gas and that Congress in- 
tended to grant an incentive to exploration and production that would be more 
effective than what an unregulated mineral producer might earn in competition 
or a regulated producer might be allowed as a fair rate of return. So that the 
Congressional incentive might not be added to the ordinary rate of return incen- 
tive, we were careful in this case to allow the tax incentive as including the ordi- 
nary rate of return, for it happened that the tax incentive was greater than the 6 
percent return that we would have otherwise permitted upon this record. 

The California Commission also argues that, as in the settlement of Hl Paso 
Natural Gas Co., Docket No. G—2018, account should be taken of El Paso’s reve- 
nues during the refund period. Of course, this isn’t a settlement. On the basis of 
the test year 1955 we have employed evidence adduced at the hearing, which 
closed in December 1956, to arrive at a cost of service and rates in this docket to 
be charged by El Paso. These rates became effective April 15, 1955, and would 
have remained in effect indefinitely, except that as of January 1, 1958, new rates 
went into effect in a later docket. There is no justification for reopening the 
record to adjust the refund on the basis of further evidence. City of Detroit v. 
F.P.C., 230 F. 24 810 (CADC), certiorari denied 352 U.S. 829. 

P.G. & E. contends that the tax savings should be passed on to El Paso’s cus- 
tomers, who, it says, bear the risks involved in exploring for natural gas. This 
viewpoint is inconsistent with the intention of the tax statutes as discussed in 
Opinion No. 326 and with the considerations, expressed above as to the applica- 
tion of the tax law. 

While not entering into the tax and rate of return controversy, the New Mexico 
Commission continues to object to the inclusion of plant held for future use 
amounting to $15,001,327 in El Paso’s rate base. We think it immaterial, as the 
New Mexico Commission argues, that this plant consists of gas properties not 
now used, nor having any direct relationship to service rendered by El Paso 
during the test period. The evidence shows that if gas is developed in economic 
quantities from these properties, El Paso would expect to build the facilities 
necessary to bring the gas into its present system or to make use of the gas by 
exchanges with other systems. It seems obvious that in view of the continued 
use of gas El Paso should properly acquire gas producing properties to meet 
future demands. Otherwise El Paso would have to curtail its service if it could 
not obtain sufficient supplies of gas from outside sources. Furthermore, this 
item was considered by us a part of El Paso’s well-mouth investment so that 
under the conclusions we have reached, the return, cost of service or prescribed 
rates would not be affected whether or not the item were included in the well- 
mouth investment. The 8.61 percent rate of return we found applicable to the 
well-mouth properties would, of course, be changed. 

The New Mexico Commission also objects to our including in the cost of service 
exploration and development expense in the amount of $4,861,912 (see p. 263 of our 
opinion) because these expenses have no direct connection with El Paso’s exist- 
ing service. For the same reason expressed above expenditures by El Paso to 
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provide a gas supply in the future, so necessary for the continued operation of 
its business and for the benefit of its customers should be allowed as an operat- 
ing expense. 

ALLOCATIONS 


The Southern California Companies, the New Mexico Commission and P.G. & E. 
object to one or more of our determinations made with respect to allocations. 
The Southern California Companies take exception to our classification of El 
Paso’s production costs wholly as commodity costs. In our Opinion No. 326 we 
had stated that it is the uniform practice in the industry to sell and purchase 
gas in the field on a straight commodity basis and there appeared to be no justi- 
fication for a difference in treatment of the cost related to purchased as against 
produced gas. The Southern California Companies now argue that the gas is 
not purchased on a straight commodity basis because El Paso has to take the 
residue gas when it is available, and in most field purchases the seller is pro- 
tected by a substantial minimum take-or-pay for clause in the sales contract. 
However, in many cases El Paso’s gas purchase contracts contain “make-up” 
clauses. These provide that where the buyer has failed to take all the gas paid 
for in a given year, all gas taken by buyer in a later year in excess of the daily 
average minimum shall be known as “make-up” gas and shall be without charge 
to the buyer. In many contracts the “make-up” gas may be received over the 
next four years; in other contracts the “make-up” period is confined to one year. 
The take-or-pay provision in gas purchase contracts is not unique in the case of 
El Paso. Practically all of the pipeline companies purchase gas under the same 
minimum arrangements. Apart from such “make-up” clauses gas is bought in 
various quantities as a commodity from the various producers to meet all of 
El Paso’s load of whatever type, whether firm or interruptible, and properly 
should be classed as commodity. 

The Southern California Companies object to the application of the Seaboard * 
formula of classification to El Paso. In Opinion No. 326 we have discussed this 
matter and have concluded that the Seaboard formula is a rule of general appli- 
cation by which the volume of gas sold is required to pay part of the capacity 
costs. The Southern California Companies argue that the high load factor 
customers, such as the California customers, make greater use of the capacity 
provided for them and are penalized by requiring them to pay part of the costs 
incurred for the less efficient users of the capacity. However, this conclusion 
assumes the invalidity of the Seaboard formula. We think that the heavy users 
of the facilities should bear a greater share of the capacity costs than the light 
users. Of course, the higher the load factor, the lesser the unit cost to the 
purchaser of gas. The Southern California Companies contend that El Paso’s 
California customers have provided their high load factor through a combina- 
tion of sales to interruptible customers and underground storage, and that if 
costs are improperly placed in the commodity category underground storage 
development will be discouraged, and it will be increasingly difficult to sell 
industrial gas. But we are of the opinion that to treat all customers equitably 
something akin to the Seaboard formula is necessary, and to depart from the 
Seaboard formula is to place a greater burden on the domestic and commercial 
low-load factor customers, who should not have to bear the costs of serving the 
industrial customers unless absolutely necessary to assure the economic feasi- 
bility of the pipeline. While the application of the Seaboard formula may not 
favor the California customers, other aspects of our cost allocation may do so. 
For instance we employed the system-wide method of allocation, because we 


©1131 F.P.C. 43. 
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considered that El Paso operated an integrated system whereas there was some 
basis in the record for allocating costs on the basis of mileage or zones. 

Finally on the classification of costs the Southern California Companies con- 
tend that our method gives an extreme end result in that only 14 percent of El 
Paso’s revenues from its California customers will be represented by the demand 
component of its rates. This is because a very large percentage of the overall 
costs is represented by produced and purchased gas which has been classified as 
a commodity cost. It is also true that in the recent Northern Natural case* and 
the Midwestern case* we permitted initial rates with a greater or less “tilt” 
towards the demand component of the rate, but these were certificate cases 
where it was our great concern to assure that the projects would be economically 
feasible so as to bring gas to the areas involved. 

The Southern California Companies contend that the Commission erred in 
adopting the system peak period of February 8-10, 1956, for allocating El Paso’s 
demand costs. They say we overlooked the fact that the California customers 
are restricted by contract to the maximum gas they can demand and indicate 
that the period chosen was not one of severe demand on the system when the 
firm customers were reduced to their contract rights. They say, for instance, 
the California customers were cut back sharply to their contract volumes during 
the February 1-3, 1956 period. 

As we stated in Opinion No. 326, we chose the February 8-10, 1956 period 
because it represented the highest demand on El Paso’s entire system for the 
1955-1956 heating season. The fact that the California customers were per- 
mitted to exceed their contract volume during this period is immaterial. What is 
significant as an equitable basis for allocating demand costs is the amount of 
gas each customer takes when the whole system is making maximum deliveries. 
This will determine the responsibility most clearly for El Paso’s installed facili- 
ties as they are represented by demand costs. In our view it is also immaterial 
that increased deliveries during the February 8-10 period were the result of an 
order allowing revised tariff sheets and service agreements to take effect’ or 
that the peak may have reflected compressor station capacity put in service in 
December of 1955. The customers were making use of El Paso’s facilities in 
proportion to their actual takes of gas during the peak period. 

P.G. & E. objects likewise to the use of the Seaboard formula and the peak 
period selected as necessarily improper because it attributes a load factor to 
the California deliveries of 91.8 percent whereas such deliveries were at a load 
factor of nearly 100 percent during the test year. Since as we have previously 
indicated this case was tried on the basis of establishing rates prospectively, it 
was necessary to go beyond the test year to reach the system peak for the winter 
heating season so as to arrive at rates representative of actual conditions just 
as we went beyond the test year to take into account certain wage increases. 

The New Mexico Commission, the impact of whose contentions are opposed to 
those of the California Companies, argues that the Commission erred in con- 
cluding that El Paso’s system is an integrated one and that the system-wide 
method of allocating costs is appropriate. As we indicated in our discussion in 
Opinion No. 326 the fact that the gas flows generally from East to West would 
not prevent the system being treated as an integrated one. Gas can be supplied 
to the California customers from either the Northern or Southern Divisions of 






































T Northern Natural Gas Co., 22 F.P.C. 164, Opinion No. 324, July 31, 1959. 
8 Midwestern Gas Transmission Co., 21 F.P.C. 653, Opinion No. 320, May 12, 1959. 
®° Rl Paso Natural Gas Company, Docket Nos. G—2018, G-4769, G—8940, issued February 
10, 1956. 
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Bl Paso’s system. While the flow of gas under the present method of operation 
may always be Northwest on the Plains-Gallup line connecting the Southern 
Division with the Northern Division, the supply of gas available on the Southern 
Division from the Permian Basin is supplemented by the gas available to the 
Northern Division from the San Juan Basin, for less gas will have to flow 
Northwest on the Plains-Gallup cross-over line because of the San Juan de- 
liveries. Thus each division of El Paso’s system is used to supplement and 
support the service rendered by the other. 

In view of the controversies here involved and El Paso’s announced intention 
to seek review of our opinion and order, in response to El Paso’s motion we 
shall grant a stay until after the time for filing petitions for review has expired. 
This will give El Paso opportunity to obtain a further stay, if it so desires, from 
the appropriate court. 


The Commission further finds: 


The assignments of error and grounds for rehearing contained in the applica- 
tions for rehearing filed herein by El Paso, P.G. & E., the California Commis- 
sion, the Southern California Companies, and the New Mexico Commission set 
forth no new facts or principles of law which were not fully considered by the 
Commission when it adopted Opinion No. 326, issued August 10, 1959, or which 
having now been considered warrant any change or modification of said 
opinion. 


The Commission orders: 


(A) The applications for rehearing referred to above are hereby denied. 

(B) The times for complying with the several provisions of our order of 
August 10, 1959, shall be extended from the date of issuance of this order deny- 
ing rehearing as follows: 70 days for the refund required by paragraph (C), 
85 days for the report required by paragraph (D), 70 days for the submission 
of the plan of refund required by paragraph (E), and 70 days for the filing of 
the journal entries required by paragraphs (G) and (H). 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


JOHN W. MECOM D/B/A MECOM PETROLEUM, DOCKET NO. G-10357 


ORDER DENYING PETITION 





FOR RECONSIDERATION AND ALTERNATIVE PETITION TO 
INTERVENE 


(Issued October 8, 1959) 


On September 22, 1959, United Gas Improvement Company (UGI) filed a 
petition herein for reconsideration of the Secretary’s rejection on August 25, 
1959, of exceptions filed by UGI to the decision of the presiding examiner herein. 
Alternatively, UGI petitions for leave to intervene in this proceeding if its peti- 
tion for reconsideration is denied. On October 2, 1959, Mecom filed an answer 
in opposition to the UGI petition. 

By order issued September 11, 1956, in Docket No. G—8921, et al., UGI was 
granted intervention in certain designated dockets then consolidated for hear- 
ing. By order issued February 26, 1957, in Docket No. G—8921, e¢ al., certain 
of the previously consolidated proceedings were severed therefrom, and addi- 
tional proceedings, including Docket No. G—10357, were consolidated with Docket 
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No. G-8921, et al., for hearing. UGI filed no additional petition for interven- 
tion and entered an appearance in the hearing in the consolidated proceeding 
in Docket No. G-8921, et al. Pursuant to motion by Mecom, by order issued 
June 12, 1958, the Commission severed this proceeding from the consolidated 
proceedings and established briefing dates. No party to the consolidated pro- 
ceedings objected to the severance and UGI did not file a brief to the presiding 
examiner.’ The tendered exceptions to the decision of the presiding examiner 
were rejected by the Secretary on the basis that UGI was not a party to this 
proceeding and had no standing to file exceptions. 

We are of the opinion that the action of the Secretary was correct. Inter- 
vention was granted petitioner in specified proceedings upon the basis of its 
petition therefor. Subsequent consolidation of other proceedings with those 
in which intervention was granted does not carry with the consolidation the 
right of intervention in all such consolidated proceedings. UGI not having 
petitioned for or been granted intervention in this proceeding, it had no right 
to participate therein upon severance. 

There are no extraordinary circumstances which would justify the grant of 
intervention when the proceedings are before the Commission on exceptions to 
the decision of the presiding examiner. 


The Commission finds: 


(1) The petition for reconsideration sets forth no facts or principles of law 
which would justify reversal of the Secretary’s action in rejecting the tendered 
exceptions to the decision of the presiding examiner herein. 

(2) Good cause has not been shown for permitting United Gas Improve- 
ment Company to intervene in this proceeding after the completion of hear- 
ings and the decision of the presiding examiner. 


The Commission orders: 
(A) The petition for reconsideration of the Secretary’s rejection of tendered 
exceptions to the decision of the presiding examiner herein is denied. 


(B) The petition to intervene in this proceeding filed by United Gas Improve- 
ment Company is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 





SUSPENDED RATES OF INDEPENDENT PRODUCERS—PROCEDURES 


TO MAKE EFFECTIVE AT END OF SUSPENSION PERIOD, DOCKE1 
NO. R-179 


ORDER NO. 215 


PRESCRIBING A NEW SECTION 154.102 TO THE REGULATIONS UNDER THE NATURAL 


GAS ACT 
(Issued October 9, 1959) * 


The Commission has before it for consideration the amendment of Part 154, 
Rate Schedules and Tariffs, of Subchapter E, Regulations Under the Natural 


1 Although the appearance of counsel for UGI was noted on the record in these cou- 
solidated proceedings, it was not actively represented in the hearing. 


*Published in Federal Register, October 15, 1959 (24 F.R. 8873). 
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Gas Act, Chapter I of Title 18, Code of Federal Regulations, by the prescription 
of a new § 154.102 and the redesignation of the existing § 154.102 as § 154.103. 

The new regulation is designed to establish, by a rule applicable to all inde- 
pendent producers of natural gas whose filings of proposed changes in rates have 
been suspended, a procedure whereby such filings may be made effective at the 
expiration of the suspension period. The rule would, in effect, impose by gen- 
eral order the same requirements with respect to making such rate filings ef- 
fective as are now required by individual orders applicable only to the particular 
rate suspension involved. 

Section 4(e) of the Natural Gas Act which authorizes the Commission to 
suspend the operation of proposed changes in rates for a period not to exceed 
5 months pending a hearing on the lawfulness of the proposed changes, further 
provides, in part, that— 


If the proceeding [on the lawfulness of the proposed changes] has not 
been concluded and an order made at the expiration of the suspension 
period, on motion of the natural gas company making the filing, the pro- 
posed change of rate, charge, classification, or service shall go into effect. 
Where increased rates or charges are thus made effective, the Commission 
may, by order, require the natural gas company to furnish a bond, to be 
approved by the Commission, to refund any amounts ordered by the Com- 
mission, to keep accurate accounts in detail of all amounts received by 
reason of such increase, specifying by whom and in whose behalf such 
amounts were paid, and, upon completion of the hearing and decision, may 
order such natural gas company to refund, with interest, the portion of 
such increased rates or charges by its decision found not justified * * * 


The Commission finds: 


(1) Although the amendment herein prescribed may be interpreted as a sub- 
stantive rule under the provisions of section 4(a) of the Administrative Pro- 
cedure Act, prior notice thereof is unnecessary in view of the limited class of 
proceedings to which it is applicable and the fact that it imposes no burden 
upon the persons affected thereby that is not already being imposed upon them 
by individual Commission order in every case in which a motion is made pur- 
suant to section 4(e) of the Natural Gas Act to put a suspended schedule into 
effect at the expiration of the period of suspension. 

(2) The amendments herein adopted are necessary and appropriate to carry 
out the provisions of the Natural Gas Act. 

The Commission, acting pursuant to the authority granted by the Natural Gas 
Act, particularly sections 4 and 16 thereof (52 Stat. 822, 830; 15 U.S.C. 717e, 
7170), orders: 

(A) Part 154, entitled “Rate Schedules and Tariffs,” of Subchapter BE, Regu- 
lations Under the Natural Gas Act, Chapter I of Title 18 of the Code of Federal 
Regulations, is amended as follows: 

1. Add a new § 154.102 to read: 

§ 154.102 Suspended changes in rate schedules; motions to make effective at 
end of period of suspension; procedure. (a) If a rate suspension proceeding 
initiated under section 4(e) of the Natural Gas Act has not been concluded and 
an order made at the expiration of the suspension period, the proposed change 
of rate, charge, classification, or service shall go into effect on motion of the 
independent producer proposing the change, effective as of a date not earlier 
than the date of receipt of such motion by the Commission or the expiration of 
the suspension period, whichever is later. The Secretary, upon receipt of such 
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a motion, shall, if the motion is legally adequate for the purpose, notify the 
movant that the proposed change can be made effective as provided in this 
section: Provided, That the Secretary shall refer to the Commission any motion 
requesting that a change in rate, charge, classification, or service be made 
effective, if in his judgment the motion should receive the specific attention of 
the Commission ; 

(b) Unless otherwise ordered by the Commission, increased rates or charges 
shall not be collected pursuant to subsection (a) hereof until there be filed by 
the independent producer a bond or agreement and undertaking, to be approved 
by the Secretary, to comply with the provisions of subsection (c) hereof. 

(c) The independent producer shall be obligated to refund at such times and 
in such amounts to the persons entitled thereto, and in such manner as may be 
required by final order of the Commission, the portion of any increased 
rate found by the Commission in that proceeding not justified, to- 
gether with interest thereon at the rate of 6 percent per annum from the date 
of payment to the producer until refunded ; to bear all costs of any such refund- 
ing; to keep accurate accounts in detail of all amounts received by reason of the 
increased rates or charges effective as provided in the order, for each billing 
period, specifying by whom and in whose behalf such amounts were paid; and 
to report in writing and under oath to the Commission monthly, or quarterly if 
he so elects and so notifies the Commission within thirty days from the date the 
Secretary notifies the producer that the increased rates may be effective, for 
each billing period, and for each purchaser the billing determinants of natural 
gas sales to such purchasers and the revenues resulting therefrom, as computed 
under the rates in effect immediately prior to the effective date of the change, 
and under the rates allowed to become effective, together with the differences 
in the revenues so computed ; 

(d) If the producer, acting in conformity with the terms and conditions of 
his bond or agreement and undertaking, makes the refunds as may be required 
by order of the Commission, the bond or undertaking shall be discharged; 
otherwise it shall remain in full force and effect ; 

(e) The bond or undertaking and agreement required by subsection (b), 
hereof, may be filed concurrently with the motion to make the increased rates 
effective. If with his motion the producer has not filed a satisfactory bond 
or undertaking and agreement granting of the motion shall be conditioned upon 
the filing of such a bond or undertaking and agreement (whichever is appro- 
priate) within 15 days from the date of the notification by the Secretary provided 
for in subsection (a). 

2. Existing § 154.102 is hereby redesignated as § 154.103 and in that section 
change “154.101” to read “154.102.” 

(B) Since, because of its nature and the facts set out in finding paragraph (1), 
above, these amendments are within the exception of section 4(c) of the 
Administrative Procedure Act, they shall be effective on the issuance of this order. 

(C) The Secretary shall cause prompt publication of this order to be made 
in the Federal Register. 
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Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck, 
William R. Connole and Arthur Kline. 


THE MARION-RESERVE POWER COMPANY, DOCKET NO. IT-5607 
ORDER TERMINATING ORDER TO SHOW CAUSE 


(Issued October 12, 1959) 


On April 16, 1940, the Commission ordered The Marion-Reserve Power Com- 
pany (Marion-Reserve) to show cause why it had failed to comply with Electric 
Plant Accounts Instruction 2—D of the Commission’s Uniform System of Accounts 
and with the Commission’s order issued May 11, 1937, relating to the filing 
and reclassification and original cost studies of electric plant. 

On May 17, 1940, Marion-Reserve filed its response to the Commission's afore- 
mentioned show cause order in which it denied Commission jurisdiction. No 
hearings were held and no decision was reached in the matter. 

Effective as of May 31, 1945, the company sold a portion of its electric utility 
properties (Western Division) to the Dayton Power & Light Company and, on or 
about June 5, 1946, sold the remainder of its electric utility properties to the 
Ohio Public Service Company. Thereafter, Marion-Reserve ceased to engage in 
utility business. 

In view of the foregoing, it appears that the order to show cause, issued in 
this docket on April 16, 1940, should be terminated. 


The Commission orders: 


The order to show cause issued April 16, 1940, in Docket No. IT-5607, against 
Marion-Reserve be and the same is hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


OHIO PUBLIC SERVICE COMPANY, DOCKET NO. IT-5563 
ORDER TERMINATING ORDER TO SHOW CAUSE 


(Issued October 12, 1959) 


On July 14, 1939, the Commission ordered Ohio Public Service Company to 
show cause why it had failed to comply with Blectric Plant Accounts Instruc- 
tion 2-D of the Commission’s Uniform System of Accounts and with the Com- 
mission’s order of May 11, 1937, relating to the filing and reclassification and 
original cost studies of electric plant. 

Hearings were subsequently held but no decision was reached before the re- 
spondent company was merged into Ohio Edison Company as of May 1, 1950. 
Ohio Edison Company filed with the Commission reclassification and original 
cost data respecting these properties on July 29, 1957, and revisions thereof on 
December 23, 1957. 

By order issued May 9, 1958 (19 FPC 665), the Commission approved the 
accounting disposition of Ohio Edison Company of the amounts in excess of 
original cost included in its plant accounts with respect to properties acquired 
from Ohio Public Service Company. 

In view of the foregoing, it appears that the order to show cause, issued in 
this docket on July 14, 1939, should be terminated. 
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The Commission orders: 


The order to show cause issued July 14, 1989, in Docket No. IT-5563, against 
Ohio Public Service Company be and the same is hereby terminated. 





CENTRAL VERMONT PUBLIC SERVICE CORPORATION, AND VERMONT 
ELECTRIC POWER COMPANY, INC., DOCKET NO. E-6839 


OPINION AND ORDER DENYING APPLICATION TO TRANSFER AND TO LEASE FACILITIES 
(Issued October 12, 1959) * 
Syllabus 





1. Commission must determine whether proposed transaction involving a trans- 
mission line, under Section 203 of the Federal Power Act, is consistent 
with the public interest, irrespective of the conclusion reached by the 
State Commission. P. 675. 

2. Proposed transfer and rental of transmission line not consistent with public 
interest, since rental is inadequate, and public interest does not require 
that ownership of the line be in one company. P. 675. 

8. Defects in transaction involving transmission line must be considered in this 
proceeding, and not deferred to a later proceeding. P. 676. 

4. Commission denies application to transfer and lease facilities, under Section 
208 of the Federal Power Act. 

Commissioner Kline not participating. 

Allien O. Eaton, William D. Nichols and John D. Carbine for Central Vermont 
Public Service Corporation, and Vermont Electric Power Company, Inc. 

Frederick J. Fayette and William C. Wise for Halifax Electric Cooperative, 
Ine., Vermont Electric Cooperative, Inc., and Washington Electric Cooperative, 
Inc. 

Lee E. Emerson and Clarence V. Akley for Village of Lyndonville, Vermont, 
and Village of Barton, Vermont. 

Leonard EHesley and Watt N. Martin for the Staff of the Federal Power Com- 
mission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

This proceeding arose upon the filing of an application by Central Vermont 
Public Service Corporation (Central Vermont), and joinder by Vermont Electric 
Power Company, Inc. (Veleo) seeking an order under Section 203(a) of the 
Federal Power Act authorizing the transfer of 46.1 miles of 115 kv trans- 
mission line, known as the Middlebury-Milton line, from Central Vermont to 
Velco and the lease from Velco to Central Vermont of a portion of the capacity of 
this line and its northern extension to St. Albans. The line is to be used jointly 
by Central Vermont and by Velco as part of its state-wide power grid, which is 
used for the receipt and transmission of energy from the St. Lawrence River 
Power Development. The presiding examiner approved the transaction and 
exceptions were filed by three cooperative interveners, Halifax Blectric Co- 
operative, Inc., Vermont Electric Cooperative, Inc. and Washington Electric 
Cooperative, Inc., and by the staff. Oral argument has been requested by the 
Cooperative Interveners in their exceptions as well as by the applicants in a tele- 
gram dated June 24, 1959. 


*Designated Commission Opinion No, 329. Rehearing denied by order issued December 
10, 1959. 
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The general issue presented to us is whether the proposed transfer of the 
Middlebury-Milton line and the transfer back of part of its capacity through 
the lease arrangement, along with that of the Milton-St. Albans extension, will 
be “consistent with the public interest” within the meaning of Section 203(a) 
ef the Federal Power Act—more specifically (1) whether approval by the 
Vermont Commission is decisive, (2) whether the terms of the transaction itself 
ure consistent with the public interest and (3) whether any defects in the 
agreement between the parties can be remedied in a later rate proceeding. In 
accordance with our discussion below our answer to these questions is in the 
negative, and we therefore conclude that the application should be denied. 

Central Vermont is the largest publie utility in the State of Vermont and is 
engaged in the generation, purchase, transmission, distribution, and sale of 
electric energy. The Middlebury-Milton 115 kv line, involved in the present 
application, connects the Northern and Southern Divisions of its Central System. 

Velco was organized previously for the purpose of constructing and operating 
transmission and other facilities for the purpose of receiving and delivering 
power from the St. Lawrence River Development. Since the State of Vermont 
desired to obtain a portion of the St. Lawrence power, the Vermont Public 
Service Commission entered into a contract with the Power Authority of the 
State of New York for the purchase by the State of 100,000 kw of St. Lawrence 
power. In order to provide facilities for the transmission and delivery of the 
St. Lawrence power Velco was organized with a majority of the stock held by 
Central Vermont and the remainder by Green Mountain Power Corporation and 
by Citizens Utilities Company. The State of Vermont entered into a contract 
with Velco and the Public Service Commission approved its proposed facilities 
including the acquisition of the Middlebury-Milton line from Central Vermont. 

The Middlebury-Milton line extends 33.8 miles north from Middlebury, Ver- 
mont to Essex, Vermont and thence north 12.3 miles to Milton, Vermont. The 
line continues north 12 miles to St. Albans and beyond. On August 12, 1958, Cen- 
tral Vermont and Velco entered into an agreement by which the Middlebury- 
Milton line would be transferred to Velco for a consideration of $712,994.36 
representing the net investment in the line. The agreement was conditioned on 
the execution of a joint-use agreement. The latter agreement, as yet unexecuted, 
provides that Velco grants to Central Vermont the right to use jointly the Mid- 
dlebury-Milton and the Milton-St. Albans transmission lines and the substations 
at Middlebury and St. Albans to transmit up to 10,000 kilovolt amperes of Central 
Vermont’s power. Under the terms of this agreement Central Vermont would 
pay Velco a monthly rental of $3,204 or $38,448 per year, for the use of the Middle- 
bury-Milton-St. Albans line and the substations. The intervening Cooperatives 
contend that the rental to be paid by Central Vermont is insufficient and that the 
transaction is otherwise inequitable. The Cooperatives undoubtedly have a 
proper interest in the transaction, for the amount of rental paid by Central 
Vermont will affect the cost of the St. Lawrence power to all users. 

When deliveries of St. Lawrence power were first made September 1, 1958, 
Velco’s system had been substantially completed except for the acquisition of the 
Middlebury-Milton line, but Velco has been utilizing it since that time without 
compensation to Central Vermont. 

After intervention by the three Cooperatives and the Municipalities of Barton 
snd Lyndonville, Vermont, an eight day hearing was held beginning January 
5, 1959; briefs were exchanged; and the presiding examiner issued his decision 
on May 14, 1959. In his decision the presiding examiner concluded that the 
proposed transaction was consistent with the public interest under Section 
203(a) of the Federal Power Act and should be approved. His decision rested 
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upon his belief that the approval of the Vermont Commission establishes, in 
and of itself, that the proposed transaction would be consistent with the public 
interest, that it was in the public interest that the power grid for the transmis- 
sion of St. Lawrence power and other power should be under the ownership of 
Velco, and that if the rental to be paid by Central Vermont were not reasonable, 
it could be remedied in a later decision. 

a. The approval of the Vermont Commission.—In support of his conclusion 
as to the decisive effect of approval by the Vermont Commission the presiding 
examiner refers to the Vermont law as making that Commission a planning 
agency, which in fact had arranged for the purchase of St. Lawrence power, 
and had a contractual right to approve Velco’s facilities. On the other hand, 
according to the presiding examiner, the Federal Power Commission, while 
having some jurisdiction with respect to the proposed transfer under Sec- 
tion 208(a) of the Act had no jurisdiction with respect to the decision of 
the State in purchasing the St. Lawrence power or the manner of its dis- 
tribution. The presiding examiner says the Federal Power Act leaves pub- 
lic utilities free to construct whatever transmission lines and establish whatever 
interconnections they deem best. 

Both the Cooperatives and staff counsel vigorously except to the presiding 
examiner’s interpretation of Section 203(a) of the Act and assert that the 
Federal Power Commission’s authority is paramount and that to permit 
the State Commission to render the controlling decision would defeat the 
purpose of Section 203. While we agree with the presiding examiner 
that this Commission has no jurisdiction over the State of Vermont and 
its agencies, and that our jurisdiction does not extend to the State’s decision 
and action in purchasing St. Lawrence power, we do not agree with him 
that the assembly of a grid by private power companies involving the trans- 
fer of facilities subject to the Commission’s jurisdiction for the transmission 
and delivery of out-of-State power is not our concern nor that the Vermont 
Commission’s action in approving the transaction with respect to the Middle- 
bury-Milton line is conclusive as to the public interest under Section 203. We 
agree with the staff that the legislative history of the section shows that it was 
the intention of Congress that our jurisdiction under it was not to be controlled 
by the exercise of State jurisdiction. 

As the staff points out in its exceptions, Section 203 is contained in Part 
II of the Federal Power Act which was included in the Public Utility Act 
vf 1935. Section 203, according to the Senate Committee Report complements 
the regulation of the holding companies and furnishes an essential check 
upon the development of the industry along uneconomic lines.” The importance 
of this type of regulation is emphasized by a statement by one of the framers 
of the Power Act that if a choice were to be made between control of the 
wholesale rates and other provisions, it would have been very much in the 
public interest to drop the regulation of rates and retain the other provi- 
sions. The predominant effect of the Power Act, including Section 203 is 
brought out by the minority view appearing in the Senate Report that there 
“is almost complete displacement of State jurisdiction over electric utilities.” ? 
In this connection it should be noted that Section 204, which provides for the 
regulation of the issuance of securities, contains a specific subsection (f) pro- 
viding that the section shall not extend to a public utility organized and operat- 
ing in a State under the laws of which its security issues are regulated by a 


1§. Rep. No. 621, 74th Cong., 1st Sess., p. 50. 
2S. Rep, No. 621, 74th Cong., Ist Sess., Minority Views, p. 5. 








FEDERAL POWER COMMISSION 675 


State Commission. There is no such exemption in Section 203. We have no 
difficulty in concluding that whether the proposed transaction is “Consistent 
with the public interest” is a matter for us to decide irrespective of the con- 
clusion reached by the State Commission. Of course, we would take into 
consideration contentions advanced by the State Commission if it had been 
a party, as is not the case here, and we do consider the reasons behind the State 
Commission’s approval of the transaction insofar as the reasons appear in the 
record. 

b. Consistency with the public interest—In support of the proposed trans- 
action the presiding examiner found that the Vermont Commission made a care- 
ful study including the use of a network analyzer, and came to the conclusion, 
with which the examiner agreed, that it was important to the State and the 
consumers to have the transmission grid, which would transmit the St. Lawrence 
power and would form part of the “Northeast Power Pool”, in the hands of one 
company, Velco. Furthermore, he found no fault with the arrangement by which 
Central Vermont would pay for its right to transmit 10,000 kva of power over 
the Middlebury-Milton-St. Albans line upon payment of the $3,204 monthly, or 
$38,448 annual rental. 

However, we differ with the conclusions reached by the presiding examiner in 
two very important respects. First, as to the adequacy of the monthly rental to 
be paid by Central Vermont to Veleo and, secondly, as to the importance of 
having the ownership of the transmission grid in the hands of one company. 

The proposed monthly rental represents 12 percent per annum of 23.26 percent 
of the sum of the consideration paid by Velco for the Middlebury-Milton line, 
the estimated final acquisition and construction costs of the 115 kv transmis- 
sion line from Milton to St. Albans, and of the substations at St. Albans and 
Middlebury, altogether aggregating $1,377,400. The parties agreed that the 12 
percent per year was sufficient to cover the monthly operating and maintenance 
expenses of these facilities, amortization of debt and depreciation, taxes, and 
cost of money. The 23.26 percent is a figure derived by dividing 10,000 kva, 
the amount of the capacity reservation, by 43,000 kva, the alleged capacity of the 
line itself. The remaining 76.74 percent of the annual costs connected with the 
line would be paid by Velco. 

Our difficulty with this arrangement is the same as that of the staff. While 
the Middlebury-St. Albans line is said to have a capacity of 43,000 kva, its 
capacity is in effect limited by the capacity of the substations. The substation 
at Middlebury has a capacity of but 20,000 kva,® while that at St. Albans has a 
capacity of only 25,000 kva. The reserved capacity is thus 50 percent of the 
Middlebury substation and 40 percent of the St. Albans substation. Therefore a 
rental payment based on but 23.26 percent of the capacity would not be com- 
pensatory and is inequitable; it should be based on at least 40 to 50 percent of 
the effective capacity of the facilities. 

The presiding examiner states that the evidence indicates that loads will in- 
crease within a relatively short period of time to a point where it will be neces- 
sary to remove the present limitations on the capacity of the line. The record 
shows no definite program or plans for enlarging the capacity of the substations. 
The limitations on the capacity of the line are presently existent and must be 
considered by us rather than a state of facts in the indefinite future. 

Secondly, we differ with the presiding examiner in his finding that ownership 


*Furthermore, Central Vermont’s subtransmission lines south of Middlebury have a 
capacity of only 12,000 kva and this would further limit the capacity of the Middlebury- 
Essex part of the line unless it could be assumed that Central Vermont would build 
additional facilities. 
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of the Middlebury-Milton line as a part of the Velco grid is desirable for pur- 
poses of efficient management and over-all operation and for the purpose of in- 
suring to the State of Vermont control over the grid. The evidence shows that 
as far as functioning electrically is concerned the line could be operated just as 
well if it were owned by Central Vermont as if it were owned by Velco. In fact, 
as already stated, it has been operated that way for the transmission of St. 
Lawrence power from the time such power became available in September of 
1958. The question has been raised in the testimony as to whether from a 
managerial or corporate standpoint the line could be owned by Central Vermont 
and operated as part of the Velco grid. The record does not show that any man- 
agerial difficulties would arise in this case because Velco is a subsidiary of Centra) 
Vermont and both corporations have a common president. The testimony here 
shows and we know as a matter of experience that portions of other power 
grids are owned by different corporations. As for State control, to the extent 
Vermont has jurisdiction over the distribution of the power, we see no reason 
why it cannot assert its control over two affiliated corporations as over one 
corporation. We therefore conclude that there will be no injury to the public 
interest in Central Vermont’s retaining the ownership of the Middlebury-Milton 
line. 

Largely on the basis of network analyzer studies, the Cooperative Interveners 
in their brief and exceptions have contended that the line would not be useful 
for the transmission of the St. Lawrence power. They also emphasize that the 
transfer of the line would add greater fixed costs to Velco’s transmission system 
than if Central Vermont retained ownership. The record indicates that Velco’s 
costs would, indeed, be greater if the line were transferred. However, the figures 
also indicate that if Velco received a rent for the capacity reserved by Central 
Vermont more commensurate with the effective capacity of the line and the sub- 
stations, Velco’s costs would be in the neighborhood of what they would be if the 
line were not transferred and Velco paid Central Vermont a rental for the use 
of the line. Therefore, if the rental paid by Central Vermont were adequate and 
equitable, it would not appear that the transaction would be inconsistent with 
the public interest even if the usefulness of the line for the transmission of St. 
Lawrence power were confined to the remaining capacity. 

ce. Whether defects in the proposed transaction can be remedied in a later rate 
proceeding.—The presiding examiner has stated that in view of the fact that 
the joint-use agreement and the rate charged thereunder, as well as the Velco 
rate for transmission service performed for the State of Vermont, are to be 
embodied in filed tariffs which must yield to the Commission’s continuing juris- 
diction, there is no necessity for further considering the claims and counter. 
claims with respect thereto. The presiding examiner thus does not consider it 
necessary in determining whether the proposed transaction is consistent with the 
public interest to appraise the adequacy of the rental charge. In our opinion 
the presiding examiner is in error in his respect. If Velco would not receive 
sufficient compensation for the use of its facilities by Central Vermont, that is 
a factor that must be considered in determining whether the transaction is 
consistent with the public interest under the provisions of Section 208 of the 
Federal Power Act. 

The charge would be the subject of a rate filing under Section 205 of the 
Federal Power Act, but being an initial rate would not be suspendible. It might 
be subject to investigation under Section 206, but meanwhile would be in effect. 
The situation is analogous to that in the Catco case* where the Supreme Court 


4 Atlantic Refining Co. v. P.S8.C., 360 U.S. 378. 
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held that in granting a certificate of public convenience and necessity under 
Section 7 of the Natural Gas Act, the Commission must carefully consider the 
proposed initial price involved. 

Concluding, we agree with the Cooperative Interveners and our staff that the 
allocation of costs in the proposed joint-use agreement is inequitable and un- 
reasonable, particularly in view of the fact that the agreement was not nego- 
tiated at arm’s length, so that approval under Section 203 is not justified. How- 
ever, should the applicants desire to propose the same transaction or a different 
transaction with the inequities removed, they are free, of course, to file an 
amended or a new application with this Commission. 

Because the briefs filed before the presiding examiner and the exceptions thor- 
oughly discuss the questions presented there does not appear to be any need for 
oral argument. 


The Commission further finds: 


(1) Central Vermont, a Vermont corporation, owns and operates (a) facilities, 
among others, for the transmission and sale at wholesale for resale of electric 
energy which is transmitted between the States of New Hampshire and Vermont, 
and is consumed outside the State in which it is generated, and (b) facilities 
for the transmission of electric energy which is transmitted between the States 
of New York and Vermont and is consumed outside the State in which it is 
generated. All of these facilities are in addition to and do not include facilities 
used for the generation of electric energy or facilities used in local distribution 
or only for the transmission of electric energy in intrastate commerce, or facili- 
ties for the transmission of electric energy consumed wholly by the transmitter. 
Central Vermont, is, therefore, a public utility within the meaning of that term 
as used in Section 201 of the Federal Power Act. 

(2) Veleco, a Vermont Corporation, owns and operates facilities for the trans- 
mission of electric energy which is transmitted between the States of New York 
and Vermont and is consumed outside the State in which it is generated, all of 
which facilities are in addition to and do not include facilities used for the 
generation of electric energy or facilities used in local distribution or only for 
the transmission of electric energy in intrastate commerce, or facilities for the 
transmission of electric energy consumed wholly by the transmitter. Velco is, 
therefore, a public utility within the meaning of that term as used in Section 201 
of the Federal Power Act. 

(3) By its proposed sale to Velco of the Milton-Middlebury transmission line, 
Central Vermont would dispose of a part of its facilities subject to the jurisdic- 
tion of the Commission, having a value in excess of $50,000; and Velco would 
merge or consolidate its facilities subject to the jurisdiction of the Commission 
with a portion of those of Central Vermont, another person within the meaning 
and subject to the requirements of Section 203 of the Act. 

(4) By the proposed lease from Velco to Central Vermont of the right to use 
jointly the Middlebury-Milton-St. Albans transmission line, together with the 
substations at Middlebury and St. Albans, Velco, pursuant to the terms of the 
proposed joint-use agreement, would by lease dispose of a part of its facilities 
subject to the jurisdiction of the Commission, having a value in excess of 
$50,000; and Central Vermont would, directly or indirectly, merge or consoli- 
date its facilities subject to the jurisdiction of the Commission with a portion 
of the facilities of Velco, another person within the meaning and subject to the 
requirements of Section 203 of the Act. 

(5) The proposed sale of the Milton-Middlebury transmission line by Central 
Vermont to Velco, and the leasing by Velco to Central Vermont of the right to 
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use jointly the Middlebury-Milton-St. Albans transmission line, along with the 


substations at Middlebury and St. Albans, will not be consistent with the public 
interest. 


The Commission orders: 


(A) Approval of the proposed sale by Central Vermont of the Milton-Middle- 
bury line to Velco for a consideration of $712,994.36 and the right of Central 
Vermont to use jointly with Velco the Middlebury-Milton-St. Albans transmis- 
sion line, together with the substations at Middlebury and St. Albans, upon the 
terms and conditions set forth in the joint-use agreement, are hereby denied. 

(B) The requests for oral argument are hereby denied. 
(C) Exceptions not expressly granted are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-17485, G-—17486 
AND G-17874; PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. 
G-17487 ; IRON RANGES NATURAL GAS COMPANY, DOCKET NO. G-17626 ; 

EL PASO NATURAL GAS COMPANY, DOCKET NO. G-17854; PHILLIPS 

PETROLEUM COMPANY, DOCKET NO. G-18113 


ORDER CLARIFYING OPINION NO. 324 ISSUED JULY 31, 1959 
(Issued October 12, 1959) 


Minneapolis Gas Company, an intervenor in the above-entitled proceedings, has 
filed a motion on September 21, 1959, requesting that the Commission issue an 
order clarifying its Opinion No. 324 issued July 31, 1959, 22 FPC 164, so as to 
make clear that the public convenience and necessity requires the company to 
contribute the sum of $141,000 to Northern Natural Gas Company because of 
Northern’s being required to deliver natural gas to Minneapolis Gas at a new town 
border station as provided in the opinion. 

Minneapolis Gas recites that before the commencement of the hearings it had 
held meetings with Northern at which it had been determined that the cost to 
Northern to make the delivery of gas at the new town border station, as re- 
quested by Minneapolis Gas, would be $704,000 because it would be necessary to 
enlarge Northern’s proposed lateral serving Elk River, and Coon Rapids, Minne- 
sota, and to build a new town border station. It was agreed that in the event 
the proposed new service was ordered by the Commission and the enlarged fa- 
cilities were built by Northern, Minneapolis Gas would reimburse Northern in 
the amount of $141,000 of which $81,000 would represent the estimated cost of 
the new town border station and $60,000 would be a contribution toward the cost 
of increasing the diameter of the pipe on the Coon Rapids lateral. The record 
shows that without the new delivery point Minneapolis Gas would be compelled 
to enlarge its own facilities within the City of Minneapolis. 

In our Opinion No. 324 we provided that Northern should construct the neces- 
sary facilities and deliver gas to Minneapolis gas at the proposed additional town 
border station at the Zone 3 rates. The opinion listed the lateral serving Elk 
River and Coon Rapids as not being required to make any contributions to meet 
branch line or metering station costs. We did not think it necessary to provide 
for the special contribution by Minneapolis Gas, for this had been agreed upon 
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between the parties. However, in view of the question that has arisen, we be- 
lieve that a clarification of our order desirable. Since Northern would have to 
build a metering station and enlarge its facilities for the purpose of effecting a 
new delivery to Minneapolis Gas, we are of the opinion that the public conven- 
ience and necessity require that Minneapolis Gas make the proposed contribution 
to defray the cost of the metering station and a portion of the expenses of 
enlarging the lateral. 

The Commission orders: 

Paragraph (D) (vii) of our order issued July 31, 1959, is hereby amended to 
read as follows: 

Northern shall construct the necessary facilities and deliver gas to Minne- 
apolis Gas at the proposed additional town border station at the Zone 3 rates pro- 
viding that Minneapolis Gas makes a contribution of $141,000 toward the con- 
struction of the metering station and the enlargement of Northern’s facilities on 
the lateral serving such town border station. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NOS. G—2374, 
G-16187; CITIES SERVICE GAS COMPANY, DOCKET G-—10956 


ORDER MODIFYING DECISION OF PRESIDING EXAMINER AND ADOPTING DECISION AS 80 
MODIFIED 


(Issued October 12, 1959) * 
Syllabus 


1. Partial abandonment of natural gas exchange agreement allowed, since de- 
livery by Panhandle to Cities Service of excess volumes has become burden- 
some and not in the public interest. P. 681. 

2. Commission issues and denies certificates of public convenience and necessity 
under Section 7 of the Natural Gas Act to applicants. 

Commissioner Hussey not participating. 
Raymond N. Shibley, Jeff A. Robertson, G. R. Redding for Panhandle Eastern 

Pipe Line Company. 

Conrad C. Mount, O. R. Stites, Robert N. Berry, Robert R. McCracken for 

Cities Service Gas Company. 

Glenn D. Evans, and Thomas J. Downey for Missouri Public Service Commis- 
sion. 
Benjamin N. Powers, Charles S. Rhyne and J. Parker Connor for the City of 

Kansas City, Missouri. 

Jerry T. Duggan, Charles E. McGee, Francis H. Caskin and R. E. Christiansen 
for the Gas Service Company. 

Agnes Mae Wilson for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 

William R. Connole and Arthur Kline. 

These proceedings are before us upon exceptions to the initial decision of the 

presiding examiner issued herein on January 23, 1959. 

In Docket No. G—2374 Panhandle Eastern Pipe Line Company (Panhandle) 
seeks permission and approval under the provisions of Section 7(b) of the 

Natural Gas Act for the abandonment and discontinuance of the exchange of 


*Initial decision appears on p. 685. Rehearing denied by order issued December 2, 1959. 
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natural gas by and between Panhandle and Cities Service Gas Company (Cities 
Service) which is being made under a letter agreement dated February 18, 1947, 
and amended by a letter agreement dated November 21, 1949. The provisions of 
the agreement and the facts relating to notice of their termination are cor- 
rectly set forth in the examiner’s decision and will not be repeated here. 

Under the Commission’s order of June 7, 1955, in Panhandle Eastern Pipe 
Line Co., et al., 14 FPC 488, Docket Nos. G—1116, et al., Panhandle has an obliga- 
tion to deliver 23,629 Mcf of natural gas per day to Gas Service Company (Gas 
Service) from its Louisburg lateral (sometimes referred to as the Liberty 
lateral). The evidence shows that the sustainable capacity of the Louisburg 
lateral to points of delivery to Gas Service is 15,400 Mcf per day. This amount is 
supplied by Panhandle from its own main line system. The remainder of 8,229 
Mcf needed to meet the 23,629 Mcf per day is supplied to Panhandle by Cities 
Service under the exchange agreement at the Bannister connection in Jackson 
County, Missouri, and is served to Gas Service through a low pressure pipeline 
system owned by Panhandle. 

Panhandle complains that at times the deliveries by Cities Service at the 
Bannister connection for Gas Service have greatly exceeded the 8,229 Mcf 
per day needed by Panhandle to fulfill its obligation to Gas Service. Since the 
exchange agreement requires Panhandle to make main line deliveries to Cities 
Service at the Knobnoster connection with Cities Service’s Carrollton lateral 
in Johnson County, Missouri, to offset deliveries made by Cities Service to 
Panhandle at the Bannister connection and at the Windsor connection of Cities 
Service’s Ottawa-Sedalia lateral with Panhandle’s Windsor lateral also in 
Johnson County, such excess deliveries by Cities Service at the Bannister con- 
nection have the effect of reducing the volumes of gas available on Panhandle’s 
main line system for delivery to its downstream customers. Panhandle states 
that this situation occurs during cold weather when it has difficulty meeting its 
obligations for firm deliveries to these other customers. 

The letter agreement dated November 21, 1949, referred to above, amended 
the earlier exchange agreement to provide for a wintertime exchange of gas at 
the Bannister and Knobnoster connections in addition to the exchange of any 
amounts required in the event of emergency. The letter agreement set forth 
the approximate quantities to be exchanged during the winter of 1949-50 as 


follows, and provided that “increases of ten (10) percent may be made for each 
future winter period” : 






| Average | Maximum 
Month | daily daily 
| 


quantity quantity 
Mef Mef 














October 


1, 000 1, 500 

Sl chadinncnaainintiadinadninncimaensandisabeiunngaipaiteduaeattanamednretan | 2, 000 3, 000 
Ics tts cShcsncsshl centerpoint gt anal nile in aicecitaiaanisinisatieae aR | 3, 000 4, 500 
PINT 2-00. ansceieitahieabSiatennDdamedenntl aemambei etait tbe mat Gabeiica 3, 000 4, 500 
I IR dines Sle eect dk nies htt nema eisai a kloan eakndaa ma aa aede 4, 000 6, 000 
idddscdincbtipadalanntaintitedaleatbinssbaundsgaandlestheh sie hid 3, 000 4, 500 
ipdébbininundscndecedsabdehtonsmenesaradsanéabanvteceehonehengedensmesyeaianadl 2, 000 3, 000 













Cities Service contends that it was and is entitled under this provision to 
annual increases in the volumes to be received in exchange from Panhandle, 
and that the volume to be exchanged during the 1958-59 heating season under 


1 That order provided for the delivery of 15,180 Mcf to Gas Service, 5,540 Mcf to Central 
West Utility Company and 2,909 Mcf to Missouri Power & Light Company. The facilities 
of the latter two companies have since been acquired by Gas Service. 
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the agreement was an estimated total of 13,867 Mcf per day. By 1960-61, Cities 
Service estimates a total exchange of 15,182 Mcf per day. These are maximum 
day deliveries, and include the amounts delivered to Panhandle at the Windsor 
connection on Cities Service’s Ottawa Sedalia lateral in Johnson County, 
Missouri, for service on the Windsor lateral, as well as deliveries to Panhandle 
at the Bannister connection. 

The subject of the capacity of the Panhandle system has been before us in a 
number of cases in recent years; and apart from the volumes of gas released 
for other customers by the Commission’s Opinion No. 319 and accompanying 
order dated December 19, 1958, in American Louisiana Pipe Line Co., et al., 
Docket Nos. G—10396, et al., 20 FPC 851, permitting Panhandle to abandon the 
delivery of 127,000 Mcf per day to Michigan Consolidated Gas Company, there 
is little capacity remaining unallocated.2 The record supports Panhandle’s 
contention that the exchange of increasing volumes of gas with Cities Service has 
become burdensome, and the Commission is of the opinion that the continued 
exchange of these excess volumes is not in the public interest. If Panhandle 
were required to deliver to Cities Service the volumes of gas which Cities Service 
claims is entitled to receive under the exchange agreement, it does not appear 
that Panhandle would be able to meet the requirements of its customers who are 
wholly dependent upon it for their gas supplies. The public convenience and 
necessity permit the abandonment and discontinuance of the exchange of gas 
between Panhandle and Cities Service in excess ef 8,229 Mcf per day at the 
Bannister connection needed by Panhandle to meet its existing obligation to 
Gas Service fixed by the Commission’s order of June 7, 1955, and 2,000 Mcf per 
day * at the Windsor connection needed by Panhandle for service through its 
Windsor lateral to the town of Windsor. 

The presiding examiner, however, by his decision would permit the complete 
termination of the exchange agreement. We cannot concur with this. The 
record does not support his finding that there will be no abandonment or discon- 
tinuance of service to any ultimate customer by reason of such complete 
termination, that the consuming public will continue to receive the same 
quantities of gas, if not more, after such termination, and that complete termina- 
tion is required by the public convenience and necessity. It is not at all clear 
from the record that Cities Service could directly serve Gas Service with the 
8,229 Mcf per day now served by Panhandle with gas received from Cities Service 
under the exchange agreement without the construction of additional facilities ; 
nor is there evidence that Cities Service is willing and able to construct such 
additional facilities as may be required to render such service. Furthermore, 
it is doubtful that Cities Service could meet all of the demands for gas on its 
Ottawa-Sedalia lateral without the receipt of the exchange gas from Panhandle 
at the Knobnoster connection or the construction of additional facilities not 
here proposed. Panhandle has failed to demonstrate on the record in this 
proceeding that the public convenience and necessity permit the complete 
abandonment of the exchange agreement with Cities Service. 

In the application originally filed in Docket No. G—10956, Cities Service re- 
auested authority to replace ten miles of twelve-inch pipeline with ten miles 
of twenty-inch pipeline on its Ottawa-Sedalia lateral, which extends from 
Ottawa, Kansas to Sedalia, Missouri, and serves the Sedalia and Carrollton, 
Missouri areas. At the hearing, Cities Service amended its application so as to 
request authority to construct ten miles of twenty-inch pipeline to loop the 


2? Town Gas Co. of Illinois, et al., Docket Nos. G—9749, et al., 19 F.P.C. 143. 
* Pursuant to order of the Commission issued March 5, 1952, in Panhandle Eastern Pipe 
Line Co., et al., Docket Nos. G—1116, et al., 11 F.P.C. 862. 
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twelve-inch pipeline. This construction was proposed for the purpose of meeting 
increased peak day demands of its existing customers. In making this proposal, 
Cities Service contemplated the continuation of the exchange agreement with 
Panhandle, and the receipt thereunder of 13,867 Mcf per day at the Knobnoster 
connection where the Ottawa-Sedalia lateral crosses Panhandle’s main line. 
Upon discovery during the hearing of certain errors in its calculations, Cities 
Service decided that its proposal to loop the twelve-inch line with ten miles of 
twenty-inch line would not be needed in order to serve its existing customers, 
provided it received 13,867 Mcf of natural gas per day from Panhandle. If, 
however, the exchange of gas between Panhandle and Cities Service were com- 
pletely terminated, as proposed by Panhandle, it appears that Cities Service 
would not be able to meet the requirements of its customers served by the Ottawa- 
Sedalia lateral without construction of facilities in addition to the ten miles of 
twenty-inch loop in Docket No. G—10956. 

Cities Service’s estimated peak day demands on the Ottawa-Sedalia lateral, 
based on a zero degree day, are 64,428 Mcf for 1958-59, 67,877 Mef for 1959-60, 
and 71,472 Mcf for 1960-61. Cities Service’s engineering witness testified that 
the existing capacity of the Ottawa-Sedalia lateral is 51,556 Mcf per day with the 
operation of the Peculiar station at 233 pounds intake and 553 pounds discharge, 
resulting in a delivery to the east of the station of 50,446 Mcf. While this shows 
ability to meet the 1958-59 requirements with the receipt of 13,867 Mcf of 
exchange gas from Panhandle at the Knobnoster connection it appears that if 
the exchange gas in excess of 10,229 Mcf per day is discounted as herein ordered, 
Cities Service will need the additional facilities which it proposes to construct 
in order to meet the requirements of its customers. Accordingly, we conclude 
that the public convenience and necessity require that the application of Cities 
Service, as amended at the hearing, in Docket No. G—10956 for authority to con- 
struct ten miles of twenty-inch pipeline to loop the existing twelve-inch pipeline 
be granted. 

In Docket No. G-16187 Panhandle proposes to construct and operate 6.5 miles of 
four-inch pipeline from the Windsor connection with Cities Service’s Ottawa- 
Sedalia laternal to a point on its own main line system. Panhandle also pro- 
poses to construct a regulator station at the point of connection with is main line 
for the purpose of reducing the main line pressure. Panhandle’s estimated cost 
of constructing these facilities is $116,700, which it would pay from funds on 
hand. Panhandle proposes to use these facilities to supply gas from its own 
main line for sale to Gas Service for distribution in the town of Windsor, 
Missouri instead of relying upon gas furnished by Cities Service under the ex- 
change agreement. At present, gas is received by Panhandle from Cities Service 
at the Windsor connection and transported by Panhandle through its Windsor 
lateral to a point near Windsor where the gas is sold by Panhandle to Gas 
Service. Panhandle also sells a maxiinum volume of 400 Mcf per day on an 
interruptible basis to Phillips Pipe Line Company for use at the latter’s Leeton 
pumping station. Under the exchange agreement, these deliveries to Panhandle 
by Cities Service at the Windsor connection are offset by deliveries to Cities 
Service by Panhandle at the Knobnoster connection. 

Panhandle’s evidence shows that on occasion it has had to deliver excess gas 
to Cities Service due to difficulties on the Cities Service system in order to have 
gas available to meet Panhandle’s demands on the Windsor lateral. Panhandle 
also claims that both the town of Windsor and the Phillips plant have experi- 
enced low pressures. With the installation of this lateral Panhandle would tap 
into two of its lines for a supply of gas for this lateral and contends that this 
would be an advantage over the present source of supply from the one line of 
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Cities Service. It is generally contended by Panhandle that the granting of this 
application would result in an improvement of service to these two customers. 

The record, however, does not show that the public interest requires the ex- 
penditure of $116,700 for Panhandle to serve the Windsor lateral with its own 
gas rather than the gas received from Cities Service. Furthermore, the Com- 
mission regards the delivery of natural gas by Cities Service to Panhandle as a 
part of the exchange agreement, and since the Commission is permitting only a 
partial abandonment and termination of the exchange of gas, it is of the opinion 
that this delivery by Cities Service at the Windsor connection should continue, 
and that the application of Panhandle in Docket No. G-16187 for certificate of 
public convenience and necessity should be denied. 

Exception has been taken by Cities Service and Gas Service to the finding of 
the examiner that if the termination is permitted, there would be a net gain of 
natural gas in the Panhandle main line of a volume in excess of 6,200 Mcf per 
day which would become available to downstream customers who are completely 
dependent on Panhandle for their gas supplies. Exception is also taken to other 
similar language in the decision with reference to the disposition of the gain 
of gas, resulting from a termination of the exchange agreement. The examiner’s 
finding is not correct. Even if the termination of the exchange were to be au- 
thorized, it would have no effect upon Panhandle’s system capacity nor would 
it make additional capacity available for Panhandle’s other customers. Pan- 
handle’s obligation to Gas Service for delivery along the Louisburg lateral would 
continue to be 23,629 Mcf per day. Although, Panhandle’s system capacity is 
not altered, the limitation ordered herein on the volumes to be exchanged will 
be of material benefit to Panhandle in meeting its firm delivery obligations to its 
other customers located downstream from the exchange points. 

Exception has also been taken to the examiner’s finding that the estimated 
cost of the construction requested by Cities Service in its application in Docket 
No. G—10956 is $532,000, that the cost of looping under the amended application 
is $349,200, and that the $532,000 has already been approved by the Com- 
mission. The presiding examiner is in error in these findings. The estimated 
cost of the replacement line as shown by Exhibit K, attached to the original ap- 
plication in Docket No. G—10956, is $511,000, and the cost of the looping as shown 
by Cities Service’s Exhibit 14 herein is $532,000. As for the Commission’s or- 
der of September 24, 1958, in Docket No. G—10956, which the examiner cites as 
approving the cost of construction as originally proposed, that order authorized 
the construction of certain other facilities and deferred consideration of the 
portion of Cities Service’s application which proposed the construction of the 
ten miles of twenty-inch line now before us. It cannot properly be said that the 
Commission, by that order, “approved” any cost of construction, although the 
Commission did pass upon the reasonableness of the estimated cost of the fa- 
cilities therein authorized in determining that the facilities were required by the 
public convenience and necessity. 

Upon consideration of all the evidence of record, the briefs filed, the oral argu- 
ment before the presiding examiner, the initial decision of the presiding ex- 
aminer and the exceptions thereto, the Commission finds that said initial de 
cision should be modified in accordance with this order and that as so modified 
the decision should be adopted. 

The Commission finds: 

(1) The Commission adopts the findings set forth in finding paragraphs (1) 
through (8) of the presiding examiner’s initial decision. 

(2) Public convenience and necessity permit abandonment and discontinuance 
of the exchange of natural gas between Panhandle and Cities Service at the 
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Bannister, Windsor and Knobnoster connections hereinabove referred to, and 
more fully described in Panhandle’s application in Docket No. G—2374, in excess 
of 10,229 Mcf per day, the daily volumes at said connections to be limited as 
follows: 

Bannister connection: 8,229 Mcf by Cities Service to Panhandle. 

Windsor connection : 2,000 Mcf by Cities Service to Panhandle. 

Knobnoster connection : 10,229 Mcf by Panhandle to Cities Service. 

(3) Cities Service is able and willing properly to do the acts and to perform 
the service proposed in Docket No. G-10956 and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regulations of the Commis- 
sion thereunder. 

(4) The construction and operation of the facilities proposed by Cities Serv- 
ice in its amended application in Docket No. G—-10956, and hereinabove referred 
to, are required by the public convenience and necessity, and a certificate should 
be issued as hereinafter ordered and conditioned. 

(5) Panhandle’s application for a certificate of public convenience and neces- 
sity in Docket No. G-16187 should be denied. 

(6) Exceptions to the presiding examiner’s initial decision not otherwise dis- 
posed of herein have been considered by the Commission, but are without sub- 
stantial support in fact or reasonable basis in law and should be denied. 

(7) Cities Service’s motion for oral argument and request for stay should be 
denied. 

(8) To the extent that it is not inconsistent with this order, and as modified 
by this order, the initial decision of the presiding examiner should be adopted 
as the decision of the Commission. 


The Commission orders: 


(A) Permission and approval is hereby granted to abandon and discontinue 
the exchange of natural gas between Panhandle and Cities Service at the Ban- 
nister, Windsor and Knobnoster connections, described in Panhandle’s applica- 
tion in Docket No. G—2374, in excess of 10,229 Mcf per day, the daily volumes at 
said connections to be limited as follows: 

Bannister connection : 8,229 Mcf by Cities Service to Panhandle. 

Windsor connection : 2,000 Mcf by Cities Service to Panhandle. 

Knobnoster connection : 10,229 Mcf by Panhandle to Cities Service. 

(B) A certificate of public convenience and necessity is hereby issued to 
Cities Service for the construction and operation of the facilities proposed in 
its amended application in Docket No. G—10956. 

(C) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph 
(B) above, and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of said 
Section 157.20 of the Regulations, is hereby fixed at six months from the date 
of issuance of this order. 

(E) Panhandle’s application for a certificate of public convenience and neces- 
sity in Docket No. G—16187 is hereby denied. 

(F) Exceptions to the presiding examiner’s initial decision not otherwise 
granted by this order, and Cities Service’s motion for oral argument and re- 
quest for stay, are hereby denied. 

(G) To the extent that it is not inconsistent with this order, and as modified 
by this order, the presiding examiner’s initial decision is hereby adopted as 
the decision of the Commission as of the date of issuance of this order. 
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DECISION 


UPON APPLICATIONS FOR TERMINATION OF SERVICE AND FOR CERTIFICATES OF 
PUBLIC CONVENIENCE AND NECESSITY 


(Issued January 23, 1959) 


FRAZEE, Presiding Examiner: Three applications under Section 7 of the 
Natural Gas Act were consolidated for this hearing. 

Panhandle Eastern Pipe Line Company (Panhandle) filed an application 
on February 23, 1954, which was numbered G—2374. Panhandle is a Delaware 
corporation. Its principal office is located at 1221 Baltimore Avenue, Kansas 
City, Missouri. 

In this application Panhandle seeks authorization from the Commission 
to terminate service to, and from, the Cities Service Gas Company under an 
exchange agreement dated February 18, 1947, as amended. 

By order issued August 18, 1958, this consolidated matter was set for public 
hearing. Orders issued by the Commission permitted the intervention in G—2374 
by the Cities Service Gas Company, the Gas Service Company and the City 
of Kansas City, Missouri. 

The Cities Service Gas Company (Cities Service) filed an application on August 
22, 1956, which was numbered G—10956. Cities Service is a Delaware corpora- 
tion. Its principal office is located in Oklahoma City, Oklahoma. By order 
of the Commission Panhandle was permitted to intervene. In its application 


Cities Service seeks a certificate of public convenience and necessity author- 
izing it, among other things, to construct and operate additional facilities by 


replacing twelve miles of ten-inch line with a twenty-inch line in order to expand 
its Ottawa-Sedalia system. This part of G—10956, and the issues involved 
therein was severed from the rest of the application and made a part of this 
consolidated hearing. 

Panhandle filed a further application on September 4, 1958, which was num- 
bered G—16187 in which it seeks a certificate of public convenience and necessity 
to construct and operate a natural gas pipeline, together with a regulator sta- 
tion, from the Windsor connection with Cities Service pipeline in Johnson County, 
Missouri, to its own main lines located in said county. By order of the Com- 
mission Cities Service was permitted to intervene. 

The Public Service Commission of the State of Missouri was permitted, by 
Commission rules, to intervene in this consolidated proceeding. 

By a letter agreement dated February 18, 1947, Panhandle entered into 
a natural gas exchange agreement with Cities Service. This exchange agree- 
ment was amended on November 21, 1949, by a further letter agreement between 
the two parties. Under its terms the exchange agreement became effective 
on February 23, 1947, and would extend to February 23, 1948. It was to be 
considered as extended for annual periods thereafter unless terminated on that 
date, or any anniversary thereof, by either party giving thirty days’ prior written 
notice to the other. Panhandle gave notice on October 22, 1958, to Cities 
Service that the exchange agreement would be terminated on February 23, 1954, 
and would not be extended beyond that date. 

The exchange agreement as amended, contemplates an even exchange of gas 
and states it was entered into by the parties, “for the purpose of exchanging 
gas with no thought whatever of profit or loss that would ordinarily attend 
the sale or purchase of gas and no price is to be attached to any of said gas 
so exchanged by either party.” Under the agreement Panhandle delivers 
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natural gas to Cities Service at a point in Johnson County, Missouri on the 
Carrollton lateral of Cities Service. This delivery point is known as the Knob- 
noster connection. Cities Service delivers gas to Panhandle at a point, also 
in Johnson County, Missouri, on the Sedalia lateral of Cities Service. This 
delivery point is known as the Windsor connection. Also Cities Service de- 
livers gas to Panhandle in Jackson County, Missouri on the Louisburg lateral 
of Panhandle. This delivery point is known as the Bannister connection. 

Panhandle alleges the exchange agreement with Cities Service was entered 
into, more than 10 years ago, as an emergency arrangement because of conditions 
existing at that time. The emergency was over even before Panhandle gave 
notice of termination to Cities Service on October 22, 1953. Panhandle says 
it is in dire need of the additional quantities of natural gas which would be- 
come available to it by the termination of the exchange agreement. Panhandle, 
and the Public Service Commission of Missouri, state this and additional natural 
gas is required by Missouri towns and communities that are wholly dependent 
upon Panhandle for their natural gas supplies. 

Cities Service oppose the termination of the agreement because, they allege, 
it would require them to furnish natural gas to a market (on the Louisburg 
lateral) that is historically a Panhandle market and, for the further reason 
that Cities Service would be required to construct additional facilities through 
which to deliver the natural gas, now being delivered to Panhandle and, by 
Panhandle, to the Gas Service Company. 

The Gas Service Company, although being permitted to intervene, offered 
no evidence. It participated in the hearing, cross examined witnesses, and 
filed a brief. In all of which it opposed the termination of the exchange 
agreement on essentially the same grounds as did Cities Service. 

Witnesses described the areas and markets served by the exchange agreement, 
the laterals and the points at which natural gas was exchanged. An exhibit 
was introduced which shows the area served by Cities Service and by Panhandle 
in the Kansas City market. This exhibit shows the location of the two pipe- 
line systems and the three exchange points between Panhandle and Cities Serv- 
ice, i.e., Bannister, Knobnoster and Windsor. 

From the Louisburg Compressor Station which is directly south of Kansas 
City, Missouri, on Panhandle’s main pipeline, in Jackson County, Missouri, 
there is a lateral extending north for approximately thirty miles where it 
crosses the main line of Cities Service. There the Louisburg lateral turns east 
and for several miles the two lines, Cities Service and Panhandle’s Louisburg 
lateral, parallel each other as far as the Bannister Station. From the Bannister 
Station the Louisburg lateral extends on to the towns of Lee’s Summit and 
Blue Springs. Ata junction just west of Lee’s Summit there is a lateral which 
extends north through the town of Liberty and approximately two miles beyond 
where it connects with a line owned by the Gas Service Company and, through 
which, natural gas is supplied to the town of Excelsior Springs. It is at the 
Bannister Station that Cities Service first delivers natural gas to Panhandle 
under the exchange agreement. 

From this Louisburg lateral which is an old low pressure line, built in 1928 
and acquired by Panhandle in 1936, Panhandle delivers a contract volume of 
550 Mcf/d to the Louisburg Gas Company, the distribution company for the 
town of Louisburg. The remainder of the sustainable capacity of the lateral, 
which is 15,400 Mcf/d, is available to the Gas Service Company. There are 
several points of delivery to Gas Service Company on this lateral including 
those at Belton, Lee’s Summit, Blue Springs, Liberty and at the point north 
of Liberty where gas is delivered into a Gas Service Company line for distribu- 
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tion in Excelsior Springs. Panhandle delivers only the above quantities into 
this lateral. The remainder of the natural gas required to serve this area, 
estimated to be 8229 Mcf/d is supplied at the Bannister connection by Cities 
Service. 

There was a clear showing that Cities Service has recently constructed nu- 
merous new connections and measuring stations on its system in the Louisburg 
lateral market area from which the Gas Service Company takes delivery. Since 
these new connections were placed in operation the Gas Service Company has 
reduced its takes from Panhandle except, as Panhandle contends, during ex- 
tremely cold weather when the takes are greatly increased. This, Panhandle 
contends, causes it extreme difficulty in meeting the requirements of its down 
stream firm customers who are wholly dependent upon Panhandle for their 
supplies of natural gas. 

There was evidence that in the 1957-58 peak periods Panhandle had been 
compelled to impose a complete curtailment on all the curtailable load on its 
system yet excessive takes were being made at Bannister by Gas Service Com- 
pany from Cities Service which necessitated excessive deliveries by Panhandle 
at Knobnoster. Panhandle’s witnesses told of requests by Cities Service for 
extra deliveries at Knobnoster, all of which were burdensome to Panhandle 
and, if made, would be to the detriment of Panhandle’s wholly dependent down 
stream firm customers. 

A Cities Service lateral extends easterly from Ottawa, Kansas from which 
the towns of Sedalia and Carrollton, and intermediate points, in Missouri are 
served. This Cities Service lateral crosses the Panhandle main line at Knob- 
noster, at which point natural gas is delivered by Panhandle into the Carrollton 
branch of the Ottawa-Sedalia lateral of Cities Service. 

Panhandle owns a lateral which originates at a point, known as the Windsor 
connection, on Cities Service Ottawa-Sedalia lateral. Panhandle, in G—16187, 
seeks authorization of this Commission to construct a regulator station and 6.5 
miles of 4-inch welded steel pipeline from the Windsor connection with Cities 
Service to its own main line and to terminate the exchange agreement. If this 
construction and termination of the exchange agreement is authorized then Pan- 
handle would take natural gas from its own main line with which to serve the 
town of Windsor and intermediate points including a Phillips Petroleum pipeline 
pumping station. The Gas Service Company is the distributor of natural gas 
in the town of Windsor. 

Panhandle proposes, if the exchange agreement is terminated, to enter into a 
service agreement with the Gas Service Company for the full capacity of the Louis- 
burg lateral—which is 15,400 Mcf/d—and, if Gas Service requires the use of some 
of the low pressure system in serving the market area involved, that, too, will be 
incorporated in the agreement. 

The evidence shows that, if the termination is permitted, there would be a net 
gain of natural gas in the Panhandle main line of a volume in excess of 6200 
Mcf/d which would become available to those downstream customers who are 
completely dependent on Panhandle. This net gain to Panhandle is after an 
increase in volumes available to the town of Windsor, where in the past, low 
pressures have been experienced, and to the Phillips pumping station which has 
heretofore experienced curtailments. 


1This is not the first litigation concerning the Louisburg lateral of Panhandle. See: 
Michigan Consolidated Gas Company v. F.P.C., 1953, 203 F. 2d 895; Panhandle Fastern 
Pipe Line Co. v. F.P.C., 1953, 204 F. 2d 675; Central Weat Utility Co. v. F.P.C., 1956, 
236 F. 2d 287; Michigan Consolidated Gas Co. v. F.P.C., 1957, 246 F. 2d 904: Central West 
Utility Co. v. F.P.C., 1957, 247 F. 2d 306. 
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Panhandle contends that the Kansas City area, which now includes practically 
all of Jackson County, is the market responsibility of Cities Service, except for 
the 15,400 Mcf/d supplied by Panhandle through the Louisburg lateral, and that 
Cities Service are committed, in a full requirements contract,’ to deliver the 
required volumes to the Gas Service Company. 

It has been adequately shown in this proceeding, as well as in other recent 
proceedings before this Commission,® that the facilities of Cities Service in this 
market area are capable of delivering substantially greater volumes of natural 
gas than the present peak day demand. 

The use of the term “abandonment” in this consolidated proceeding is mis- 
leading. There is not, nor will there be, any abandonment or discontinuance 
of service, or deliveries of natural gas, to any ultimate consumer. The consuming 
public will, upon the termination of the exchange agreement, continue to receive 
the same quantities, and in the case of Phillips pumping station as well as the 
town of Windsor, some will be receiving additional volumes. Furthermore, 
approximately 6200 Mcf/d will become available to other communities wholly 
dependent on Panhandle for natural gas supplies. The termination of the agree- 
ment will enable Panhandle to render more adequate service to its present and 
future customers and is therefore required for the present and future public 
convenience and necessity. 

The problem of how Gas Service Company will obtain the 8229 Mcf/d from 
Cities Service, which is presently being delivered by Cities Service to Panhandle 
at the Bannister connection and, by Panhandle, delivered to Gas Service along 
the Louisburg lateral, has been well covered in the record and briefs of parties. 
Much was said regarding the Commission’s order in G—1116 et al. tentatively 
fixing the volumes of natural gas that Panhandle should deliver to the town 
of Louisburg and to the Gas Service Company from the Louisburg lateral. The 
Commission, in G—1116 et al., took note of the fact that G—-2374 was then pending 
but not at issue in that proceeding,‘ by affirming that part of the decision of the 
Presiding Examiner. 

Since the date of this decision, and adoption by the Commission, the Gas 
Service Company has acquired all of the distribution facilities in the area served 
by the Louisburg lateral, and referred to in G-1116 et al., and has for some time 
now had them interconnected and integrated into one distribution system 
extending throughout the area. 

Cities Service assumes the untenable position of arguing they are not willing 
to deliver 8229 Mcf/d of gas directly to Gas Service, yet they are willing to 
deliver this volume, and more, to Panhandle at the Bannister exchange for 
immediate delivery to Gas Service. Cities Service are unable, by their own acts, 
to sustain this position. The record clearly shows that numerous connections 
have been made, and others are in the process of being installed, between the 
supply lines of Cities Service and Gas Service distribution system, in the market 
area in question, from which Gas Service takes into its distribution system 
directly from Cities Service. The record further shows that, since these con- 
nections were placed in operation, Gas Service has substantially decreased its 


2Item A. Contract for sale of gas for resale, dated June 9, 1947, between Cities Service 
and Gas Service Co., to begin on May 23, 1947, and continue to May 23, 1967. Among 
the areas designated are Carrollton, Carrollton rural, Higginsville, Jackson County rural, 
Kansas City, Knobnoster, etc. 

8 G-10956, September 24, 1958. 

* Presiding Dxaminer’s decision issued April 19, 1955, 14 FPC 253, 257 and (this part), 
approved by the Commission on June 7, 1955, 14 FPC 264. 
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takes of gas from Panhandle which simply demonstrates there is no further need 
to continue this emergency exchange agreement in effect so far as the Bannister 
connection and a continuing volume of natural gas to Gas Service in this market 
is concerned. 

With regard to Cities Service’s application in G—10956, the original applica- 
tion requested authority to replace 10 miles of twelve-inch pipeline with 10 
miles of twenty-inch pipeline on the Ottawa-Sedalia system. The estimated cost 
of such new construction was $532,000. The cost of this construction has al- 
ready been approved by this Commission® and the money is on hand. During 
the course of this hearing, Cities Service asked leave to amend its application. 
It then requested authority to construct 10 miles of twenty-inch pipeline to loop 
the existing twelve-inch pipeline at an estimated cost of $349,200. Cities Service 
alleged these facilities were necessary to meet the future estimated peak day 
requirements of existing customers. They also allege this request was based 
upon the continuation of the exchange agreement with Panhandle. 

Panhandle, in its examination of the chief engineer for Cities Service, re 
quested Cities Service to furnish data showing its greatest input from the 
Ottawa station, the maximum volume delivered from the Ottawa-Sedalia sys- 
tem, the pressure conditions at the Knobnoster station on February 11, 1958— 
the peak day on that system—and the sales distribution. When this data was 
received it was discovered that much of the previously introduced data relating 
to the Ottawa-Sedalia system by Cities Service in this hearing was erroneous 
and that Cities Service did in fact have the capacity to deliver larger volumes 
on this system than they had previously considered possible. When these errors 
were pointed out to Cities Service by Panhandle then Cities Service promptly 
concluded they would not need to loop their existing twelve-inch pipeline with a 
twenty-inch pipeline, in fact they would, in their opinion, need no additional 


facilities at all to adequately serve their presently existing customers as long 
as they could get natural gas from Panhandle at Knobnoster under the exchange 
agreement. 


Cities Service contends if the exchange agreement is terminated—which in 
fact it has been—this would require an enlargement of its Ottawa-Sedalia sys- 
tem which under the Natural Gas Act, and court decisions, this Commission has 
no authority to direct. Cities Service cannot be authorized to arbitrarily alter 
its position, as it has attempted to do in its application G—10956. If permitted 
to do so, it would require Panhandle to continue the exchange agreement, which 
would not, under the circumstances, be in the public interest. There are no 
facts in this record from which a conclusion can be made that Cities Service is 
unable, financially or otherwise, to do what its service agreements on the 
Carrollton lateral require it to do. In fact, there is to be found in the record 
ample justification for assuming that Cities Service can fulfill these service 
agreements at this time without additional construction. 

The record shows that Cities Service delivered its maximum volume of 56,339 
Mcf/d from the Ottawa-Sedalia System on January 24, 1958. Of this volume 
10,533 Mcf was supplied to Cities Service by Panhandle at the Knobnoster ex- 
change connection. The record shows, in connection with this maximum deliv- 
ery by Cities Service on January 24, 1958, that 10,500 Mcf—almost the same 
amount of gas received that day from Panhandle—was delivered as boiler fuel 
to two power plants who were on an interruptible basis. The record is clear 


5 G-10956, September 24, 1958, 20 FPC 390. 
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that Cities Service can, through its present facilities on the Ottawa-Sedalia 
system, deliver all of the gas, without receiving any from Panhandle, required for 
its firm customers. Cities Service compressors, on this system on its peak day 
of February 11, 1958, operated at one-third of their capacity and the line pres- 
sures were, therefore, appreciably under allowable limits. 

The Gas Service Company is the principal distributing utility of Cities Service 
on the Ottawa-Sedalia system. Although being permitted to intervene they pre- 
sented no testimony to show their estimated requirements of natural gas from 
Cities Service. 

To eliminate the necessity of Cities having to return to this Commission for 
authority to loop the present 10 miles of twelve-inch line with 10 miles of twenty- 
inch line, the amended application sought in G—10956 is approved. 

Panhandle’s application in G-16187 seeks authority to construct and operate 
6.5 miles of four-inch welded steel pipeline from the Windsor connection lo- 
cated on the southeast quarter of Section 35-46-24, Johnson County, Missouri 
to a point adjacent to Panhandle’s main lines located in the northeast quarter 
of Section 35-47-24, and for the construction of a regulator station at this latter 
point, for a total estimated cost of $116,700, the cost of these facilities to be 
financed from funds presently on hand. The construction of these facilities 
will enable Panhandle to continue service to the Gas Service Company at Wind- 
sor—Panhandle owns the Windsor lateral which extends from the Windsor con- 
nection on the Ottawa-Sedalia system of Cities Service to the town of Windsor, 
Missouri—but utilizing natural gas from its own main line in lieu of natural 
gas received from Cities Service at the Windsor connection under the exchange 
agreement. When constructed, and placed in operation, the volumes of natural 
gas delivered by Cities Service to Panhandle, at the Windsor connection, esti- 
mated to be 2000 Mcf/d, will become available to Cities Service for use on its 
Carrollton lateral or elsewhere. 

It has heretofore been determined by this Commission that the peak day 
capacity of the Panhandle-Trunkline system is practically exhausted.°® 

There is substantial evidence in the record tending to show that the public 
convenience and necessity would permit, even be benefited, by authorizing the 
termination of this exchange agreement. The Natural Gas Act contains two 
provisions under which abandonment, or termination, may be permitted. The 
second of the two provisions under Section 7(b) is applicable in this case ‘‘(2) 
that the present or future public convenience or necessity permit such abandon- 
ment.” Panhandle’s application to terminate this exchange agreement is based 
upon this section of the statute. 

Following the rule established by the Commission in previous hearings,’ Pan- 
handle in this hearing has made ample showing that the requirements of certain 
segments of the consuming public, who are wholly dependent upon Panhandle 
for their supply of natural gas, are greater than the needs of those in the market 
area presently being served from the Louisburg and the Carrollton laterals. Also 
it has been shown that these customers can be adequately and completely served 
by the Cities Service system, they are not wholly dependent on Panhandle as 
their sole source of supply. The benefits to the captive consuming public along 
the Panhandle system, who are wholly dependent upon Panhandle, more than 


*Town Gas Co. of Illinois, et al., G-9749, et al., 19 FPC 143: American Louisiana 
Pipe Line Co., et al., G—10396, et al., December 19, 1958, 20 FPC 851. 

7Panhandle Eastern Pipe Line Co., G—1725, Op. 229, 11 FPC 167, reversed, 204 F- 
2d 925; American Louisiana Pipe Line Co., G-10396, December 19, 1958, 20 FPC 851. 
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offset any injury or damage—if any there be—to the consuming public served 
by Cities Service. “The benefit to one of the abandonment must be weighed 
against the inconvenience and loss to which the other will thereby be subjected.” ® 

On several occasions during this hearing, and at the conclusion of the taking 
of testimony, Cities Service moved on the record and on October 3, 1958, in 


writing and filed with the Commission, to dismiss Panhandle’s application in 
Docket No. G—2374 and G—16187. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the record herein, and the briefs of the respective 
parties, it is found and concluded that: 

(1) Panhandle Eastern Pipe Line Company (Panhandle) is a Delaware cor- 
poration. Its principal place of business is at 1221 Baltimore Avenue, Kansas 
City, Missouri. It is the applicant in Docket Nos. G—2374 and G—16187. It is 
engaged in the transportation and sale of natural gas in interstate commerce 
for resale for ultimate public consumption. It is a “natural-gas company” 
within the terms of the Natural Gas Act, as has heretofore been determined by 
the Federal Power Commission.’ 

(2) The principal market areas served by Panhandle are located in the states 
of Kansas, Missouri—east of Kansas City except for the Louisburg lateral— 
Illinois, Indiana, Michigan, and Ohio. ' 

(3) Cities Service Gas Company (Cities Service) is a Delaware corporation. 
Its principal place of business is at Oklahoma City, Oklahoma. It is the appli- 
cant in Docket No. G—10956. It is engaged in the transportation and sale of 
natural gas in interstate commerce for resale for ultimate public consumption. 
It is a “natural-gas company” within the terms of the Natural Gas Act, as has 
heretofore been determined by the Federal Power Commission.” 

(4) The principal market areas served by Cities Service are located in Eastern 
Kansas and Western Missouri, the main market being the Kansas City, Missouri, 
or Jackson County area. 

(5) Panhandle, in Docket No. G—2374, filed February 23, 1954, seeks permission 
and approval of the Commission pursuant to Section 7 of the Natural Gas Act to 
terminate an exchange agreement entered into with Cities Service on February 
18, 1947, which was later amended on November 21, 1949. Under the terms of 
the exchange agreement, as amended, Cities Service would deliver natural gas 
to Panhandle at a point in Jackson County, Missouri, known as the Bannister 
connection, and at a point in Johnson County, Missouri, known as the Windsor 
connection. In return, Panhandle would deliver an equal quantity of natural 
gas to Cities Service at a point in Johnson County, Missouri, known as the 
Knobnoster connection. The exchange agreement was an arrangement “through 
which gas might be exchanged during emergencies on either of the pipeline sys- 
tems.” All as described in its application, as amended. 

(6) Panhandle, in Docket No. G—16187, filed September 4, 1958, seeks a certifi- 
cate of public convenience and necessity pursuant to Section 7 of the Natural 
Gas Act for the construction and operation of approximately 6.5 miles of four- 
inch line to extend from a point of connection at or near the Windsor connection 
on the Ottawa-Sedalia system of Cities Service to a point adjacent to, and con- 


* Colorado v. U.S., 271 U.S. 153, 168. 
®°3 FPC 273, 276. 
104 FPC 471. 
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necting with, Panhandle’s main lines. At this latter point, Panhandle seeks a 
certificate for the construction of a regulator station. Said construction to be 
located in Johnson County, Missouri, all as described in its application. 

(7) Cities Service, in Docket No. G—10956, filed August 22, 1956, seeks a cer- 
tificate of public convenience and necessity pursuant to Section 7 of the Natural 
Gas Act for the construction, operation and abandonment of certain natural gas 
transmission facilities... From this application the Commission severed, and 
consolidated with this hearing, that part of the application, as later amended, 
pertaining to certain construction and operation of certain natural gas trans- 
mission facilities on its Ottawa-Sedalia system. Cities Service, in this hearing, 
seeks a certificate authorizing the construction and operation of 10 miles of 
twenty-inch pipeline, beginning at a point at, or near, its Ottawa, Kansas com- 
pressor station and extending east along its Ottawa-Sedalia system, to loop its 
existing twelve-inch pipeline, all as described in its application, as amended. 

(8) The services and facilities herein sought to be terminated, constructed 
and operated by the applicants, Panhandle and Cities Service, are, and will be, 
used for the transportation of natural gas in interstate commerce for resale, 
subject to the jurisdiction of the Commission, as integral parts of their existing 
pipeline systems and, as such, are subject to the requirements of Section 7 of 
the Natural Gas Act. 

(9) The termination of the exchange agreement, noted in (5) supra, and the 
proposed construction and subsequent operation of the facilities, noted in (6) 
supra, for which Panhandle seeks authorization herein are required by the public 
convenience and necessity. Permission and approval of the Commission for 
the termination of the exchange agreement, in its entirety, should be issued to- 
gether with a certificate of public convenience and necessity authorizing the 
construction and operation of the proposed facilities as hereinafter ordered and 
conditioned. 

(10) The proposed construction and subsequent operation of the facilities for 
which Cities Service seeks authorization herein are required by the public con- 
venience and necessity and a certificate should be issued therefor as hereinafter 
ordered and conditioned. 

(11) Public convenience and necessity require that Panhandle, upon the 
termination of the exchange agreement with Cities Service, continue to furnish 
the Gas Service Company through and by means of Panhandle’s Louisburg 
lateral, a volume of natural gas equivalent to the capacity of said Louisburg 
lateral which is here determined to be 15,400 Mcf/d. To document and effectuate 
the terms of this condition, Panhandle will, on or before June 1, 1959, file 
with the Commission, for Commission approval, a service agreement with the 
Gas Service Company for the delivery, through the Louisburg lateral, of the 
above maximum quantities of natural gas. The exchange agreement will be 
terminated at 12:00 o’clock noon on June 30, 1959, or at such other time and date 
as may be fixed by the Commission on review of this hearing. 

(12) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s General Rules and Regulations, including the Rules of 
Practice and Procedure, should attach to the issuance of the certificates of public 
convenience and necessity to Cities Service in G-10956 and to Panhandle in 





11G-10956. Except for the severed item this application was uncontested and approved 
by Commission order issued September 24, 1958. 
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G—16187, and to the exercise of the rights granted thereunder, and that all of the 
facilities authorized by this order shall be completed and placed in actual 
operation or or before June 25, 1959. 

(13) The motion of Cities Service to dismiss Panhandle Dockets G—2374 
and G—16187 is denied. 

(14) The applicants, Panhandle Eastern Pipe Line Company and the Cities 
Service Gas Company, are qualified applicants within the meaning of Section 7 
of the Natural Gas Act and each is both able and willing properly to do the 
acts and to perform the services proposed in each of their applications filed 
herein and to conform to the provisions of the Natural Gas Act and to the 
requirements, rules and regula‘ions of the Commission thereunder. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Practice 
and Procedure, that: 

(A) Permission and approval of the Commission is hereby issued to the 
Panhandle Eastern Pipe Line Company authorizing it to terminate an exchange 
agreement with the Cities Service Gas Company, as applied for herein, subject 
to the jurisdiction of the Commission, all as more fully described in its application 
in this proceeding, and as conditioned by the terms of this order. 

(B) Certificates of public convenience and necessity are hereby issued to 
the Panhandle Eastern Pipe Line Company and to the Cities Service Gas Company 
authorizing the construction and operation of the facilities described in their 
respective applications and in the record for the sale of natural gas in inter- 
state commerce, all being subject to the jurisdiction of the Commission and to 
the terms and conditions of this order. 

(C) The certificates issued to the Panhandle Eastern Pipe Line Company and 
to the Cities Service Gas Company shall be deemed accepted and of full force 
and effect unless refused in writing and under oath by these applicants within 
30 days from the date of the issuance of this order; and all of the facilities 
hereby authorized shall be constructed and placed in actual operation on or 
before June 25, 1959. 

(D) The certificate issued to each of said applicants herein is not transferable 
and shall be effective only so long as each of said applicants continues the acts 
or operations hereby authorized in accordance with the provisions of the 
Natural Gas Act and the applicable rules, regulations and orders of the Com- 
mission. 

(E) The specific terms and conditions as set forth in paragraph (11) of The 
Findings and Conclusions, swpra, as provided in Section 7 of the Natural Gas 
Act, shall attach to the permission and approval of the Commission for the 
termination of the exchange agreement between Panhandle Eastern Pipe Line 
Company and the Cities Service Gas Company as granted in paragraph (A) 
of this order and to the exercise of the authority granted thereunder. 

(F) The general terms and conditions as set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the certificates granted in paragraph (B) of this 
order and to the exercise of the rights granted thereunder. 

Harry W. FRAZEE, 
Presiding Eraminer. 
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PHILLIPS PETROLEUM COMPANY, DOCKET NO. G-15514; UNITED GAS 
PIPE LINE COMPANY, DOCKET NO. G-15716; UNION PRODUCING 
COMPANY, DOCKET NO. G-16923 


OPINION AND ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING 
EXAMINER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY UNDER 
SECTION 7 (E) OF THE NATURAL GAS ACT 


(Issued October 13, 1959) * 
Syllabus 


1. There has been no showing, as required by Catco, that the proposed initial 
producer price, which would establish a new high in the area, is required 
by the public convenience and necessity. P. 695. 
2. Commission considers high development costs in this new field, and the de- 
sirability to United of gas from this field, in determining price level. P. 696. 
3. Certificates of public convenience and necessity conditioned to require lower 
initial producer price. P. 697. 
4. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 
Commissioner Hussey not participating. 
Harry D. Turner, H. K. Hudson, Kenneth Heady, and James G. Williams, Jr., 
for Phillips Petroleum Company. 
John T. Guyton, Saunders Gregg, Frank O. Loony, for Union Producing Com- 
pany. 
W. O. Crain, C. H. Lewis, and Vernon Woods, for United Gas Pipe Line 
Company. 
John Paul Geneau, for the staff of the Federal Power Commission. 
Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


OPINION 


The initial decision of the presiding examiner issued May 15, 1959, in the 
above-entitled proceedings, would grant a certificate of public convenience and 
necessity under Section 7(e) of the Natural Gas Act (Act) to United Gas Pipe 
Line Company (United), authorizing it to construct and operate facilities costing 
an estimated $696,369, to receive eventually into its existing pipeline transmis- 
sion system 24,000 Mcf of natural gas per day. United would purchase this 
gas from Phillips Petroleum Company (Phillips) and Union Producing Com- 
pany (Union), which would produce the gas in the North Henderson Field Area 
of Rusk County Texas, located in east Texas in Texas Railroad Commission 
District No. 6, not far from the Carthage Field. The proposed initial price for 
the sale would be 17 cents per Mcf without tax, with tax some 17.6 cents.’ The 
presiding examiner would certificate the producers’ sales at this price. 

The principal question in this case, brought before us by staff counsel’s ex- 
ceptions to the examiner’s decision, which were the only exceptions filed, is 
whether the initial price proposed by the producers for their sales to United 


*Designated Commission Opinion No. 330. Initial decision appears on p. 699. Order 
clarifying Op. 330 and denying modification issued December 9, 1959. 

1It appears. that with the Texas production tax, the initial price proposed herein is 
17.595 cents per Mcf. The producer contracts, which have 20-year terms, also call for 


escalations in the base price every five years of one cent per Mef, and for periodic price 
redeterminations. 
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satisfies the requirements of public convenience and necessity ; or whether the 
public convenience and necessity require the certification of these sales at some 
lower price through the attachment of rate conditions to the producers’ cer- 
tificates, or alternatively, the outright denial of certificates for these sales. 

While agreeing with the examiner that certificates should issue to United 
and the producers, in our view the record herein respecting the producers’ 
proposed price does not adequately sustain the 17-cent initial price proposed, 
within the contemplation of a letter-order of the Commission dated December 8, 
1958, transmitted to the applicants, or under the requirements of the Natural 
Gas Act. Atlantic Refining Co. v. Public Service Commission of the State of 
New York, 360 U.S. 378 (the Catco case). 

Respecting the requirements of the Commission’s letter-order, on December 8, 
1958, prior to the hearing in these proceedings, we transmitted a letter to United 
and the producers by which we ordered the parties to supplement their appli- 
cations by information respecting, inter alia, the current level of prices for gas 
being paid by United under contracts in the North Henderson Field and in other 
fields in the same general area comparable to the contracts involved herein 
including comparative information with respect to the quality and conditions 
of delivery of such gas, and also information respecting what effect the prices 
United proposes to pay herein would have on prices under United’s other gas 
purchase contracts. In addition, we asked for any cost information which 
“either United or the producers desires to submit,” with explanation why the 
price United proposes to pay varies from the prices it is currently paying in 
the North Henderson Field. 

We have sent similar letters in other producer certificate cases, the first such 
having been sent in the El Paso Natural Gas Company case in Docket Nos. G- 
12580 and G-13862, involving producer sales from the Aneth Field in the Para- 
dox Basin in the “four corners” area of southeastern Utah, although the Dl 
Paso letter was not mandatory in character. Letters of this character were 
issued in cases in which it appeared that the proposed producer prices were 
higher than any price being paid in the area. In such circumstances, we con- 
sidered that something more than evidence of arm’s-length bargaining was called 
for to justify the prices proposed by the producers. 

In the Catco case, supra, the Court held that in exercising its discretion, the 
Commission can, in order to reduce the proposed initial price, attach such price 
conditions as it believes necessary, when the proposed price is out of line; when 
Commission approval of the price might result in a triggering of general price 
rises by reason of favored nation clauses or otherwise; and when its approval 
of the price might result in an increase in applicant’s existing rates by reason 
of favored nation clauses or otherwise. 

In addition, it is evident from the Court’s opinion that if a record sustaining 
the proposed initial price is not made, the certificate must be denied or conditioned, 
as the facts require, and that therefore it is the applicant which runs the risk 
of failing to substantiate the proposed price. 

Here, it is clear that the record before us, including the information con- 
tained in the replies to our letter, is not sufficient to sustain the 17-cent price 
proposed for the sales to United under the foregoing requirements. 

United on behalf of itself and the producers filed a response to our letter 
as a supplement to its certificate application, in accordance with the letter. 
Although the presiding examiner refused to admit this supplement in evidence, 
on the ground that it was immaterial to any issue in the case, the supplement 
was filed in the case and is in the record before us. We will admit it and con- 
sider it along with the rest of the record. 
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The evidence clearly establishes that the 17-cent price proposed herein (ap- 
proximately 17.6 cents with tax) is some three cents higher than the highest 
price of 14 cents per Mcf (14.6 cents with tax) presently charged in Texas 
Railroad Commission District No. 6; furthermore, the 14-cent price was sus- 
pended by the Commission. In our view, this 17-cent price, in excess of any 
other price in the area, is such as to give rise to an inference that it is “out 
of line’, in the language of the Catco case. Furthermore, such a price could 
very probably result in increased field prices by these and other producers for 
future sales, since it would tend to give rise to a new, higher price level form- 
ing the basis of future negotiations. In addition, it is reasonably apparent that 
this higher price could only result in increased costs to United and consequently, 
increased rates to the consumer, although the parties adduced no evidence 
to show whether there would be such increases or the extent thereof. 

We have considered the fact that the gas here in question comes from a new 
field which has only recently been partially developed. On the basis of com- 
parative prices, only a lower price would appear reasonable. We have, how- 
ever, recognized that the costs incurred in developing the North Henderson Field 
would under the same conditions probably be higher than those incurred in 
developing the older fields in nearby areas, the sales from which form the basis 
of comparison. 

Furthermore, the acquisition of this particular gas supply is more than 
usually desirable to United. The company has extensive facilities for trans- 
porting gas from the east Texas area, which was once a prolific producer of 
new gas reserves. The nearby Carthage Field has been the principal source 
of supply for this portion of United’s system. However, there have been very 
few discoveries of new gas reserves there in recent years, and United has ex- 
perienced a steady decline in reserves available to it from this area. The con- 
tinued economic utilization of these facilities of United evidently contributed 
to its decision to purchase the new reserves. In addition, the facts disclose 
that this new gas supply is located only a short distance from United’s main 
line transmission facilities, and those facilities have existing capacity to trans- 
port this gas. Only some 14 miles of lateral line need be constructed to connect 
this supply toe United’s system. The attachment of this important new gas sup- 
ply thus has somewhat exceptional advantages in helping offset the decline in 
United’s reserves in this area. 

Also, the desirability of these new reserves in assuring the maintenance of 
adequate service by United is an element which further substantiates a price 
somewhat higher than that which might otherwise be justified. In this connec- 
tion the record discloses that in the past 10 years United has supplied the con- 
suming public with 10 trillion cubic feet of gas including 1% trillion cubic feet 
in 1957, amounting to between 2% and 3 percent of the total energy consumed in 
this country. The demands of United’s customers have risen to in excess of 
one trillion cubic feet a year. To meet these increasing demands on its system, 
United has followed the practice of continually acquiring additional reserves. 
Such a policy is of course necessary and desirable in the public interest, so long 
as the particular prices proposed are also in the public interest. United estimates 
the reserves covered by Phillips’ contract (Phillips owns some 80 percent of the 
known productive acreage in the field) as 33 billion cubic feet. It reasonably 
appears that the acquisition of these reserves at a 15-cent price is in the interest 
of United’s customers and of the public. 

Additionally, United stated in its supplement to its application filed in this 
case that it has no favored nation clauses in any of its contracts under which 
it purchases gas and that therefore the price United proposes to pay under the 
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contracts in these proceedings would not trigger changes in the prices paid by 
United under other contracts as a result of such agreements. Accordingly, on 
consideration of the facts and circumstances discussed hereinabove, we conclude 
that a price of 15 cents per Mcf without tax is required by the public convenience 
and necessity and certificates so providing should be issued to the producers. 
This price is very close to that which is recommended by the staff.? 

Finally, the use of staff’s exhibit as a basis for comparisons with the producer 
prices proposed is variously criticized by the applicants. For example, they 
contend that these data do not show such matters as the extent of reserves, the 
depth of wells, etc., which would facilitate a more complete and meaningful 
comparison. However, as stated above, under the Catco case, the risk of failing 
to substantiate the proposed price rests on applicants. Where, as here, the 
proposed price is not shown to be justified, we must rely on such data as the 
record affords to support such reasonable conditions as are justified on the 
facts; in the absence of adequate data, we can only deny the certificates. If 
the applicants seek some higher rate, they must sustain it by substantial evidence 
on the record, in conformity with the holding of the Catco case and the deter- 
minations reached herein. 

The other requirements pertinent to the issuance of certificates to United 
and the producers herein, most of which are discussed in the examiner’s de 
cision, are sufficiently satisfied by the record in this case. Except to the ex- 
tent hereinabove granted, or to the extent immaterial in the light of the de 
terminations reached hereinabove, the exceptions to the examiner’s decision 
filed by staff counsel should be denied. The presiding examiner’s initial de 
cision issued in these proceedings on May 15, 1959, should be modified as here- 
inabove set forth and as modified should, to the extent consistent with this 
opinion, be adopted by the Commission as of the date of issuance of this opin- 
ion, to constitute with this opinion the decision of the Commission in this 
case. 


The Commission further finds: 


(1) United Gas Pipe Line Company, a Delaware Corporation with its princi- 
pal place of business in Shreveport, Louisiana, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as the Commission has hereto- 
fore found. 

(2) The facilities that United proposes to construct and operate in Docket 
No. G—15716 as set forth in the company’s application, the record herein and 
the presiding examiner’s initial decision, are to be used for the transportation 
and sale in interstate commerce of natural gas for resale for ultimate public 
consumption, and the construction and operation thereof are subject to the re- 
quirements of subsections (c) and (e) of Section 7 of the Act. 

(3) United is a qualified applicant under Section 7(e) of the Act and is able 
and willing properly to construct and operate the facilities and do the acts re- 
ferred to in paragraph (2) above, and to conform to the provisions of the Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation by United of the facilities referred to in 
paragraph (2) above are required by the present or future public convenience 
and necessity, and a certificate authorizing the same should be issued as here- 


2 Since the parties had reasonable grounds for knowing that a more substantial showing 
than that which they made was required to support their proposed price and since they 
have not requested further opportunity to adduce additional evidence, we deem it unneces- 
sary to reopen the record to receive additional evidence in the light of the Catco opinion. 
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inafter ordered, upon the terms and conditions of this order, which terms and 
conditions are reasonable and required by the public convenience and neces- 
sity. 

(5) The sales to United proposed by Phillips Petroleum Company and Union 
Producing Company, as set forth in the companies’ applications, the record here- 
in, and the presiding examiner’s initial decision, are sales in interstate commerce 
of natural gas for resale for ultimate public consumption, and such sales are 
subject to the provisions of subsections (c) and (e) of Section 7 of the 
Act. 

(6) The producers named in paragraph (5) above are or on the commence- 
ment of service will be “natural-gas companies” within the meaning of the Act. 

(7) Subject to the requirements stated in this opinion and order, the producers 
named in paragraph (5) above are able and willing properly to do the acts 
and perform the services proposed herein and conform to the provisions of the 
Act and the requirements, rules, and regulations of the Commission thereunder. 

(8) The sales by the producers referred to in paragraph (5) above are re- 
quired by the present or future public convenience and necessity at the initial 
price of 15 cents per Mcf without tax, and certificates therefor, together with the 
construction and operation of any faciilties subject to the jurisdiction of the 
Commission used for such sales, should be issued on the terms and conditions of 
this order, which terms and conditions are reasonable and required by the public 
convenience and necessity. 

(9) The presiding examiner’s initial decision issued herein on May 15, 1959, 
should be modified as hereinabove set forth and as so modified should, to the 
extent consistent with this opinion and order, be adopted by the Commission as 
of the date of issuance of this opinion, to constitute with this opinion the Com- 
mission’s decision in these proceedings. Except to the extent herein granted, 
the exceptions to the said examiner’s decision are without substantial support 
in fact or reasonable basis in law or are immaterial to the decision in these pro- 
ceedings and should be denied. 

The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
United Gas Pipe Line Company authorizing the construction and operation of 
the facilities referred to in paragraph (2) above, upon the terms and conditions 
of this order. 

(B) The terms and conditions prescribed in paragraph (a), (b), (c)(1), 
(e) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Act shall attach to the certificate issued in paragraph (A) above and 
to the exercise of the rights granted thereunder. The time within which such 
facilities shall be constructed and placed in actual operation is fixed at 180 days 
from the date of issuance of this order. 

(C) Subject to the requirements prescribed in this opinion and order, cer- 
tificates of public convenience and necessity are hereby issued authorizing the 
sales of natural gas referred to in paragraph (5) above by Phillips Petroleum 
Company and Union Producing Company. 

(D) There shall attach to the certificates issued under paragraph (C) and to 
each of them, and to the exercise of the rights thereunder, the condition that the 
recipients of said certificates file with the Commission within 70 days of the date 
of issuance of this order rate schedules or supplements thereto providing for a 
rate of 15 cents per Mcf without tax, for the natural gas sold to United, the sub- 


ject matter of these proceedings, in lieu of the price contained in the respective 
producer contracts with United, 
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(E) The certificates issued to the producers under paragraph (C) of this order 
are not transferable in any manner and shall be effective only so long as the 
producers continue the operations authorized by this order in accordance with 
the provisions of the Act and the rules, regulations, and orders of the Com- 
mission. 

(F) The certificates issued to the producers under paragraph (C) hereof shall 
be deemed accepted by the producers and in full force and effect unless notice 
of non-acceptance is received by the Commission within 70 days from the date 
of issuance of this opinion and order. 

(G) The grant of the certificates to the producers herein shall not be construed 
as a waiver of the requirements of Section 4 of the Act, or of Section 154 of the 
Commission’s Regulations thereunder requiring the filing of rate schedules for 
the service herein authorized; and is without prejudice to any findings or orders 
which have been or may hereafter be made by the Commission in any proceedings 
now pending or hereafter instituted by or against the applicants. Further, our 
action in this proceeding shall not foreclose nor prejudice any future proceed- 
ings or objection relating to the operation of any price or related provision in 
the gas purchase contracts herein involved. 

(H) The presiding examiner’s initial decision issued herein on May 15, 1959, 
is modified as hereinabove set forth and as so modified is adopted by the 
Commission as of the date of issuance of this opinion, to constitute with this 
opinion the decision of the Commission in these proceedings. Bxcept to the ex- 
tent hereinabove granted, the exceptions filed to the said examiner’s decision 
are hereby denied. 

DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued May 15, 1959) 


Ivins, Presiding Examiner: This consolidated proceeding is upon the applica- 
tions of United Gas Pipe Line Company (United), Phillips Petroleum Company 
(Phillips), and Union Producing Company (Union) for certificates of public con- 
venience and necessity pursuant to Section 7 of the Natural Gas Act (the Act)? 

United seeks authorization to construct and operate facilities necessary to 
permit it to purchase and receive into its existing transmission system natural 
gas produced in the North Henderson Field Area of Rusk County, Texas, by 
Phillips and Union, as well as by other independent producers not involved in 
this proceeding. Phillips and Union, in turn, seek authorization on their own 
behalf to sell natural gas to United pursuant to the terms of contracts executed 
by each of them with United. 

Pursuant to notice issued and published by the Secretary of the Commis- 
sion, this matter came on for hearing and was heard before the undersigned 
examiner. Upon the conclusion of the presentation of the evidence, United 
moved for the waiver of the intermediate decision procedure. The motion was 
concurred in by Phillips and Union but was opposed by Staff Counsel. There- 
after, the Commission issued an order denying such motion. An opportunity 
was offered for the filing of briefs and briefs have been filed by United, Phillips, 
Union and the Staff of the Commission. 


1The docket numbers and filing dates of these applications are as follows: Phillips, 
G-15514, July 21, 1958; United, G—-15716, July 29, 1958; Union, G—16923, November 10, 
1958. United made a supplemental filing on December 22, 1958, on behalf of itself, 
Phillips, and Union with necessary copies for each of the three dockets. 
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The applicants Phillips and Union are each independent producers of natural 
gas. 

The applicant United owns and operates one of the largest pipeline systems 
in the United States. It is engaged in the “business of purchasing natural gas 
produced in the States of Louisiana, Texas and Mississippi, and transporting 
such gas out of the State in which it is produced, and selling such gas in inter- 
state commerce for resale for ultimate public consumption.” Re Superior Oil 
Company, 19 F.P.C. 637, 641. 

The North Henderson Field Area of Rusk County, Texas, is a new gas pro 
duction area, and United has contracted to purchase the gas produced by 
Phillips and Union from the acreage and interests which they control. It is 
estimated that there is a present deliverability from the area of 12,000 Mcf of 
gas per day, but that after the area is fully developed there will be a deliver- 
ability of some 24,000 Mcf per day, and United expects to purchase between 
six and eight and a half million Mcf of gas per year thereafter from this area. 

In order to receive the natural gas from Phillips, Union and other producers 
in the area, United seeks authorization to construct and operate, the following 
described natural gas facilities: 

Four purchase meter stations, approximately 14.4 miles of 12’’ pipeline and 
appurtenant facilities beginning at a point in the North Henderson Field 
Area in or near the Jackson Hudson Survey, Abstract 378, Rusk County, 
Texas, and extending in a northeasterly direction to connect to applicant's 
Carthage to Longview 20’’ line near Milepost 265, in or near the John 
Matthews Survey, Abstract 3, Gregg County, Texas. 

It is estimated that the total cost of constructing these facilities will be 
$696,369. United will finance the construction from current working funds, and 
is ready to commence construction upon the issuance of certificates in this 
proceeding. 

The gas purchase contract between Phillips as seller, and United as purchaser, 
is dated June 25, 1958,? is for a term of 20 years, and covers estimated reserves 
of thirty-three billion cubic feet of gas. 

The contract (Article X) provides that the purchaser shall pay the seller 17 
cents per Mcf for the first five years; 18 cents per Mcf for the next five years; 
19 cents per Mcf for the third five years; and 20 cents per Mcf for the last five 
years. 

The contract also provides for redetermination of the price for each of the 
last five year periods on the basis of the arithmetic average of the price of 
three contracts for the purchase of gas in Texas Railroad Commission Districts 
Nos. 5 and 6 between pipeline companies and producers having the highest prices 
for the purchase of gas in those districts. Neither in this contract, nor any 
other contracts between United and producers from which it purchases gas, is 
there a “favored nations” clause. 

The purchaser also agrees (Article XI) to reimburse the seller for one-half of 
the 7 percent Texas production tax lawfully imposed and paid by the seller with 
respect to the gas delivered thereunder, and three-fourths of all new or addi- 
tional “tax” as defined therein, which the seller is required to pay in connection 
therewith. Concurrently with the filing of its certificate application in Docket 
No. G—15514, Phillips filed a copy of the contract with the Commission covering 
the proposed service, which was designated as Phillips Petroleum Company 
FPC Gas Rate Schedule No. 320, which shows an initial rate of 17.595 cents 


per Mcf, which represents the 17 cents base price plus one-half of the Texas 
production tax. 


2 Item “C” by reference. 
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The contract covers both associated gas and non-associated gas. Associated 
gas is shown to be that produced from a well that is classified by the Texas 
Railroad Commission as a Rule 6(b) well. Such a well “produces no oil but 
is producing gas from the same reservoir from which other wells are producing 
oil.” * Non-associated gas is that produced from a well classified by the Texas 
Railroad Commission as a gas well.’ 

The seller agrees (Article V) to deliver the gas from each well at mutually 
agreeable points on the 12-inch line which the purchaser agrees to construct, and 
to install a small pipe for that purpose, however, if the distance from any well 
is in excess of one mile from the nearest point on such 12-inch line, the terminus 
of the one mile small line becomes the delivery point, and purchaser will con- 
struct the additional line necessary. Phillips “will not own or operate any 
facilities in connection with this sale except the customary lease equipment and 
the short pipelines” ° referred to above. 

The gas which is the subject of the sale by Phillips, and by Union will be 
transported through United’s transmission system for sale in interstate com- 
merce for resale and such sales are subject to the jurisdiction of the 
Commission.’ 

The evidence establishes that United’s customer requirements for gas have 
steadily increased from 406 billion cubic feet in 1946 to a trillion and a quarter 
eubic feet in 1957; that to meet this ever-increasing demand for gas it is essen- 
tial to maintain “a backlog” of gas reserves; and that the gas supply which is 
here involved will add to this “backlog.” 

United has not entered into any gas purchase contracts in the East Texas area 
of particular significance since United made its contract in the Carthage Field in 
1946. This is primarily due to the fact that very little new reserve has been 
developed in that section. When the North Henderson Field Area was being 
developed it appeared to United that it would provide a major production area 
which would possibly offset the decline which the company foresees in the Car- 
thage Field. A witness who participated in the negotiations which resulted in 
the Phillips and Union contracts testified that this is the first attractive package 
of gas “that has become available in several years.” He pointed out that it was 
particularly attractive because of its location with respect to an area in which 
the company was experiencing a decline in the amount of gas available to it. 

The negotiations with respect to the Phillips contract were begun in November 
1957, and extended over a period of about eight months. When negotiations were 
commenced the “area” was being developed and Phillips had only completed three 
or four wells, but had plans for additional wells. Some of them had been com- 
pleted at the time of the hearing. When initial negotiations were commenced, 
United felt that “the location was most attractive to us” and indicated an 
interest in the gas. Around March 1958 United offered Phillips 15 cents per Mcf 
for its gas. United knew that there were other pipeline companies operating in 
the general area from whom competition could be expected, but was not aware 
of the identity of the particular company from whom the competition would 
come. 


*Tr. 113. 

‘Tr. 53. 

5Item “F’’, pages 3 and 4. 

*United acknowledges the Commission’s jurisdiction over these sales and over the 
construction and operation of the facilities to receive the gas and transport it to its 
Carthage to Longview 20-inch pipeline. See United’s initial brief, filed March 27, 1959, 
page 1. Phillips and Union likewise acknowledge the Commission’s jurisdiction over the 
proposed sales. See Phillip’s initial brief filed April 2, 1959, page 22, and Union’s brief 
filed March 30, 1959, page 14. 
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After a lapse of several weeks Phillips informed United that its offer was 
inadequate in amount. United subsequently offered Phillips 154% cents per 
Mcf, but after some delay this offer was also rejected. Finally, a meeting of 
the negotiators was held in Phillips’ Bartlesville, Oklahoma office. United was 
informed at that time that other purchasers were interested in the gas and 
that Phillips felt that negotiations had “dragged long enough”, and that Phillips 
was anxious to complete a deal as soon as possible. The initial base price of 
17 cents per Mcf was agreed upon at that time. 

Phillips owns 80 percent of the present known productive acreage in the North 
Henderson Field Area, and there are a number of small interests. In line with 
United’s established policy negotiations were initially undertaken with Phillips 
because of its dominant interest in the reserves, and because it would be the 
operator of the largest number of production units. ‘There is no corporate affilia- 
tion between United and Phillips, and the contract appears to have been negoti- 
ated at “arms length’. 

It is conceded by the Staff that the agreed initial price for the gas “is the 
result of a transaction arrived at through arms-length bargaining” (Staff Brief, 
Page 11). The Staff also concedes that the evidence establishes that United 
contracted to pay no more for the gas than was reasonably required to obtain 
these reserves. In this connection, the evidence discloses that other pipeline 
companies in the general area of the reserves were interested in obtaining them, 
carried on negotiations with Phillips during the time Phillips was negotiating 
with United, and that Coastal States Gas Producing Company did not drop out 
of competition until after making its highest bid of 16 cents per Mcf. 

After Phillips executed and returned its contract to United, Phillips provided 
United with a list of non-operators who owned varying percentages of the units 
for which Phillips was the operator. In keeping with its established policy, 
United prepared additional contracts containing the same terms and conditions 
as the Phillips contract and submitted these contracts to those producers. Among 
those who have executed these contracts is the applicant, Union Producing 
Company. 

Union Producing Company followed Phillips lead and executed a contract 
dated October 15, 1958* containing substantially the same terms as Phillips had 
agreed to with United insofar as Union’s interest is concerned. It appears from 
the record that both United and Union have the same corporate parent. How- 
ever, as the Staff points out in its brief, under the circumstances of the present 
ease, this is not necessarily inconsistent with Dayton Power and Light Co. v. 
Public Utilities Commission of Ohio, 292 U.S. 290, 295. 

The Commission. Staff urges that the public convenience and necessity require 
the attachment of a price condition to any certificates issued herein requiring 
sales to be made at a lower level than the rate provided in the contracts. The 
Staff has suggested varying rate levels between 14 and 16 cents per Mcf, but has 
indicated an opinion that 15.4 cents per Mcf would be the most appropriate rate. 
The Staff states that the latter figure was arrived at through averaging the 17 
cent price here involved with 14 cent and 16 cent prices offered Phillips by Lone 
Star Gas Company and Coastal States Gas Producing Company, and a 14.6 cent 
price for gas produced in Texas Railroad Commission District No. 6, which has 
been suspended by.the Commission. The Staff takes the further position that 
unless the certificates to the applicants are to be so conditioned, the applications 
should be denied. 


7 Included in item “J” by reference. 
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No other aspect of the three certificate applications was put in issue, it being 
conceded by the Staff that the evidence presented by the applicants was other- 
wise sufficient. 

The Staff adduced evidence to show that prices paid in Texas Railroad Com- 
mission District No. 6 to other producers of natural gas are lower than the prices 
arrived at here. However, the Commission has considered statistical evidence 
of the character presented by the Staff in this proceeding in its Opinion No. 309, 
Seaboard Oil Company, et al., Docket No. G—11970, et al., 19 FPC 416, and its 
Opinion No. 315, Transcontinental Pipe Line Corporation, et al., Docket No. 
G-13148, et al., 20 FPC 264, and has found that such evidence does not estab- 
lish the unfairness or unreasonabless of the higher rates under consideration. 
On the basis of Hope Natural Gas Company, et al., Docket No. G—12571, et al., 
19 FPC 405, it would appear that the Staff has failed to discharge the burden of 
showing that the rates proposed here are unjust and unreasonable. 

Based upon the Commission’s decisions in Opinion No. 287, Anthony J. 
Tamborello, et al., 14 FPC 123, Docket No. G—3045, et al., and the Seaboard, 
Transcontinental, and Hope cases, supra* it appears that the applicants 
have established facts sufficient to warrant the issuance of a certificate of public 
convenience and necessity to each of them on the merits and it will be so ordered. 

In its brief the Staff refers to a letter of the Commission addressed to United 
Gas Pipe Line Company on December 8, 1958, with copies to Phillips and Union. 
A contention is made (pages 7 and 8) to the effect that the Commission’s “letter- 
order” of December 8, 1958 meant that the applicants’- case should be dismissed 
unless the information requested therein, or some other information of an 
undescribed character, was put into the record. In that letter (paragraphs 1 
through 5) the Commission directed the furnishing of data, under oath, as to 
the current level of prices paid by United in the field, and area, comparability of 
prices paid with prices proposed to be paid Phillips and Union, quality of gas 
purchased, conditions of delivery, and effect of the prices to be paid to Phillips 
and Union upon other prices paid by United. In addition, the Commission in 
paragraph 6 of the letter requested that: 

Any cost information which either United or the producers desire to 
submit together with an explanation or reasons why the price United 
proposes to pay varies from the prices it is currently paying for natural gas 
being purchased in the North Henderson Field and in the same general 
area. [Emphasis supplied.] 
The language chosen by the Commission in paragraph 6 is language which can 
only be interpreted as conferring an option to furnish such information since 
the language only requires cost information to be produced if applicant desires 
todo so. Thus the Commission did not make the production of cost information 
a prerequisite to the establishment of a prima facie case. Moreover, the pro- 
duction of this evidence as a part of applicants’ case in these proceedings was 
not directed, and what was directed was the production of cost information for 
staff consideration if applicant desired to do so. Most of the balance of the 
information elicited in the “letter-order” has been put into the record and is 
available for decisional purposes. 

No cost information or any other information established that the rates sought 
here were just and reasonable was offered by the applicants. The witness pre- 
sented by Phillips testified that no meaningful cost information relating to the 


8 See also examiner’s decision issued November 21, 1958, Midstates Oil Company, Docket 
No. G—14836, affirmed by Commission order issued ‘April 13, 1959, 21 FPC 492, in which a 
similar contention based upon evidence of the character offered here by the Staff was 
rejected. 
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proposed sale was available to Phillips. He pointed out that the field was not 
fully developed ; that the relative proportion of gas and liquids to be produced 
was as yet unknown ; and that the direct costs would represent only a small part 
of the total cost of the gas; and that company-wide costs even those direct operat- 
ing costs involved, would have to be estimated and allocated to this sale and 
compared with prospective revenue. This, according to the witness “would only 
bring back all the problems of a full-blown rate hearing.” ® 

As has been pointed out, the applicants have each made out a prima facie 
ease, in accordance with prior Commission decisions. Therefore these appli- 
cations must be granted. 


ADDITIONAL FINDINGS 


Upon consideration of the entire record herein, the evidence adduced and the 
briefs filed, it is found and concluded, in addition to the findings and conclusions 
heretofore set out, that: 

(1) Phillips Petroleum Company and Union Producing Company are each an 
independent producer of ngtural gas, and each is or will be, upon the commence- 
ment of the sales of gas authorized herein, engaged in sale of natural gas in 
interstate commerce for resale and ultimate public consumption subject to the 
jurisdiction of the Commission, and each company is or will be, therefore, a 
‘natural-gas company” within the purview of the Natural Gas Act. 

(2) United Gas Pipe Line Company, a Delaware Corporation, having its prin- 
cipal place of business in Shreveport, Louisiana, is engaged in the transportation 
and sale of natural gas in interstate commerce for resale for ultimate public 
consumption, and is a “natural-gas company” within the meaning of the Natural 
Gas Act, and is subject to the provisions of such Act, as has heretofore been 
found by this Commission. 

(3) The sales of natural gas by Phillips Petroleum Company under the contract 
of June 25, 1958, and by Union Producing Company under the contract of October 
15, 1958, to United Gas Pipe Line Company, of natural gas produced by such 
independent producers in the North Henderson Field Area of Rusk County, 
Texas, will be sales made in interstate commerce for resale and will thus be 
subject to the jurisdiction of the Commission and such sales, together with the 
construction and operation of any facilities necessary therefor, subject to the 
jurisdiction of the Commission, and are subject to the requirements of subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 

(4) The facilities hereinbefore described, involved in Docket No. G—15716 
(more fully described in the application in such docket) which the United Gas 
Pipe Line Company proposes to construct and operate, are to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, as an integral part of United’s existing natural 
gas pipeline system, and the construction and operation of such facilities are 
subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act, and are required by the public convenience and necessity. 

(5) The facilities referred to in finding (4) are adequate to render the service 
which United proposes and which said applicant is hereinafter authorized to 
provide. 

(6) The applicants Phillips, United and Union are each able and willing prop- 
erly to do the act and to perform the services proposed by them respectively, 
in the proceedings, Docket Numbers G-15514, G-15716 and G—16923; and to 
conform to the provisions of the Natural Gas Act and to the requirements, rules 
and regulations of the Commission thereunder. 


®* Tr. 102. 
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(7) The proposed sales by Phillips and Union to United, together with the 
operation of any facilities subject to the jurisdiction of the Commission neces- 
sary therefor, are required by the public convenience and necessity, and certifi- 
cates therefor should be issued said applicants as hereinafter directed. 


ORDER 

































Wherefore, it is ordered, snbject to review by the Commission upon exceptions 
filed or upon its own motion as provided in its Rules of Practice and Procedure 
that: 

(A) A certificate of public convenience and necessity be, and the same hereby 
is issued authorizing Phillips Petroleum Company to sell to United Gas Pipe 
Line Company, pursuant to a contract between them dated June 25, 1958, the 
natural gas produced by the seller in the North Henderson Field Area of Rusk 
County, Texas, as revealed in the application and exhibits thereto filed in Docket 
No, G—15514, upon the terms and conditions of this order. 

(B) A certificate of public convenience and necessity be, and the same hereby is 
issued authorizing Union Producing Company to sell to United Gas Pipe Line 
Company, pursuant to a contract between them dated October 15, 1958, the 
natural gas produced by the seller in the North Henderson Field Area of Rusk 
County, Texas, as revealed in the application and exhibits thereto filed in Docket 
No. G—16923, upon the terms and conditions of this order. 

(C) A certificate of public convenience and necessity be, and the same hereby 
is issued in Docket No. G-15716 to United Gas Pipe Line Company, authorizing 
said applicant to construct and operate the facilities involved in said proceeding 
as revealed in the application and exhibits thereto filed in said Docket No. 
G-—15716, upon the terms and conditions of this order. 

(D) The certificates issued in paragraphs A, B and C hereof, shall be accepted 
in writing and under oath by a responsible official of the respective applicants 
within 30 days from the date of issuance of this order. 

(E) The grant of the certificates to the applicants herein shall not be construed 
as a determination of the justness or reasonableness of the initial or subsequent 
prices contained in the gas purchase contracts, or as a waiver of the require- 
ments of Section 4 of the Natural Gas Act, or of Section 154 of the Commission’s 
Regulations thereunder requiring the filing of rate schedules for the service 
herein authorized; and it is without prejudice to any finding or orders which 
may have been or may hereafter be made by the Commission in any proceeding 
now pending or which may hereinafter be instituted by or against the applicants 
herein. Further, the action taken in this proceeding shall not foreclose, or 
prejudice, any further proceeding or objections relating to the operation of any 
price, or related provision in the gas purchase contract herein involved. 

(F) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ce) (3), (e) (4), and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act, shall attach to the issuance of the certificate 
to United Gas Pipe Line Company and to the exercise of the rights granted 
thereunder. 

(G) The general terms and conditions set forth in paragraphs (a), (b) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act, shall attach to the issuance of the certificates to Phillips Petroleum Com- 
pany and Union Producing Company and to the exercise of the rights granted 
thereunder. 
















RIcHARD N. Ivins, 
Presiding Examiner. 

















William R. Connole and Arthur Kline. 


G-16633 


San Patricio Counties, Texas. 


are as follows: 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 


SINCLAIR OIL & GAS COMPANY (OPERATOR), ET AL., DOCKET NOS. 
G-11197, G-11343, G-13507, G-16632; SINCLAIR OIL & GAS COMPANY, 
ET AL., DOCKET NOS. G-11344, G-11345, G-13500, G-16630, AND G-17523; 
SINCLAIR OIL & GAS COMPANY (OPERATOR), DOCKET NOS. G-13535, 


ORDER SEVERING PROCEEDINGS AND ACCEPTING OFFER OF SETTLEMENT 
(Issued October 13, 1959) 


On September 16, 1959, Sinclair Oil & Gas Company, for itself and for other 
parties of interest (hereinafter referred to collectively as Sinclair), tendered for 
filing an Offer of Settlement, pursuant to Section 1.18(e) of the Commission’s 
Rules of Practice and Procedure, of the rate suspension proceedings involved in 
the above-entitled matters. The suspension proceedings involved concern Sin- 
clair’s jurisdictional sales of gas to Texas Eastern Transmission Corporation 
(Texas Eastern) from fields in Gregg, Hardin, Jasper, Orange, Live Oak and 


The suspended rate changes which are the subject of this offer of settlement 








































Eastern. 



















1 Rate schedule designated as Sinclair Oil & Gas Company (Operator), et al. 
2 Rate schedule designated as Sinclair Oil & Gas Company, et al. 
3 Rate schedule designated as Sinclair Oil & Gas Company (Operator). 





The offer contemplates that these proceedings be settled on the following basis: 
(1) Existing favored-nation and price-redetermination clauses would be elim- 
inated from the subject gas-purchase contracts between Sinclair and Texas 


| | 
FPC gas Sus- Date rate 
rate Supple- pended Order sus- made 
Docket numbers schedule | ment No. | rate (14.65 | pending effective 
number psia) rate issued | subject to 
refund 
Cents | 
IE ti ncnnenttimgreae atthe Ankit 160A | 7 13. 5016 10/31/56 4/ 1/57 
I alae ackcaser unt ananiee mscresacntesneteager eras ggetewie 160B | 7 13. 5016 10/ 8/56 4/ 1/57 
CP ici Ginioak otuctihed alweianae elie 160A 8 14.4 10/29/57 4/ 1/58 
aa ee ss dcsesiceaceh arte aiitaaaaiie dati aid eae 160B 8 14.4 10/29/57 4/ 1/58 
Ci eerste 1 60 9 14.6 10/30/58 4/ 1/59 
SS ee re ey eae 261 ll 13. 50948 10/31/56 4/ 1/57 
261 14] 14.4 10/30/57 4/ 1/58 
261 16; 14.6 10/30/58 4/ 1/59 
3762 | 9} 13.5016 10/31/56 4/ 1/57 
2 62 | 144 10/30/57 4/ 1/58 
2 62 ll 14.6 10/30/58 | 4/ 1/59 
163 7} 13.5016 | 10/31/56 4/ 1/57 
1 63 8 14.4 10/29/57 4/ 1/58 
163 | 10 | 14.6 10/30/58 4/ 1/59 
GR tact cbse te LEAH 267 | 10} 13.8733 1/16/59 6/18/50 
tinted ateaee Sa 3143 2 14.4 | 10/29/57 4/ 1/58 
GEG Ma bsanacckansctetBbesoncsteaactaan 3143 CO 3| 146 10/30/58 4/ 1/59 
| 





(2) The base rate of 14.6¢ per Mcf shall continue in effect without obligation 
to refund under its FPC Gas Rate Schedule Nos. 60, 61, 62, 63 and 143. 

(3) The base rate of 13.71964¢ per Mcf, plus tax reimbursement of 0.15366¢ 
per Mcf—totaling 18.8733¢ per Mcf—shall continue in effect without obligation 
to refund under its FPC Gas Rate Schedule No. 67. 

(4) Substitute periodic increases of 1¢ per Mcf in November 1963, November 
1968 and November 1973, respectively, for the present 0.2¢ per Mcf annual periodic 
escalations under its FPC Gas Rate Schedule Nos. 60, 61, 62, 63 and 143. 
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ck, (5) Sinclair provides for additional periodic increases of 0.5¢ per Mcf in 
February 1963 and February 1968, respectively, under its FPC Gas Rate Schedule 
No. 67. 
OS. (6) The suspension proceedings, herein be terminated and Sinclair be dis- 
NY, charged from all refund obligations in connection with these proceedings. 
23; As justification for the offer, Sinclair contends that the favored-nation and 
35, price-redetermination provisions of the contracts are valuable to Sinclair as a 
means of protection against inflation and for the increased valuation of gas under 
the long term of these contracts. In addition, Sinclair states that the 14.6¢ 
and 13.8733¢ per Mcf rates are fair and reasonable and are below the level of 
contract prices recently negotiated for gas produced in the same area. 
her Docket Nos. G-11348, G—13507, G—11344, G-11345 and G-—13500, which are 
for involved herein, have been consolidated In the Matters of Sinclair Oil € Gas 
n’s Company, Docket Nos. G—9291, et al., for hearing. 
in Texas Eastern concurs in and approves the Offer of Settlement and adverts 
‘in- to the similarity of previous offers of settlement pertaining to jurisdictional sales 
ion of gas to Texas Eastern which have been accepted by the Commission. No in- 
nd tervener in these proceedings has expressed any opposition to the Offer of Settle- 
ment. The Chase Manhattan Bank, as holder of secured notes of various signa- 
ent tory parties to the subject contracts, consents to the Offer of Settlement and 
the resulting amendments of the said contracts, as proposed. 
bad) In accepting this offer, the present periodic increase clauses, providing for 
ate annual increases up to a maximum of 18¢ per Mcf in 1972 and thereafter, would 
a no longer be applicable. Under the offer, Sinclair would gain rate increases to 
; to 14.6¢ per Mcf in all the aforementioned rate schedules, except Rate Schedule 
=O No. 67, which would remain at 13.8733¢ per Mcf. The substituted and additional 
periodic increases are, of course, subject to our approval when subsequently 
Hd proposed. 
i In our judgment, settlement of these proceedings in accordance with the Offer 
1/59 of Settlement is desirable in the public interest and appropriate in carrying 
4 out the provisions of the Natural Gas Act. Sinclair is proposing to eliminate 
4 all favored-nation and price-redetermination clauses in its contracts herein 
- involved with Texas Eastern, to waive all its future rights and benefits there- 
ie under and to convert the annual escalations now provided in the contracts to 
1/59 fixed escalations, as provided in its offer. 
— The proposed Offer of Settlement would be beneficial to the public and ad- 
1/59 vantageous to all concerned, by relieving the Commission, the producers, and 
a Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under such provisions. The resulting stability in gas 
is: costs would be welcome to all segments of the natural gas industry. Further- 
im- more, freeing the Commission and its staff from the need of considering such 
cas proposed increases would enable us to concentrate our efforts on other matters 
having possibly more serious consequences for the public and the consumer. 
ion However, we desire to make it clear that acceptance of this Offer of ‘Settle- 
ment shall not be construed as approval of any future increased rates proposed 
oh by Sinclair under the fixed escalation provision or otherwise. 
The Commission finds: 
ber (1) Good cause has been shown for severing Docket Nos. ‘G—11343, G—13507, 
dic G-11344, G-11345,and G—13500 from the consolidated proceeding In the Matters 


of Sinclair Oil dé Gas Company, Docket Nos, G—9291,.et al. 
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(2) The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offier of Settlement filed by Sinclair with 
the Commission on September 16, 1959, and in Appendices A to and including 
F to this order, is in the public interest and appropriate to carry out the provi- 
sions of the Natural Gas Act and should be approved by the Commission and 
made effective as hereinafter ordered. 


The Commission orders: 


(A) Docket Nos. G—11348, G-13507, G-11344, G-11345 and G—13500 are hereby 
severed from the consolidated proceedings In the Matters of Sinclair Oil € Gas 
Company, Docket Nos. G—9291, et al. 

(B) The Offer of Settlement filed with the Commission by Sinclair on Septem- 
ber 16, 1959, is hereby approved in accordance with the provisions of this 
order. 

(C) Sinclair shall execute with Texas Eastern amendments to the gas pur- 
chase contracts, as amended, filed with the Commission as Sinclair’s FPC Gas 
Rate Schedule Nos. 60, 61, 62, 638, 67 and 143, in accordance with Appendices A 
to and including F attached hereto. 

(D) Sinclair shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid FPC Gas Rate Schedule 
Nos. 60, 61, 62, 63, 67 and 143, under Part 154 of the Commission’s Regulations 
under the Natural Gas Act, the respective executed agreement with Texas Eastern 
required by paragraph (C) above. 

(E) Upon Sinclair’s compliance with paragraph (D) above, Sinclair’s afore- 
mentioned suspended rates are herewith permitted to become effective on the 
date designated in the above “Date Rate Made Effective Subject To Refund” 
column and, the proceedings in these dockets, concurrently with such filings, are 
terminated. 

(F) Sinclair is hereby discharged from any liability for any refunds on account 
of the suspended rates involved herein upon Sinclair’s compliance with the 
provisions of paragraph (D) above. 

(G) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in the proceedings In the Matters 
of Sinclair Oil € Gas Company, Docket Nos G—9291, et al., or in any other 
proceeding now pending or hereafter instituted by or against Sinclair. 
Commissioner Connole dissenting. 


APPENDIX A 
AMENDMENT 


This amendment, made and entered into as of the ______ day of ~._____-__--- 
1959, by and between Sinclair Oil & Gas Company, H.D.S. Eastern Corporation, 
Alban Oil & Gas Corporation, Fifty-First Street Associates, Inc., Mon-Dak Oil 
Corporation, Alban Industries, Inc., Filiorum Corporation of Delaware, Hydro- 
earbon Industries, Inc., William Industries, Inc., Henry Oil Co., Inc., Sinso 
Corporation, The University of Chicago, and John A. Pell, Trustee, hereinafter 
called “Seller,” and Texas Eastern Transmission Corporation, hereinafter called 
“Buyer.” 

Whereas, Seller and Buyer mutually desire to amend that certain Gas Pur- 
chase Contract dated April 17, 1953, as amended, by and between Buyer and 
Seller covering the sale and purchase of gas from the Willow Springs Field 
(Meadows Unit), Gregg County, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Buyer and Seller do covenant and agree as follows: 
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From and after the Ist day of August, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 17th day of April, 1953, as amended, shall 
be further amended as follows: 

Paragraph 1 of Article [IX (price schedule) in its entirety is hereby deleted, 
and there is hereby substituted in lieu and in place thereof the following: 

“1, Subject to the provisions of Paragraph 2 below, the price to be paid by 
Buyer to Seller for gas delivered to Buyer hereunder shall be as follows: 

14.6 cents per Mcr from August 1, 1959, to November 1, 1963; 
15.6 cents per Mcr from November 1, 1963, to November 1, 1968; 
16.6 cents per Mcr from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcr thereafter.” 

Paragraph 3 of Article [IX (favored nation clause) in its entirety, and Para- 
graph 4 of Article [IX (price redetermination clause) in its entirety, are hereby 
deleted. The deletion of the above clauses shall also be effective as to pricing 
provisions submitted to Seller by Texas Eastern Transmission Corporation’s let- 
ter of July 24, 1957, and accepted by Seller, wherein more favorable pricing pro- 
visions were submitted to Seller under the provisions of the said favored nation 
clause. However, Paragraph 2 of Article [IX (tax reimbursement) shall remain 
as contained in Exhibit A of said letter. 

Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 

In witness hereof, this instrument is executed as of the date first above written. 


Srncitarm Om & Gas Company, 
(Vice President) 


H.D.S. Eastern CorPoRATION, 


(Secretary) 


The Chase Manhattan Bank hereby consents to the provisions contained in the 
foregoing amendment and to the acceptance thereof by H.D.S. Eastern Corpora- 
tion, Alban Oil & Gas Corporation and Fifty-First Street Associates, Inc. 


THE CHASE MANHATTAN BANK, 


(Vice President) 


Mon-Dak Ort CORPORATION, 


(Secretary) 
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ALBAN INDUSTRIES, INO., 
(Secretary) 
Joun A. PELL, Trustee, 


Attest: 
FILiorRUM CORPORATION OF DELAWARE, 


HYDROCARBON INDUSTRIES, INC., 


(Secretary) 


The Chase Manhattan Bank hereby consents to the provisions contained in 
the foregoing amendment and to the ‘acceptance thereof by Mon-Dak Oil Cor- 
poration, Alban Industries, Inc., Filiorum Corporation of Delaware, Hydrocarbon 
Industries, Inc.; William Industries; Inec., Henry Oil Co., Inc. and John A. Pell, 
Trustee. 


THE CHASE MANHATTAN BANK, 


(Vice President) 


Srnso CoRPORATION, 


TeExAS EASTERN TRANSMISSION 
CORPORATION, 
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AMENDMENT 


THIS AMENDMENT, made and entered into as of the —— day of . 
1959, by and between Sinclair Oil & Gas Company, H.D.S. Eastern Corporation, 
Alban Oil & Gas Corporation, and Fifty-First Street Associates, Inc., hereinafter 
called “Seller,” and Texas Eastern Transmission Corporation, hereinafter called 
“Buyer.” 

Whereas, Seller and Buyer mutually desire to amend that certain Gas Pur- 
chase Contract dated June 9, 1952, as amended, by and between Buyer and Seller 
covering the sale and purchase of gas from the Gist, Call, Camptown, Lemonville, 
South Gist and Northwest Hartburg Fields in Newton County, Texas, the East 
Beech Creek, Elliott, Hampton, North Silsbee, Vickers and Jackson Doty Fields 
in Hardin County, Texas, the Doty and Adams Ranch Fields in Orange County, 
Texas, and the Castillo and West Gist Fields in Jasper County, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the 1st day of August, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 9th day of June, 1952, as amended, shall 
be further amended as follows: 

Paragraph 1 of Article IX (price schedule) in its entirety is hereby deleted, 
and there is hereby substituted in lieu and in place thereof the following: 

“1. Subject to the provisions of Pargraph 3 below, the price to be paid by 
Buyer to Seller for gas delivered to buyer hereunder shall be as follows: 

14.6 cents per Mcr from August 1, 1959, to November 1, 1963; 
15.6 cents per Mcr from November 1, 1963, to November 1, 1968; 
16.6 cents per Mcr from November 1, 1938, to November 1, 1973; 
17.6 cents per Mcr thereafter.” 

Paragraph 2 of Article IX (OPS clause) in its entirety, Paragraph 4 of 
Article IX (price redetermination clause) in its entirety, and Paragraph 5 of 
Article IX (favored nation clause) in its entirety, are hereby deleted. The 
deletion of the above clauses shall also be effective as to the pricing provisions 
submitted to Seller by Texas Eastern Transmission Corporation’s letter of July 
24, 1957, and accepted by Seller, wherein more favorable pricing provisions were 
submitted to Seller under the provisions of the said favored nation clause. 
However, tax reimbursement shall remain as contained in Paragraph 2 of Bx- 
hibit A of said letter. 

Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 

In witness hereof, this instrument is executed as of the date first above 
written. 


Srncratr Orn & GAs COMPANY, 


(Vice President) 


H.D.S. Eastern CORPORATION, 


(Secretary) 



















712 FEDERAL POWER COMMISSION 





The Chase Manhattan Bank hereby consents to the provisions contained in the 
foregoing amendment and to the acceptance thereof by H.D.S. Eastern Corpora- 
tion, Alban Oil & Gas Corporation and Fifty-First Street Associates, Inc. 


THE CHASE MANHATTAN BANK, 


(Vice President) 


Seller. 


TEXAS EASTERN TRANSMISSION 
CORPORATION, 


(Secretary) 


APPENDIX O 
AMENDMENT 


This amendment, made and entered into as of the -_-- day of 
1959, by and between Sinclair Oil & Gas Company, H.D.S. Eastern Corporation, 
Alban Oil & Gas Corporation, and Fifty-First Street Associates, Inc., herein- 
after called “Seller,” and Texas Eastern Transmission Corporation, hereinafter 
called “Buyer.” 

Whereas, Seller and Buyer mutually desire to amend that certain Gas Pur- 
chase Contract dated April 12, 1948, as amended, by and between Buyer and 
Seller covering the sale and purchase of gas from the Silsbee Field, Hardin 
County, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the 1st day of August, 1959, the said Gas Purchase Contract 
Between Seller and Buyer dated the 12th day of April, 1948, as amended, shall 
be further amended as follows: 

All of Paragraph 1 of Article IX (price schedule) down to and including the 
line reading “16.3 cents per thousand cubic feet thereafter ;” is hereby deleted, 
and there is hereby substituted in lieu and in place thereof the following: 

‘1. Subject to the provisions of Paragraph 3 below, the price to be paid by 
Buyer to Seller for gas delivered to Buyer hereunder shall be as follows: 

14.6 cents per Mcr from August 1, 1959, to November 1, 1963 ; 

15.6 cents per Mcr from November 1, 1963, to November 1, 1938; 
16.6 cents per Mcr from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcr thereafter.” 

Paragraph 2 of Article IX (OPS clause) in its entirety, Paragraph 4 of Article 
IX (price redetermination clause) in its entirety, and Paragraph 5 of Article IX 
(favored nation clause) in its entirety, are hereby deleted. The deletion of the 
above clauses shall also be effective as to the pricing provisions submitted to 
Seller by Texas Eastern Transmission Corporation’s letter of July 24, 1957, and 
accepted by Seller, wherein more favorable pricing provisions were submitted 
to Seller under the provisions of the said favored nation clause. However, tax 
reimbursement shall remain as contained in Paragraph 2 of Exhibit A of said 
letter. 

Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 

In witness hereof, this instrument is executed as of the date first above 
written. 














ee aS 
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Attest: 





Srvonarr Or & Gas CoMPANY, 


(Vice President) 
H.D.S. EASTERN CORPORATION, 


(Secretary ) 









The Chase Manhattan Bank hereby consents to the provisions contained in 
the foregoing amendment and to the acceptance thereof by H.D.S. Eastern Cor- 
poration, Alban Oil & Gas Company and Fifty-First Street Associates, Inc. 


THE CHASE MANHATTAN BANK, 


(Vice President) 































Seller. 
Attest: Texas EASTERN TRANSMISSION 


CORPORATION, 


(Secretary) 


APPENDIX D 


AMENDMENT 





This amendment, made and entered into as of the ____ day of _________-_, 1959, 
by and between Sinclair Oil & Gas Company, H.D.S. Eastern Corporation, Alban 
Oil & Gas Corporation, Fifty-First Street Associates, Inc., Bracken Oil Com- 
pany, John A. Bracken and Rhoda S. Bracken, Trustees, W. E. Curtis, E. Fred 
Herchbach, I. W. Lewis, Lonnie Holotik, and Murph Wilson, hereinafter called 
“Seller,” and Texas Eastern Transmission Corporation, hereinafter called 
“Buyer.” 

Whereas, Seller and Buyer mutually desire to amend that certain Gas Pur- 
chase Contract dated July 13, 1953, as amended, by and between Buyer and 
Seller covering the sale and purchase of gas from the Willow Springs Field 
(Tuttle Unit), Gregg County, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the 1st day of August, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 13th day of July, 1953, as amended, shall 
be further amended as follows: 

Paragraph 1 of Article IX (price schedule) in its entirety is hereby deleted, 
and there is hereby substituted in lieu and in place thereof the following: 

“1. Subject to the provisions of Paragraph 2 below, the price to be paid by 
Buyer to Seller for gas delivered to Buyer hereunder shall be as follows: 

14.6 cents per Mcr from August 1, 1959, to November 1, 1963; 
15.6 cents per Mcr from November 1, 1963, to November 1, 1968; 
16.6 cents per Mcr from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcr thereafter.” 
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Paragraph 38 of Article [IX (favored nation clause) in its entirety, and Para- 
graph 4 of Article LX (price redetermination clause) in its entirety, are hereby 
deleted. The deletion of the above clauses shall also be effective as to the pricing 
provisions submitted to Seller by Texas Eastern Transmission Corporation’s 
letter of July 24, 1957, and accepted by Seller, wherein more favorable pricing 
provisions were submitted to Seller under the provisions of the said favored 
nation clause. However, Paragraph 2 of said Article IX (tax reimbursement) 
shall remain as contained in Exhibit A of said letter. 


Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 


In witness hereof, this instrument is executed as of the date first above 
written. 


Srinciair Orn & Gas CoMPANY, 


(Vice President) 
H.D.S. EASTERN CORPORATION, 


(Secretary) 


The Chase Manhattan Bank hereby consents to the provisions contained in the 
foregoing amendment and to the acceptance thereof by H.D.S. Eastern Corpora- 
tion, Alban Oil & Gas Company and Fifty-First Street Associates, Inc. 

Attest: 


THe CHASE MANHATTAN BANK, 


BE. Frep HERCHBACH. 


BRACKEN OIL CoMPANY, 


MuURPH WILSON, 


Texas EASTERN TRANSMISSION 
CORPORATION, 


(Secretary) 
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APPENDIX E 


AMENDMENT 


This amendment, made and entered into as of the ____ day of 
by and between Sinclair Oil & Gas Company, H.D.S. Eastern Corporation, Alban 
Oil & Gas Corporation, and Fifty-First Street Associates, Inc., hereinafter called 
“Producer,” and Texas Bastern Transmission Corporation, hereinafter called 
“System.” 

Whereas, Producer and System mutually desire to amend that certain Gas 
Purchase Contract dated November 15, 1953, as amended, by and between System 
and Producer covering the sale and purchase of gas from the Karon Field 
(Gladys Powell), Goliad County, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Producer and System do covenant and agree as follows: 

From and after the 1st day of August, 1959, the said Gas Purchase Contract 
between Producer and System dated the 15th day of November, 1953, as amended, 
shall be further amended as follows: 

(a) Paragraph 10.1 of Article X (price schedule and price redetermination 
provisions), as amended and as adjusted by letter agreement dated December 
20, 1957, is hereby further amended by deleting therefrom all of said Paragraph 
10.1 and substituting in lieu and in place thereof the following: 

“10.1. The price to be paid by System to Producer for each one thousand 
(1,000) cubic feet of dry gas which System is obligated to take and pay for 
hereunder, or pay for whether taken or not, shall be as follows: 

“13.8733 cents per Mor from August 1, 1959, to February 5, 1963 ; 
“14.3733 cents per Mcr from February 5, 1963, to February 5, 1968; 
“14.8733 cents per Mcr from February 5, 1968, and thereafter.” 

Each of such prices is inclusive of taxes to be reimbursed under the terms of 
Paragraph 10.2 of Article X as to “additional taxes” levied, assessed or fixed 
during the period between November 1, 1951, and June 1, 1959. 

(b) Paragraph 10.3 of Article X (favored nation clause) in its entirety is 
hereby deleted. 

Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 

In witness hereof, this instrument is executed as of the date first above 
written. 


Srinciarr Or & Gas CoMPANY, 


(Vice President) 
H.D.S. EASTERN CORPORATION, 


(Secretary) 


The Chase Manhattan Bank hereby consents to the provisions contained in 
the foregoing amendment and to the acceptance thereof by H.D.S. Eastern 
Corporation, Alban Oil & Gas Company and Fifty-First Street Associates, Inc. 
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Tue CHASE MANHATTAN BANK, 


(Vice President) 
Producer. 


TEXAS EASTERN TRANSMISSION 
CORPORATION, 


(Secretary) 


APPENDIX F 


AMENDMENT 


This amendment, made and entered into as of the -_-_ day of 
1959, by and between Sinclair Oil & Gas Company, hereinafter called “Seller,” 
and Texas Eastern Transmission Corporation, hereinafter called “Buyer.” 

Whereas, Seller and Buyer mutually desire to amend that certain Gas Pur- 
chase Contract dated February 16, 1956, as amended, by and between Buyer and 
Seller covering the sale and purchase of gas from the East White Point Field, 
Nueces and San Patricio Counties, Texas. 

Now, therefore, in consideration of the premises and the mutual covenants 
herein contained, Buyer and Seller do covenant and agree as follows: 

From and after the 1st day of August, 1959, the said Gas Purchase Contract 
between Seller and Buyer dated the 16th day of February, 1956, as amended, 
shall be further amended as follows: 

Paragraph 1 of Article IX (price schedule) in its entirety is hereby deleted, 
and there is hereby substituted in lieu and in place thereof the following: 

“1, Subject to the provisions of Paragraph 2 below, the price to be paid by 
Buyer to Seller for gas delivered to Buyer hereunder shall be as follows: 

14.6 cents per Mcr from August 1, 1959, to November 1, 1963; 
15.6 cents per Mcr from November 1, 1963, to November 1, 1968 ; 
16.6 cents per Mcr from November 1, 1968, to November 1, 1973; 
17.6 cents per Mcr thereafter.” 

Paragraph 3 of Article [IX (favored nation clause) in its entirety, and Para- 
graph 4 of Article IX (related to favored nation clause) in its entirety, are 
hereby deleted. 

Except as herein provided, said Gas Purchase Contract, as amended, is hereby 
ratified and confirmed in all respects. 

In witness hereof, this instrument is executed as of the date first above writ- 
ten. 


Attest: SIncLarrR Orn & GAs CoMPANY, 


(Vice President) 
Seller. 


Texas EASTERN TRANSMISSION 
CORPORATION, 


(Secretary) (Vice President) 
Buyer. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G—16555 


FINDINGS AND ORDER PERMITTING AND APPROVING ABANDON MENT 


(Issued October 13, 1959) 


On October 13, 1958, Tennessee Gas Transmission Company (Applicant) filed 
in Docket No. G—16555 an application, as supplemented on October 22, 1958, 
February 18, 1959, and July 6, 1959, pursuant to Section 7(b) of the Natural Gas 
Act, for permission and approval to abandon certain natural gas facilities used 
to transport and deliver gas into Applicant’s main line system, all as more fully 
set forth in the application. 

The facilities proposed to be abandoned consist of 30.34 miles of Applicant’s 
33.2 mile 12-inch Benezette field line in Pennsylvania, together with associated 
appurtenances, and three portable compressor engines located on that line. The 
Benezette line connects with Applicant’s Mercer-Hebron 24-inch line. It appears 
that the facilities are no longer utilized because the Benezette gas reserves are 
depleted to the extent that their use is no longer economical. 

Applicant has agreed to sell the 30.34-mile section of 12-inch line and appur- 
tenances for $281,865 to United Natural Gas Company, which company has 
advised that it will use the facilities in intrastate service only. Applicant 
will retain the three compresor engines for use or disposal elsewhere on its 
system. 

No one will be deprived of service by the proposed abandonment. 

Applicant has submitted certain proposed accounting entries covering the sub- 
ject abandonment, which are under study by the Commission’s staff. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 30, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30(c)(1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Tennessee Gas Transmission Company, a Delaware corpora- 
tion having its principal place of business in Houston, Texas, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued February 14, 1947, in Docket No. G—805 
(6 FPC 416). 

(2) The proposed abandonment of facilities by Applicant, as hereinbefore 
described and as more fully described in the application herein, is subject to 
the requirements of subsection (b) of Section 7 of the Natural Gas Act. 

(8) Such abandonment by Applicant as hereinbefore described is permitted 
by the public convenience and necessity and should be permitted and approved 
as hereinafter ordered. 


556-711—64-——-48 
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(4) Said permission and approval should be conditioned upon the submittal 
to the Commission by Applicant of appropriate accounting entries, satisfactory 
to the Commission, in accordance with the requirements of the Uniform System 
of Accounts. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 
The Commission orders: 


(A) Permission for and approval of the abandonment of natural gas facili- 
ties by Tennessee Gas Transmission Company as hereinbefore described and as 
more fully described in the application in this proceeding, be and the same is 
hereby granted. 

(B) The permission and approval granted in paragraph (A) hereof are hereby 
conditioned upon the submittal to the Commission by Applicant of appropriate 
accounting entries, satisfactory to the Commission, in accordance with the re- 
quirements of the Uniform System of Accounts. 


(C) Applicant shall advise the Commission of the date of the abandonment 
of the facilities within 10 days thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-18394 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued October 13, 1959) 


On April 27, 1959, United Gas Pipe Line Company (Applicant) filed an appli- 
eation in Docket No. G—18394, pursuant to Section 7(b) of the Natural Gas Act, 
for permission and approval to remove approximately 70 feet of 85<-inch O.D. 
branch pipeline and appurtenant facilities used to serve natural gas to the Libbey- 
Owens-Ford Glass Company’s Shreveport, Louisiana, plant, all as more fully 
set forth in the application which is on file with the Commission. 

Applicant states that the subject pipeline and facilities were used to serve 
natural gas to Libbey-Owens-Ford under the terms of a contract which has 
terminated and under which deliveries of gas have ceased. 

By letter dated July 2, 1959, Libbey Owens-Ford informed the Commission that 
it did not object to the proposed abandonment of service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on Sep- 
tember 30, 1959, respecting the matters involved in and the issues presented by the 
application. No petition to intervene or protest to the granting of the application 
has been received. Staff counsel moved orally at the hearing that the inter- 
mediate decision procedure be omitted and the Commission render a decision 
herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice and 
Procedure. 



















The Commission finds: 





(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas 
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company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of January 20, 1942, in Docket No. G-216 (3 FPC 3). 

(2) The facilities to be abandoned, as heretofore described, are subject to the 
jurisdiction of the Commission, and abandonment of such facilities is subject to 
the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(8) Such abandonment by Applicant, as heretofore described, is permitted by 
the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 
Permission for and approval of the abandonment by Applicant of the facili- 


ties hereinbefore described, all as more fully described in the application in 
this proceeding, be and the same is hereby granted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-18942 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 13, 1959) 


On July 8, 1959, United Gas Pipe Line Company (Applicant) filed in Docket 
No. G-18942 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the construction 
and operation during the calendar year 1960 of minor, routine facilities for 
making not more than 25 direct industrial sales of natural gas on a temporary 
basis to road building contractors along Applicant’s pipeline system traversing the 
states of Alabama, Florida, Louisiana, Mississippi and Texas. 

This “budget type” application contemplates an average cost of approximately 
$500 for a tap, meter and regulator for each road construction project with an 
average natural gas requirement of approximately 16,000 Mcf per project cus- 
tomer. The total cost of $12,500 is to be defrayed from funds on hand. 

The subject proposal is intended to save time for Applicant and customers 
by making unnecessary the preparation and filing of individual applications and 
the processing and hearing of same by the Commission. 

The amount of gas involved, totalling an estimated 400,000 Mcf for 25 cus- 
tomers, is relatively small and the proposal would have no appreciable effect 
on Applicant’s available gas reserves or service to existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 29, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 
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I'he Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of November 10, 1942, in Docket No. G-232 (3 FPC 863). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission, and the con- 
struction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules, and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the delivery of 
natural gas during the calendar year 1960 as proposed by Applicant are required 
by the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder that Applicant 
should submit a report under oath to the Commission on or before March 1, 1961, 
giving all pertinent details of the construction of the authorized facilities, in- 
cluding the names and location of customers and their projects, the facilities 
installed for each customer, the actual cost thereof for each project, the volumes 
of gas sold to each customer, the dates of termination of service to each customer 
and the revenues received from each customer. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Gas Pipe Line Company to construct and operate the 
proposed facilities and to deliver natural gas during the calendar year 1960 as 
hereinbefore described, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) Applicant shall submit a report under oath to the Commission on or be- 
fore March 1, 1961, giving all pertinent details of the construction of the author- 
ized facilities, including the names and location of customers and their projects, 
the facilities installed for each customer, the actual cost thereof for each project, 
the volumes of gas sold to each customer, the dates of initiation and termination 
of service to each customer and the revenues received from each customer. 

(D) The total expenditure for facilities authorized in paragraph (A) hereof 
shall be limited to $12,500, construction shall be limited to the calendar year 
1960, and sales shall be limited to not more than 25 direct industrial customers 
on a temporary basis, as proposed. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NEW YORK STATE NATURAL GAS CORPORATION, TEXAS EASTERN 
TRANSMISSION CORPORATION, AND TRANSCONTINENTAL GAS PIPE 
LINE CORPORATION, DOCKET NO. G-—13793 


ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY AND ACCEPTING 
FOR FILING REVISED SHEETS 


(Issued October 14, 1959) 


On August 7, 1959, New York State Natural Gas Corporation (New York 
Natural), Texas Eastern Transmission Corporation (Texas Eastern) and Trans- 
continental Gas Pipe Line Corporation (Transco), filed a joint motion for the 
amendment of certificate of public convenience and necessity issued in Docket No. 
G-13793 by the Commission’s Opinion No. 315 and the accompanying order is- 
sued September 4, 1958, 20 FPC 264. Such order authorized the construction 
and operation of certain facilities in the Leidy and Tamarack Storage Fields in 
Clinton and Potter Counties, Pennsylvania. Paragraph (I) (3) of the said order 
required New York Natural to file as a rate schedule the Transfer and Storage 
Agreement between New York Natural, Transco and Texas Eastern revised to 
provide a rate of return of not in excess of six percent on the storage facilities of 
New York Natural. Pursuant thereto, New York Natural filed as its Rate 
Schedule X-6 the Transfer and Storage Agreement revised to provide for a rate 
of return of six percent on the storage facilities of New York Natural. The 
filing became effective November 18, 1958. 

New York State Natural Gas Corporation, Texas Eastern Transmission Cor- 


poration and Transcontinental Gas Pipe Line Corporation, by their joint motion 
seek to amend Section 11.1(d) of Rate Schedule X-6 by eliminating the monthly 
charge contained therein of $30,000 for administrative and general costs and 
substituting therefor a cost formula as set forth in the revised sheets hereinafter 
referred to. 


On May 28, 1959 New York Natural filed six tariff sheets, First Revised Sheets 
Nos. 61, 112, 113, 114 and 115 and Original Sheet No. 115—-A to FPC Gas Tariff, 
Original Volume No. 2 superseding Original Sheets Nos. 61 and 112 through 115 
of Rate Schedule X-6 to revise the charges provided by Rate Schedule X-6 in 
the manner indicated above. The proposed revisions are acceptable. 


The Commission finds: 


It is appropriate in carrying out the provisions of the Natural Gas Act and in 
the public interest that the certificate of public convenience and necessity issued 
to New York State Natural Gas Corporation, Texas Eastern Transmission Corpo- 
ration and Transcontinental Gas Pipe Line Corporation on September 4, 1958 in 
Docket No. G—13793 be amended as hereinafter ordered. 


The Commission orders: 


Paragraph (1) (3) of the certificate of public convenience and necessity above 
referred to is hereby amended to reflect the proposed change in relation to Section 
11.1(d) of Rate Schedule X-6 by eliminating the monthly charge of $30,000 for 
administrative and general costs and substituting therefor the cost formula re- 
ferred to above. In addition, First Revised Sheets Nos. 61, 112, 113, 114, 115 and 
Original Sheet No. 115-A to New York State Natural Gas Corporation’s FPC Gas 
Tariff, Original Volume No. 2 revising Rate Schedule X-6 are accepted for filing 
and shall be effective as of the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 


PUGET SOUND POWER & LIGHT COMPANY, DOCKET NO. E.-6897 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued October 16, 1959) 


Puget Sound Power & Light Company (Applicant), incorporated under the 
laws of the State of Massachusetts and doing business in the State of Washing- 
ton, with its principal place of business in Seattle, Washington, filed an appli- 
cation on August 31, 1959, as amended October 2, 1959 and October 9, 1959, for 
an order, pursuant to Section 204 of the Federal Power Act, authorizing the 
issuance of $20,000,000, principal amount of First Mortgage Bonds, Series due 
1989, to be sold at competitive bidding. 

Applicant proposes to issue the Bonds under and secured by a First Mortgage 
between the Applicant and Old Colony Trust Company, Boston, Massachusetts, 
as Trustee, dated as of June 2, 1924, as supplemented and modified by forty-three 
supplemental indentures and as to be further supplemented and modified by the 
Forty-Fourth Supplemental Indenture dated as of November 1, 1959. 

On or about October 21, 1959, Applicant proposes to invite sealed, written bids 
for the purchase of the Bonds by newspaper publication of a notice of public 
invitation. Each bid shall specify the coupon rate which shall be a multiple of 
¥% of 1%, and shall specify the price (exclusive of accrued interest) which shall 
not be less than 100% nor more than 102.75% of principal amount. 

Unless postponed, all bids for the proposed issuance of Bonds must be received 
by the Applicant, c/o Stone & Webster Service Corporation, 90 Broad Street 
(19th Floor), New York, New York, at or before 12:00 Noon, New York City 
time, on October 28, 1959, and must be accompanied by deposits of $600,000. Ap- 
plicant, unless it shall reject all bids or exclude a bid or bids for reasons specified 
in the invitation, will accept the bid which provides for the lowest annual cost 
of money. 

Applicant will utilize the proceeds of approximately $20,000,000, to be obtained 
from the proposed issuance of Bonds toward repayment of an estimated $23,- 
000,000 of Promissory Notes, which Applicant has already issued or will have 
issued prior to completing the contemplated issuance of Bonds. The Commission, 
in an order issued on October 17, 1958 (Docket No. E-6842), authorized Appli- 
cant to issue up to $25,000,000 Promissory Notes to be utilized for expenditures 
made for the construction completion, extension, and improvement of Applicant’s 
facilities. It is estimated by Applicant that Applicant’s 1959 construction pro- 
gram will require the cash expenditure of approximately $23,700,000 (of which 
$12,900,000 had been spent at June 30, 1959), and that Applicant’s 1960 con- 
struction program will require expenditures of approximately $18,600,000. The 
chief items included in the aforementioned amounts consist of: $10,520,000 and 
$1,200,000 respectively, on the Baker River Project; $4,850,000 and $5,800,000 
respectively, on Distribution Plant improvements: and $5,050,000 and $5,700,000 
respectively, on Distribution Plant new services and extensions. 

Written notice of the application has been given to the Washington Public 
Service Commission and to the Governor of that State. Notice of the applica- 
tion was published in the Federal Register on September 17, 1959 (24 F.R. 7513), 
stating that any person desiring to be heard or to make protest with reference 
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to the application should file a petition or protest on or before October 5, 1959. 
No protest or petition or request to be heard in opposition to the granting of 
the application has been received. 

The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion as heretofore described and set forth in the Commission’s order issued 
April 10, 1958, Puget Sound Power & Light Company, Docket No. E-6805 (19 
FPC 507). 

(2) The proposed issuance of Bonds, as described above, will constitute an 
issuance of securities within the purview of Section 204 of the Federal Power 
Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of se- 
curities, therefore, is not exempt by virtue of that Section from the requirements 
of Section 204 of the Act. 

(4) The proposed issuance of Bonds, as hereinafter authorized, will be for a 
lawful object, within the corporate purposes of Applicant and compatible with 
the public interest, which is appropriate for and consistent with the proper 
performance by Applicant of service as a public utility and which will not im- 
pair its ability to perform that service, and is reasonably appropriate for such 
purposes. 

(5) The period of public notice given in this matter is reasonable. 

The Commission orders: 

(A) The proposed issuance of Bonds, upon the terms and conditions and for 
the purposes specified in the application, as described above, is authorized 
subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements and 
Section 84.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 

(ii) The Commission shall have approved the price to be received by Appli- 
cant for the Bonds and the interest rate thereof, by a further order. 

(C) The authorization contained herein to issue Bonds shall expire unless 
the transaction thus authorized is consummated within 90 days from the date 
of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of costs, or any matter whatsoever which 
is now pending or may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and Arthur Kline. 



















































SOUTHERN INDIANA GAS AND ELECTRIC COMPANY, PROJECT NO. 2265 
ORDER ISSUING PRELIMINARY PERMIT 
(Issued October 16, 1959) 


Application was filed on June 3, 1959 by Southern Indiana Gas and Electric 
Company, of Evansville, Indiana (Applicant), for a preliminary permit under 
the Federal Power Act (hereinafter referred to as the Act) for a period of 24 
months for proposed Project No. 2265 to be located on the Ohio River at the 
site of the proposed Newburgh Navigation Dam of the U.S. Corps of Engineers, 
and affecting navigable waters of the United States and utilizing surplus water 
or water power from a Government dam. 

As described in the application, the proposed project would consist of a 
powerhouse located at the Indiana end of the Newburgh Dam with an installed 
capacity of 45,000 kilowatts. The power to be generated from the proposed 
project will be distributed through Applicant’s interconnected system for sale 
to its present and future customers. 

The Governor, the Public Service Commission, the Department of Con- 
servation, the Division of Fish and Game, and the Flood Control, Water Re- 
sources Board, all of the State of Indiana, and the Kentucky Department of Fish 
and Wildlife Resources, have been notified of the filing of the application, but no 
comments have been received. 

The Assistant Chief of Civil Works, Office of the Chief of Engineers, Depart- 
ment of the Army, in commenting on the application, stated that it is considered 
necessary that Applicant coordinate its studies with those of the District Engi- 
neer, U.S. Army Engineer District, Louisville, Kentucky, to ensure that the 
design and operation of the proposed power facilities will not adversely affect 
the interests of navigation at the site and downstream, as hereinafter provided, 
and that on this basis no objection is made to issuing the preliminary permit. 

An Assistant Secretary of the Interior, in commenting on the application, 
stated that while the Fish and Wildlife Service had reported that the proposed 
project would have little effect on fish and wildlife resources, he recommended 
that project planning be carried on by Applicant in cooperation with the U.S. 
Fish and Wildlife Service, the Kentucky Department of Fish and Wildlife Re 
sources, and the Indiana Department of Conservation in order that adequate 
consideration be given to the protection of fish and wildlife resources in the 
affected area as hereinafter provided. 

No construction is authorized under a preliminary permit. A permit gives 
the permittee, during the period of the permit, the right to priority of application 
for license while the permittee undertakes the necessary studies and examina- 
tions, including the preparation of maps and plans, in order to determine the 
economic feasibility of the proposed project, the means of securing the necessary 
financial arrangements for construction, the market for the project power, and 
all other information necessary for inclusion in an application for license, should 
one be filed. 


The Commission finds: 





(1) Applicant is a corporation organized under the laws of the State of 
Indiana. 

(2) Public notice of the application has been given as required by the Federal 
Power Act. No formal protests have been filed. No conflicting application 
is before the Commission. 
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(3) The proposed project will affect navigable waters of the United States 
and will utilize surplus water or water power from a Government dam. 
The Commission orders: 

(A) This preliminary permit is issued to Southern Indiana Gas and Electric 
Company (hereinafter referred to as the Permittee) for a period of 24 months, 
effective as of October 1, 1959, for the sole purpose of maintaining priority of 
application for a license for proposed Project No. 2265, affecting navigable waters 
of the United States, subject to the terms and conditions of the Federal Power 
Act which is hereby incorporated by reference as a part of this permit, and 
subject to such rules and regulations as the Commission has issued or prescribed 
under the provisions of the Act. 

(B) This permit is also subject to the terms and conditions set forth in Form 
P-1, entitled “Terms and Conditions of Preliminary Permit,” (16 FPC 1303— 
1305) which terms and conditions, designated as Articles 1 through 8, are 
attached hereto and made a part hereof, and further subject to the following 
special conditions set forth herein as additional articles: 

Article 9: The Permittee shall submit at the close of each six month period 
from the effective date of the Preliminary Permit to the Regional Engineer, 
Federal Power Commission, Chicago, Illinois, having supervision over the proj- 
ect, or to such other officer as the Commission may designate, accurate state- 
ments of the work accomplished during the period-and of the work contem- 
plated under the Preliminary Permit for the ensuing period. 

Article 10: The Permittee shall during the period of project planning co- 
ordinate its studies with the District Engineer, Corps of Engineers, at Louis- 
ville, Kentucky, in order that navigation interest may be protected. 

Article 11: The Permittee shall during the period of project planning co- 
operate with the U.S. Fish and Wildlife Service, the Kentucky Department of 
Fish and Wildlife Resources, and the Indiana Department of Conservation in 
order that adequate consideration can be given to the protection of fish and 
wildlife resources of the affected area. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Act, and failure to file such an application shall constitute acceptance of this 
preliminary permit. In acknowledgment of the acceptance of this preliminary 
permit, it shall be signed for the permittee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 


HOPE NATURAL GAS COMPANY, DOCKET NO. G-18965 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDON MENT 


(Issued October 20, 1959) 


On July 13, 1959, Hope Natural Gas Company (Applicant) filed in Docket 
No. G—18965 an application pursuant to Section 7 of the Natural Gas Act for 
a certificate of public convenience and necessity to construct and operate cer- 
tain natural gas facilities, and for permission and approval to abandon certain 
other natural gas facilities, all as more fully set forth in the application. 
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Applicant proposes to: 
(1) Construct and operate approximately 400 feet of 6-inch pipeline to re- 
place an equal length of existing 3-inch line extending from Applicant’s Line 
TL-300 in Monongalia County, West Virginia, to the West Virginia-Pennsylvania 
State line near Mount Morris, Pennsylvania ; 

(2) Relocate an existing metering station from a point on the West Virginia- 
Pennsylvania state line near Point Marion, Pennsylvania, to a site on said state 
line, near Mount Morris, Pennsyivania, where it will be attached to the 6-inch 
line proposed in (1) above; and 

(3) Retire and dismantle approximately 11,000 feet of 6-inch transmission 
line TL—304 in the northeast corner of Applicant’s pipeline system. 

The new pipeline proposed in (1) above will connect with a new 6-inch line 
to be built by Peoples Natural Gas Company (Peoples) in Pennsylvania to main- 
tain existing service in the Point Marion, Pennsylvania, area, and Applicant will 
sell gas to Peoples at the relocated metering station, (2) above, for both the 
Mount Morris and the Point Marion areas, which latter area is now being 
served through the old, deteriorated line proposed to be abandoned in (3) above. 

The total estimated cost of the entire project under this application, including 
abandonment costs, is $13,850, which will be paid from funds on hand. 

No change in authorized deliveries to Peoples is involved in Applicant’s pro- 
posal, and no customers will be deprived of service as a result of the proposed 
abandonment. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 8, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Hope Natural Gas Company, a West Virginia corporation hav- 
ing its principal place of business in Clarksburg, West Virginia, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 27, 1943, in Docket No. G-—290 (3 
FPC 994). 

(2) The facilities proposed to be abandoned by retirement and dismantling, 
as hereinbefore described and as more fully described in the application herein, 
are used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, and such abandonment is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment aforementioned is permitted by the public 
convenience and necessity, and permission and approval therefor should be 
granted as hereinafter ordered. 

(4) The facilities proposed to be constructed, relocated and operated, as 
hereinbefore described and as more fully described in the application herein, 
will be used in the transportation and sale of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, and the construction, 
relocation and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The construction, relocation and operation of the aforementioned facil- 
ities by Applicant are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 
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(6) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in para- 
graph (5) above and to the exercise of the rights granted thereunder, and 
that the time within which construction and relocation of the facilities as 
authorized by this order should be completed and said facilities placed in actual 
operation should be fixed at four months from the date on which this order 
issues. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Hope Natural Gas Company to construct, relocate 
and operate the facilities hereinbefore described, as more fully described in the 
application in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (¢)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and relocated and placed in actual operation as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at four months from the date on which this order issues. 

(D) Permission for and approval of the abandonment of facilities, by Hope 
Natural Gas Company as hereinbefore described and as more fully described 
in the application in this proceeding, be and the same is hereby granted. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities referred to in paragraph (D) hereof within 10 days of the date 
of such abandonment. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 


MOUNTAIN FUEL SUPPLY COMPANY, DOCKET NO. G-18254 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 20, 1959) 


On April 8, 1959, Mountain Fuel Supply Company (Applicant) filed in Docket 
No. G—-18254 an application, and on July 1, 1959, a supplement thereto, pursuant 
to Section 7(c) of the Natural Gas Act, for a certificate of public convenience 
and necessity authorizing the construction and operation of 24.4 miles of 20-inch 
pipeline extending northeast from Coalville, Utah, into Uintah County, Wyoming, 
looping Applicant’s existing 18-inch looped transmission pipeline, all as more fully 
set forth in the application which is on file with the Commission. 
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The purpose of the proposed looping is to enable Applicant to meet the normal 
expected growth of its market in general and its firm peakload requirements for 
the 1959-60 winter season in particular. Applicant’s principal market area is in 
and near Salt Lake City, Utah. 

The total estimated cost of the proposed facilities for which authorization is 
sought herein is $1,527,200, including overhead, engineering, inspection, and 
contingencies, which will be financed from internal sources, treasury funds 
presently on hand, and short-term bank loans. 

Temporary authorization to construct and operate the facilities proposed in 
the application was granted to Applicant on August 3, 1959. 

Applicant’s gas supply is reasonably adequate for the proposed service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 6, 1959, respecting the matters involved in and the issues presented by 
the application filed herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 


a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Utah corporation having its principal place of business in 
Salt Lake City, Utah, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission in its order of March 9, 
1943, in Docket No. G-313 (3 FPC 938). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation in this proceeding, are proposed to be used in the transportation of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, as 
integral parts of Applicant’s existing pipeline system, and the construction and 
operation thereof by Applicant are subject to the requirements of Subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order should be com- 
pleted and placed in actual operation should be fixed at 8 months from the date 
on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Mountain Fuel Supply Company to construct and 
operate the natural gas facilities hereinbefore described, all as more fully 
described in the application and exhibits, as supplemented, in this proceeding 
upon the terms and conditions of this order, 
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(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 8 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-—18606 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 20, 1959) 


On May 21, 1959, Northern Natural Gas Company (Applicant) filed an appli- 
cation in Docket No. G—18606, as supplemented on June 26, 1959, pursuant to 
Section 7(c) of the Natural Gas Act, for a certificate of public convenience and 
necessity authorizing the construction and operation of natural gas transmission 
facilities to perform a transportation service for an existing customer, Metro- 
politan Utilities District of Omaha, Nebraska (District), and for American 
Gas Company (American), all as more fully set forth in the application. 

Applicant proposes to construct and operate 1.1 miles of 6%-inch O.D. gas 
pipeline extending from a point in Omaha, Nebraska, eastward across the 
Nebraska-Iowa boundary, through the community of Carter Lake, Iowa, again 
crossing the Nebraska-Ilowa boundary to a final termination in Bast Omaha, 
Nebraska. 

Applicant proposes to receive the total natural gas requirements of Carter 
Lake and Bast Omaha from District at a point in Omaha, to transport this gas 
to Carter Lake, there delivering American’s portion of the gas, and to transport 
the remainder across the Iowa-Nebraska boundary, delivering it to District in 
East Omaha. 

Applicant estimates the total requirements of Carter Lake, Iowa, and East 
Omaha, Nebraska to be as follows (Mcf @ 14.73 psia.) : 





Carter Lake, Iowa: 
Peak di 823 
74, 174 


667 767 
88, 480 102, 480 


The estimated cost of the pipeline and appurtenant facilities is $30,500, 
which will be financed from funds on hand. 

By letter filed on August 5, 1959, Northern stated it would accept a certificate 
conditioned to require a 2.75 cent per Mcf transportation charge for its pro- 
posed service without prejudice to its position that a greater rate of return 
should be allowed than the 6 percent return reflected in the 2.75 cent rate. 
Northern proposed a 3 cent rate on the basis of a 6.5 percent return. 








































730 FEDERAL POWER COMMISSION 






Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 8, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in Omaha, Nebraska, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of April 6, 1943 in Docket No. G-280 (3 FPC 967). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the delivery of 
natural gas as proposed by Applicant are required by the public convenienve 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (ce) (3), (c)(4), and (e) of Section 
157.20 of the Regulations under the Natural Gas Act should attach to the 
certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder and that the time within which construction of the facilities 
authorized by this order shall be completed and in actual operation should be 
fixed at 3 months from the date on which this order issues. 

(6) The public convenience and necessity require that the certificate herein- 
after issued to Applicant shall be granted upon the express condition that 
Applicant shall file a rate schedule with the Commission providing for a rate 
of 2.75 cents per Mcf in lieu of Applicant’s proposed rate of 3 cents per Mcf for 
the transportation service proposed to be rendered for District and American. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not. having ben denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Northern Natural Gas Company authorizing the construction and operation of 
facilities as hereinbefore described and as more fully described in the applica- 
tion in Docket No. G—18606, as supplemented, and exhibits in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commissions Regulations under the 
Natural Gas Act shall attach to the certificate issued in paragraph (A) hereof 
and to the exercise of the rights and privileges granted thereunder. 

(C) The certificate issued in paragraph (A) hereof shall be granted upon 
the express condition and requirement that Applicant shall file a rate schedule 
with the Commission providing for an initial rate of 2.75 cents per Mcf for the 
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transportation service herein proposed to be rendered for District and American. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 3 months from the date on which this order issues. 


Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G—18762 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued October 20, 1959) 


On June 10, 1959, Pacific Northwest Pipeline Corporation (Applicant) filed 
an application in Docket No. G—18762, pursuant to Section 7(c) of the Natural 
Gas Act, seeking authorization to construct and operate a tap, measuring and 
regulating station on its 26-inch main transmission line in Washington, approxi- 
mately one-quarter of a mile north of the town of Stevenson, Skamaina County, 
Washington. Applicant also seeks authorization to sell and deliver natural gas 
to Columbia Gas Company* (Columbia) at the meter station for distribution in 
the town of Stevenson and environs. 


The peak day and annual gas requirements of the Stevenson area are estimated 
as follows: 


lst year 2d year | 3d year 


218 408 
57, 878 114, 748 


The cost of Pacific’s facilities is estimated at $4,861, which is to be financed 
from currently available funds. 

The cost of Columbia’s facilities is estimated at $17,000 the first year, increas- 
ing to $52,520 in the sixth year. 

Applicant proposes to sell and deliver natural gas on a firm basis to Columbia 
under terms and provisions of Applicant’s Rate Schedule DS—1 on file with the 
Commission. 

Columbia has received a certificate of public convenience and necessity from 
the Public Service Commission of the State of Washington permitting it to 
serve the Stevenson area. It also received a franchise from the town of 
Stevenson on April 13, 1959. 

Temporary authorization was granted Applicant by letter dated July 2, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 8, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


1 Formerly Eastern Washington Natural Gas Company. 
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The Commission finds: 


(1) Applicant, Pacific Northwest Pipeline Corporation, a Delaware corpora- 
tion having its principal place of business in Salt Lake City, Utah, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order accompanying Opinion No. 271 in Docket No. 
G—1429, issued on June 18, 1954. 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are to be used in the transportation and sale 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission as integral parts of Applicant’s existing pipeline system and the con- 
struction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual 
operation within 8 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Pacific Northwest Pipeline Corporation, 
to construct and operate the proposed facilities and to transport and sell natural 
gas as hereinbefore described, all as more fully described in the application 
herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 8 months from the date 
on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole 
and Arthur Kline. 
UNITED GAS PIPE LINE COMPANY, DOCKET NO. G—18060 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 20, 1959) 


On March 13, 1959, United Gas Pipe Line Company (Applicant) filed in Docket 
No. G—18060 an application pursuant to Section 7(c) of the Natural Gas Act, 
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for a certificate of public convenience and necessity authorizing the construction 
and operation of approximately 5.4 miles of 16-inch pipeline and appurtenant 
facilities extending southeasterly from a point on Applicant's existing facilities in 
Section 1, Township 18 South, Range 13 East, to a point in the Bayou Penchant 
Area, allin Terrebonne Parish, Louisiana. 

The purpose of the facilities for which authorization is sought herein is to 
loop existing facilities to take natural gas from producers in said Bayou Pen- 
chant Area, thus enabling Applicant to take additional volumes as they become 
available by increasing the capacity of the existing supply pipeline facilities 
from 25,000 Mcf to 100,000 Mcf per day. 

The total estimated initial cost of the facilities proposed herein is $490,897, 
which will be financed from current working funds. 

No new markets are proposed to be served under this application. Applicant 
merely seeks to increase its general system supply. 

Temporary authorization to construct and operate the facilities proposed in 
this docket was granted to Applicant on September 3, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
October 6, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 
The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of November 10, 1942, in Docket No. G—-232 (3 FPC 
863). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant, United Gas Pipe Line Company, is able and willing properly 
to do the acts and to perform the services proposed and to conform to the 
provisions of the Natural Gas Act and the requirements, rules and regulations 
of the Commission thereunder. 

(4) The construction and operation of the facilities as proposed by Applicant 
herein are required by the public convenience and necessity and a certificate 
therefor should be issued, as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 

onditions set forth in paragraphs (b), (c)(3), (¢e)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in para- 
graph (4) above and to the exercise of the rights granted thereunder, and that 
the time within which construction of the facilities authorized by this order 
should be completed and the facilities placed in actual operation should be 
fixed at 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


556-711-6149 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Gas Pipe Line Company to construct and 
operate the facilities hereinbefore described, as more fully described in the 
application in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 





Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Cor- 
nole and Arthur Kline. 







































UNIFORM SYSTEM OF ACCOUNTS—PUBLIC UTILITIES AND LICEN- 
SEES—ACCUMULATED DEFERRED TAXES ON INCOME (18 CFR, 1958 
SUPP., 101.266), DOCKET NO. R-180 


ORDER NO. 216 
ORDER CLARIFYING INTERPRETATION OF, AND AMENDING ACCOUNT 266 


(Issued October 22, 1959) * 





Misunderstanding has arisen concerning the intent of the first paragraph 
of Account 266, Accumulated Deferred Taxes on Income, of the Uniform 
System of Accounts for Public Utilities and Licensees, and, as a consequence, 
the Commission has under consideration an amendment to clarify apparent 
misinterpretations. The paragraph in question, prescribed, inter alia, by Order 
No. 204, 19 FPC 837, issued May 29, 1958 (23 F.R. 4164) reads as follows: 
The subaccounts below are provided for the use of ‘Public Utilities and 
Licensees which (a) have filed with the Commission, copy of an order or 
other authorization by a state public service commission having jurisdic- 
tion, authorizing accounting for deferred taxes on income, (b) in the 
absence of necessity of authorization by a state public service commission 
having jurisdiction, have filed with the Commission a statement of pro- 
posed plan of accounting for deferred taxes on income, or (c) which have 
obtained authorization of the Commission for use of subaccount 266.3 
relating to deferred tax accounting other than with respect to accelerated 
amortization or liberalized depreciation. 

The Commission, in prescribing Account 266, intended by clauses (a) and (b) 
of the first paragraph to permit deferral of taxes (a) only when authority 
to do so for State commission purposes is evidenced by filing with the Com- 
mission a copy of the State commission order or other authorization and (b) 
by utilities which are not subject to State regulation when a proposed plan 
of accounting is filed and accepted for filing by the Commission. Clause (c) 
was intended to relate to proposed deferrals other than with respect to accel- 
erated amortization and liberalized depreciation where the Commission has 


*Published in Federal Register, October 29, 1959 (24 F.R. 8790). 
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specifically authorized tax deferral. In addition, the Commission intended, 
when this account was prescribed, that it should be used not only for current 
entries but for deferred taxes accumulated prior to the issuance of the order 
prescribing the account. 

The Commission finds: 

1) It is necessary and appropriate to carry out the provisions of the Fed- 
eral Power Act and to more clearly express the Commission’s intended meaning 
that the first paragraph of Account 266 of the Commission’s Uniform System 
of Accounts Prescribed for Public Utilities and Licensees be clarified by revising 
it to read as ordered herein. 

(2) In view of the facts set out above, good cause exists that this revision 
be effective as of the date of the issuance of this order. 

(3) The revision herein adopted is a matter of interpretation and no 
general notice of proposed rulemaking, pursuant to section 4 (a) of the 
Administrative Procedure Act, is necessary. 

The Commission, acting pursuant to the authority granted by the Federal 
Power Act, particularly sections 301, 304, and 309 thereof (49 Stat. 854, 855, 
and 858; 16 U.S.C. 825, 825c, and 825h) orders: 

(A) The Uniform System of Accounts Prescribed for Public Utilities and 
Licensees, being subchapter C of Chap. I, Federal Power Commission, of Title 
18 of the Code of Federal Regulations, is amended by revising the first 
paragraph of section 101.266 to read as follows: 

§ 101.266. Accumulated deferred tazres on income. Public utilities and 
licensees shall use the subaccounts provided below for prior accumulations of 
deferred taxes on income and for additional provisions. A copy of the order 
or other authorization to practice deferred tax accounting of the state public 
service commission also having jurisdiction shall be filed with the Commission, 
or, in the absence of a state public service commission having accounting juris- 
diction, the public utility or licensee shall file with this Commission a copy 
of its plan of accounting for deferred taxes on income. The filing of such 
order or other authorization, or accounting plan, shall constitute permission 
for additional accumulations of deferred taxes on income. Subaccount 266.3 
is provided for use of those public utilities and licensees which have obtained 
permission of the Commission for specific types of deferrals on taxes on income 
other than with respect to accelerated amortization or liberalized depreciation. 

(B) This amendment shall become effective upon the issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


BLACK HILLS POWER & LIGHT COMPANY, DOCKET NO. E-6902 


ORDER AUTHORIZING THE ISSUANCE OF PREFERRED STOCK 
(Issued October 23, 1959) 


Black Hills Power and Light Company (Applicant), incorporated under the 
laws of the State of South Dakota and qualified to do business as a foreign cor- 
poration in the State of Wyoming, with its principal place of business at Rapid 
City, South Dakota, filed an application on September 23, 1959, as supplemented 
October 12, 1959, for an order, pursuant to Section 204 of the Federal Power Act, 
authorizing it to issue and sell 9,950 shares of 5.65% Series Cumulative Preferred 
Stock, par value $100 per share. 
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Applicant plans to submit for stockholder approval at a special meeting of its 
stockholders to be held on November 2, 1959, a proposal of amendment to its 
Articles of Incorporation which, among other things, will increase its authorized 
capital stock. Subject to favorable action by the stockholders at such meeting, 
Applicant’s Board of Directors will authorize the proposed issuance of Preferred 
Stock, which will rank pari passu in all respects with its currently outstanding 
issues of Preferred Stock and will have the same voting rights. 

Applicant proposes to issue the aforementioned 9,950 shares of Preferred Stock 
through a private sale to Investors Mutual, Inc., Minneapolis, Minnesota, and 
Mutual Life Insurance Company of New York, New York, N.Y., which have 
agreed to purchase 6,950 shares and 3,000 shares, respectively, of the proposed 
issuance for cash at a par value price of $100 and accrued dividends from Sep- 
tember 1, 1959, to the date of closing, at a dividend rate of 5.65% per year. 
Applicant proposes to pay Dillon, Read & Co., Inc., New York, N.Y., a placement 
fee of $7,500 for acting as its agent in placing the contemplated issuance. The 
application states that a number of institutional investors other than the pro- 
posed purchasers were consulted with respect to purchasing the proposed issuance 
of Preferred Stock in order to secure the best possible terms therefor. 

The proposed issuance of Preferred Stock may be redeemed in whole or in 
part at redemption prices (plus accrued and unpaid dividends) beginning at 
$107 per share if redeemed on or before December 1, 1964. Thereafter the 
redemption price of the Preferred Stock decreases to $106 per share if redeemed 
on or before December 1, 1969, after which date the redemption price further 
declines by steps of $.50, mostly at one year intervals, to a final price of $100 
per share after December 1, 1982. The contemplated issuance will have a sink- 
ing fund of 2% per annum for the years 1962 through 1966, 214% per annum 
for the period 1967-1971, and 3% per annum in 1972 and thereafter. 

Applicant proposes to utilize the net proceeds to be obtained from the issuance 
and sale of Preferred Stock, estimated in the aggregate amount of $980,000, te 
finance in part the cost of constructing its new 22,000 kw Ben French generating 
station at Rapid City, South Dakota. The new station, which will cost ap- 
proximatety $5,500,000, is expected to be in operation in December of 1960. 

Written notice of the application has been given to the Public Utilities Com- 
mission of South Dakota, the Wyoming Public Service Commission and to the 
Governor of each of those States. Notice of the application has also been 
given by publication in the Federal Register on October 6, 1959 (24 F.R. 8082), 
stating that any person desiring to be heard or to make any protest with refer- 
ence to the application should file a petition or protest on or before October 19, 
1959, with the Federal Power Commission, Washington 25, D.C. No protest 
or petition or request to be heard in opposition to the granting of the application 
has been received. 

The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion, as heretofore described and set forth in the Commission's order issued 
January 21, 1959, Black Hills Power and Light Company, Docket No. E-—6857 
(21 F.P.C. 43). 

(2) The proposed issuance and sale of Preferred Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 of the 
Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated. by a State commission withip 
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the meaning of Section 204(f) of the Act; and the proposed issuance of Pre- 
ferred Stock is, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant 
and Dillon, Read & Co., Inc. The fee to be paid was fixed by arm’s-length bar- 
gaining and does not appear to be unreasonable. 

(5) Inasmuch as the proceeds to Applicant will be less than $1,000,000, the 
proposed issuance and sale of Preferred Stock are exempt from the competitive 
bidding requirements of Section 34.1la of the Commission’s Regulations under 
the Federal Power Act by reason of Section 34.1a(a)(3) thereof. 

(6) The proposed issuance and sale of Preferred Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and consistent 
with the proper performance by Applicant of service as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(7) The period of public notice given in this matter is reasonable. 
The Commission orders: 


(A) The proposed issuance and sale of Preferred Stock, as described above, 
upon the terms and conditions, and for the purposes specified in the application, 
as supplemented, are hereby authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 60 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CENTRAL VERMONT PUBLIC SERVICE CORPORATION, DOCKET NO. 


E-6898 


ORDER AUTHORIZING ACQUISITION OF SECURITIES 





(Issued October 23, 1959) 


Central Vermont Public Service Corporation (Applicant), incorporated under 
the laws of the State of Vermont and qualified to do business as a foreign cor- 
poration in the States of New Hampshire and New York, with its principal 
place of business in Rutland, Vermont, filed an application on September 3, 1959, 
as amended on September 12, 1959, for authorization pursuant to Section 203 
of the Federal Power Act to acquire a Promissory Note in the principal amount 
of $250,000 and 14,000 shares of Common Stock of $50 par value from Connecti- 
cut Valley Electric Company, Ine. (Connecticut Valley). Connecticut Valley, 
incorporated under the laws of the State of New Hampshire and qualified to 
do business as a foreign corporation in the State of Vermont, is a wholly owned 
subsidiary of the Applicant. 
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The Note which Applicant proposes to acquire for $250,000 cash, will be dated 
as of the first day of the month in which it is issued and will mature 25 years 
after its date. It will bear interest at the rate of 544% per annum. 

According to the application, the proceeds from the issuance of the Note will 
be used to reimburse Connecticut Valley’s treasury for capital expenditures 
made during the past ten years and for other corporate purposes. Applicant 
states that the proposed transaction will be in the public interest because it will 
avoid the necessity of more expensive outside financing. 

Applicant states that the new shares of Common Stock will not be acquired for 
cash or for any other kind of consideration, but will be acquired in exchange 
for Connecticut Valley’s presently outstanding 14,000 shares of Common Stock, 
par value $25 per share. The purpose of the transaction converting 14,000 
shares of Common Stock, par value $25, into 14,000 shares of Common Stock, par 
value $50, according to the application, is capitalization of earnings and the 
transfer from Premiums and Assessments on Capital Stock, improving the ratio 
of Connecticut Valley’s permanent capital to its funded debt and surplus. 

Written notice of the application has been given to the New Hampshire 
Public Utilities Commission, the New York Public Service Commission, the Pub- 
lic Service Commission of Vermont, and to the Governors of each of those States. 
Notice of the application was also given by publication in the Federal Register 
on September 18, 1959 (24 F.R. 7558) stating that any person desiring to be 
heard or to make any protest with reference to the application should file a 
petition or protest with the Federal Power Commission, Washington 25, D.C., 
on or before October 12, 1959. No protest or petition or request to be heard 
in opposition to the granting of the application has been received. 

The New Hampshire Public Utilities Commission, by order dated September 
4, 1959, authorized the Connecticut Valley Electric Company to increase the par 
value of its Common Stock from $25 per share to $50 per share, and, in con- 
nection therewith to transfer $238,824.68 from its Earned Surplus to its Common 
Stock account, together with its entire Premium or Capital Stock in the amount 
of $111,175.32. 

The Commission finds: 


(1) Applicant, a Vermont corporation, owns and operates (a) facilities, 
among others, for the transmission and sale at wholesale for resale of electric 
energy which is transmitted between the States of New Hampshire and Vermont, 
and is consumed outside the State in which it is generated, and (b) facilities 
for the transmission of electric energy which is transmitted between the States 
of New York and Vermont and is consumed outside the State in which it is 
generated. All of these facilities are in addition to and do not include facilities 
used for the generation of electric energy or facilities used in local distribution 
or only for the transmission of electric energy in intrastate commerce, or facili- 
ties for the transmission of electric energy consumed wholly by the trans- 
mitter. Applicant is, therefore, a public utility within the meaning of that term 
as used in Section 201 of the Federal Power Act. 

(2) Connecticut Valley Electric Company owns and operates facilities for 
the transmission and sale at wholesale for resale of electric energy which is 
generated in Vermont and consumed in New Hampshire, which facilities are 
in addition to and do not include facilities used for the generation of electric 
energy or facilities used in local distribution or only for the transmission of 
electric energy in intrastate commerce, or facilities for the transmission of 
electric energy consumed wholly by the transmitters. Connecticut Valley Elec- 
tric Company is, therefore, a public utility within the meaning of that term as 
used in Section 201 of the Federal Power Act. 
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(3) By the proposed transaction as described above, Applicant will acquire 
the securities of Connecticut Valley Electric Company, another public utility, 
within the purview and subject to the requirements of Section 208 of the Act. 

(4) Applicant’s acquisition of the Promissory Note and Common Stock of 
Connecticut Valley, as described above, will be consistent with the public in- 
terest as expressed in Section 203 of the Federal Power Act for the reason as 
set forth in the recital above. 

(5) It has not been shown with respect to the proposed transaction, as de- 
scribed above, that Applicant is subject to any requirement of the Public Holding 
Company Act of 1935 or a rule, regulation, or order thereunder which would 
exempt it from the requirements of Section 203 of the Federal Power Act by 
reason of Section 318 thereof. 

(6) Connecticut Valley’s issuance of the Promissory Note in the principal 
amount of $250,000 and the 14,000 shares of Common Stock par value $50, as 
described above, is exempt from any requirement of Section 204 of the Federal 
Power Act by reason of Section 204(f). 


The Commission orders: 


(A) The acquisition of the Promissory Note in the principal amount of $250,- 
000 and the 14,000 shares of Common Stock, par value $50, of Connecticut Val- 
ley by Applicant, as described above, upon the terms and conditions and for 
the purposes set forth in the application is hereby authorized and approved 
subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction herein authorized 
and approved is consummated within 90 days from the issuance of this order. 

(C) The foregoing authorizing is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


ORANGE GROVE OIL & GAS CORPORATION AND H. J. MOSSER, DOCKET 
NOS. G-8518, G-12661; ASSOCIATED OIL & GAS COMPANY, DOCKET 
NOS. G-8519, G-12662, G-14954 


ORDER DENYING PETITION FOR REHEARING GRANTING MOTION FOR SEVERANCE AND 
DENYING MOTION FOR ORAL ARGUMENT 


(Issued October 23, 1959) 


On September 28, 1959, Associated Oil and Gas Co. (Associated) filed a peti- 
tion for rehearing of the Commission’s order issued August 31, 1959, 22 FPC 462, 
in the above-entitled proceedings. By that order we terminated the proceed- 
ings on five proposed rate increases and discharged the parties from any refund 
obligation in the above dockets. Associated’s petition for rehearing is limited 
to the termination of the proceedings in Docket No. G-8519 and no rehearing of 
the order has been sought by Associated or any of the other parties insofar as 
the order pertains to the other four dockets. 

Associated contends in its petition for rehearing that the rate increase filed 
on January 26, 1955, and suspended until April 26, 1955, in Docket No. G—8519, 
became the effective rate on April 26, 1955, upon motion by Associated, even 
though the bond required by the Commission as a condition to making the rate 








740 FEDERAL POWER COMMISSION 





effective was not filed by Associated. However, on November 1, 1957, a new 
rate filing by Associated was made effective after suspension in Docket .No. 
G-12662 upon the filing of an undertaking to assure refund of any excess charges. 
Such new rate filing thus changed the rate which the increase suspended in 
Docket No. G-8519 sought to change. Associated would have us amend our or- 
der of August 31, 1959, to allow it to collect retroactively the increased rate 
suspended in Docket No. G-8519 from April 26, 1955 to November 1, 1957, which 
its failure to file the required bond prevented it from collecting previously. 

We find petitioner’s contentions to be without merit and the petition presents 
no new facts or legal considerations which have not previously been considered 
by us. The effectiveness of Associated’s increased rate suspended in G—8519 was 
conditioned upon the filing of a bond to assure refunds to the purchaser of 
Associated’s gas in the event its rate increase was found to be unjustified. As- 
sociated’s increased rate did not become effective because it did not comply with 
this valid condition. 

Associated also filed a motion on September 28, 1959, to have the proceedings 
in Docket No. G—8519 severed from the other dockets in order to allow the 
termination order to become final as to those dockets. Good cause has been 
shown for granting the requested severance. 

In addition, a motion requesting oral argument on the petition for rehearing 
was filed by Associated on September 28, 1959. The petition for rehearing 
presents no issues which would warrant our hearing oral argument and the 
motion will be denied. 












The Commission further finds: 





(1) The petition of Associated Oil and Gas Co. for rehearing filed on Sep- 
tember 28, 1959, in the above-entitled case sets forth no new facts or legal 
considerations which were not fully considered by the Commission prior to 
the issuance of its order of August 31, 1959, or which having now been considered 
warrant any modification of the said order. 

(2) The motion for severance of Docket No. G—8519 should be granted. 

(3) The motion for oral argument filed on September 28, 1959, should be 
denied. 


The Commission orders: 
(A) The petition for rehearing filed by Associated Oil and Gas Company on 
September 28, 1959, in Docket No. G—8519 is hereby denied. 
(B) The motion for severance of Docket No. G—8519 is hereby granted. 
(C) The motion for oral argument is hereby denied. 









Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 






FLORIDA POWER CORPORATION, PROJECT NOS. 177 AND 682 












ORDER DETERMINING 





AND DIRECTING ESTABLISHMENT AND MAINTENANCE 
TIZATION RESERVES 


OF AMOR- 





(Issued October 26, 1959) 


This is an amortization reserve proceeding pursuant to Section 10(d) of the 
Federal Power Act’ involving two hydroelectric projects owned and operated 











1 Section 10(d) provides “that after the first twenty years of operation, out of surplus 
earned theréafter, if any, accumulated in excess of a specified reasonable rate of return 
upon the net investment of a licensee in any project or projects under license, the 
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by the Florida Power Corporation, licensed Project Nos. 177 (Moss Bluff) and 
682 (Jackson Bluff). It was initiated by the staff through a comprehensive 
field examination of the books, records and other data of the Licensee, Florida 
Power Corporation. As now presented to the Commission, there is no dispute 
among Licensee, the staff or others, regarding the manner of determining 
Licensee’s “surplus earnings” from the above projects, or the dollar amounts 
thereof subject to the amortization reserve requirements. 

Staff and Licensee propose that the Commission, pursuant to Section 10(d) of 
the Act and Articles 17 and 22 of the licenses for Project Nos. 177 and 682, 
respectively, determine the amount of Licensee’s “surplus earnings” from Project 
No. 177 for the period from October 10, 1947, through December 31, 1955, to be 
credited to Account 258.1, Amortization Reserve—Federal, to be $2,815.62; and 
determine the amount of Licensee’s “surplus earnings” from Project No. 682 for 
the period from February 1, 1950, through December 31, 1955, to be credited to 
Account 258.1, Amortization Reserve—Federal, to be $20,619.63. 

Article 17 of the license for Project No. 177 and Article 22 of the license for 
Project No. 682 provide as follows: 

After the first twenty (20) years of operation of the project under the 
license, six (6) percent per annum shall be the specified rate of return on the 
net investment in the project for determining surplus earnings of the project 
for the establishment and maintenance of amortization reserves, pursuant to 
Section 10(d) of the Act; one-half of the project surplus earnings, if any, 
accumulated after the first twenty years of operation under the license, in 
excess of six (6) percent per annum on the net investment, shall be set 
aside in a project amortization reserve account as of the end of each fiscal 
year, provided that, if and to the extent that there is a deficiency of project 
earnings below six (6) percent per annum for any fiscal year or years after 
the first twenty years of operation under the license, the amount of such 
deficiency shall be deducted from the amount of any surplus earnings ac- 
cumulated thereafter until absorbed, and one-half of the remaining surplus 
earnings, if any, thus cumulatively computed, shall be set aside in the project 
amortization reserve account; and the amounts thus established in the 
project amortization reserve account shall be maintained therein until 
further order of the Commission. 

In the case of Licensee’s Moss Bluff development (Project No. 177), this 
amortization period commenced October 10, 1947, the project having been placed 
in commercial operation on October 10, 1927. Licensee’s Jackson Bluff develop- 
ment (Project No. 682) was placed in commercial operation on February 1, 1930, 
making the initial date of that project’s amortization period February 1, 1950. 

Both projects are located within the State of Florida and are physically 


operated by the present Licensee, Florida Power Corporation? as integral parts 
of an interconnected electric utility system serving the general public throughout 
the northwestern and central sections of that State as well as along the west 
coast of Florida. In addition to these projects, Licensee’s generating resources 


include other hydroelectric generating plants not under Commission license, 


Licensee shall establish and maintain amortization reserves, which reserves shall, in the 
discretion of the Commission, be held until the termination of the license or be applied 
from time to time in reduction of the net investment. Such specified rate of return and 
the proportion of such surplus earnings to be paid into and held in such reserves shall be 
set forth in the license.” 

2In both instances, the licenses for these projects were originally issued to a predecessor 
of the Florida Power Corporation. They were issued pursuant to Section 4(d) of the 
Federal Water Power Act and are by their respective terms effective for a period of 50 
years commencing March 5, 1924, in the case of Project No. 177 and February 23, 1927, 
in the case of Project No. 682. 
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steam electric generation stations and internal combustion generating stations. 
Licensee also purchases and interchanges electric power and energy with other 
utility systems located within and without the State of Florida. 

Consistent with Licensee’s method of physical operation of the above projects, 
its books and records do not show any particular earnings specifically associated 
therewith or derived therefrom. The same is true of all of Licensee’s other 
generating resources. In these circumstances, the staff proposes and Licensee 
concurs, that the Commission determine Licensee’s “surplus earnings” from the 
Moss Bluff and Jackson Bluff developments as follows: 

(1) Impute to each of those projects during the respective fiscal periods of 
concern herein the particular earned rate of return which Licensee derived from 
its electric department utility operations as a whole during each of those periods 
when computed in accordance with applicable precedents of this Commission; 

(2) In any given fiscal period, determine the dollar excess, if any, of the project 
earnings, computed by applying the particular imputed earned rate of return to 
the average project net investment during the same period, over the project 
specified return, computed by applying the 6% specified rate of return to the 
average project net investment for the same period ; such excess to be considered 
Licensee’s “surplus earnings” during the particular period. 

The following tabulation shows the “surplus earnings” of Project Nos. 177 and 
682 during the amortization reserve period covered by Commission’s staff exam- 
ination when computed in this manner, and the portions thereof to be credited 
to the amortization reserve for the respective projects : 


Project No. 177 ( Moss Bluff Development) 


Surplus earnings 
Percentage of 
Period actual return 


earned 50% of total | Credits to 
(50%, col. | account 258.1 


(1) 


Percent 
10/10/47 through 12/31/47 *7.70 $156. 83 
1948 7.42 i 822. 34 
J 7.31 
6. 26 


696. 03 
548. 45 


5, 631. 22 2, 815. 62 2, 815. 62 


* Annual basis. 
Project No. 682 (Jackson Bluff Development) 


Surplus earnings 

Percentage of 

Period actual return 
earned 50% of total | Credits to 

Total (n col. | account 258.1 


(2) (3) (5) 


Percent 
*6. 26 $3, 915. 17 7. $1, 957. 59 
5. 53 (11, 831. 28) 
6. 48 11, 460. 05 
5. 5 13, 748. 31 
13, 818. 47 
10, 128. 53 


41, 239. 25 . 20, 619. 63 
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In developing Licensee’s yearly actual earned rate of return, the staff derived 
rate base for the company’s entire electric department operations for any given 
year is based upon average of beginning and end-of-year balances of electric 
plant in service (original cost), less related book depreciation reserves and 
contributions in aid of construction, similarly averaged, plus an allowance for 
working capital ; the last being computed on the basis of a cash allowance equal 
to one-eighth of cash operating expenses (exclusive of purchased power) for 
the particular year concerned plus average balances of materials and supplies 
and prepayments, less average available advance collections of federal income 
taxes. 

Following this procedure, the staff excluded for rate base purposes all balances 
in Licensee’s Account 100.5, Electric Plant Acquisition Adjustments. In determin- 
ing net electric department operating income, the staff excluded, as a revenue 
deduction, all annual charges for amortization of Licensee’s investment classified 
in Account 100.5. 

Staff treatment of Licensee’s federal income taxes reflects a normalization 
of the amounts of Licensee’s tax deferrals under Sections 167 and 168 of the 
Internal Revenue Act of 1954 during each of those years in determining Licensee’s 
net electric department operating income and as a portion of the average available 
advance collections of federal income tax in computing Licensee’s working 
capital allowance during each of those years. 

Upon the conclusion of the staff examination, conferences were held between 
the staff and representatives of the Licensee at which agreement, subject to 
Commission approval, was reached as to the methods followed by the staff in 
the determination of the “surplus earnings” of the two projects, as well as the 
results obtained in the detailed computations and the amounts of such earnings 
to be credited to Licensee’s Account 258.1, Amortization Reserve-Federal, as of 
December 31, 1955. 

Licensee, by letter dated February 20, 1959, confirmed its agreement in the 
above matters and concurs that the Commission determine the amounts of 
“surplus earnings” to be credited to Account 258.1, Amortization Reserve— 
Federal, to be $2,815.62 for Project No. 177 for the period from October 10, 1947, 
through December 31, 1955; and $20,619.63 for Project No. 682 for the period 
from February 1, 1950, through December 31, 1955. 

The Florida Railroad and Public Utilities Commission was advised by letter of 
this Commission dated April 24, 1959, of the staff recommendations herein. By 
letter dated June 25, 1959, that Commission indicated no objection thereto. 


The Commission finds: 

(1) The Federal Power Act [Section 10(d)] and more specifically Articles 17 
and 22 of the respective licenses for Project Nos. 177 and 682 require that Licen- 
see establish and maintain amortization reserves with respect to each of the 
above projects wherein : 

one-half of the project surplus earnings, if any, accumulated after the first 
twenty years of operation under the license, in excess of six (6) percent per 
annum on the net investment, shall be set aside * * * as of the end of each 
fiscal year, provided that, if and to the extent that there is a deficiency of 
project earnings below six (6) percent per annum for any fiscal year or 
years after the first twenty years of operation under the license, the amount 
of such deficiency shall be deducted from the amount of any surplus earn- 
ings accumulated thereafter until absorbed, and one-half of the remaining 
surplus earnings, if any, thus cumulatively computed, shall be set aside in 
the project amortization reserve account; and the amounts thus established 
* * * shall be maintained therein until further order of the Commission. 
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(2) The first twenty years of operation of Project No. 177 ended as of October 
9, 1947, and the first twenty years of operation of Project No. 682 ended as of 
January 31, 1950. 

(3) The computation of Licensee’s “surplus earnings” from Project Nos. 177 
and 682, subsequent to those dates, in the manner as proposed by the staff and 
concurred in by Licensee, all as described above, is reasonable and appropriate 
for the purposes of the Federal Power Act and the Commission licenses here 
concerned. 

(4) For the period commencing October 10, 1947, and ending as of December 
31, 1955 (Project No. 177), and the period commencing February 1, 1950, and 
ending December 31, 1955 (Project No. 682), Licensee’s surplus earnings from 
the two projects, on an annual basis, are set forth in tabular form in the recitals 
above, as well as the portions thereof required to be set aside for each project 
in Account 258.1, Amortization Reserve—Federal. 

(5) As of December 31, 1955, the credit balance required to be maintained 
by Licensee in Account 258.1, Amortization Reserve—Federal (Project No. 177), 
is $2,815.62, and the credit balance required to be maintained by Licensee in 
Account 258.1, Amortization Reserve—Federal (Project No. 682), is $20,619.63. 

(6) Licensee’s concurrence in the staff recommendations herein, and the ab- 
sence of any objection thereto by the Florida Railroad and Public Utilities Com- 
mission, obviate the necessity for any public hearings in this matter prior to 
Commission action in accordance with those recommendations, as hereinafter 
provided. 


The Commission orders: 


(A) Licensee shall credit to Account 258.1, Amortization Reserve-Federal, by 
charge to Account 271, Earned Surplus, the amount of $2,815.62 for Project No. 
177 for the period from October 10, 1947, through December 31, 1955; and credit 
to Account 258.1, Amortization Reserve-Federal, the amount of $20,619.63 for 
Project No. 682 for the period from February 1, 1950, through December 31, 
1955, all as shown in the above tabulation. 

(B) Licensee shall, within 60 days from the issuance of this order, file certi- 
fied copies of its journal entries recording the above credits. 

Commissioner Connole dissenting to that part of this order which approves 
Licensee’s method employed in computing surplus earnings insofar as it reflects 
so-called normalization of the amounts of Licensee’s tax deferrals under Section 
167 of the Internal Revenue Act of 1954. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 






NEKOOSA-EDWARDS PAPER COMPANY, PROJECT NO. 2255 








ORDER MODIFYING ORDER ON REHEARING AND OTHERWISE DENYING APPLICATION FOR 


REHEARING 















(Issued October 26, 1959) 





On September 30, 1959, Nekoosa-Edwards Paper Company (Applicant) of 
Port Edwards, Wisconsin, filed application for rehearing and modification of 
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the Commission’s order issued September 1, 1959, 22 FPC 473, in this proceeding 
issuing a license to Applicant for constructed major Project No, 2255, known 
as the Centralia Project. 

The application seeks to: 

(1) Modify Article 3 of Form L-3 of our order which, among other things, 
provides that except when emergency shall require for the protection of naviga- 
tion, life, health, or property, no “substantial alteration or addition” not in 
conformity with the approved plans shall be made to any dam or other project 
works under the license without the prior approval of the Commission. Appli- 
cant asks that the quoted terms be defined and clarified so that Applicant will 
not violate such terms. 

(2) Modify Article 4 of Form L-3 of our order which, among other things, 
requires Applicant to notify the authorized Commission representative for the 
project promptly in writing of any suspension in work in connection with any 
addition or alteration of the project for a period of more than one week, and of 
its resumption and completion. Applicant states that its experience shows that 
alterations of the project works are usually of a relatively minor character and 
their completion may extend over a considerable period of time and be done 
intermittedly and in stages. To require these notices would be, in Applicant's 
opinion, a burden not only on Applicant but to the Commission and its staff. 

(3) Modify Article 5 of Form L-3 of our order which, among other things, 
would require Applicant to install and maintain such gages and stream-gaging 
stations as we may deem necessary for the purpose of determining the stage 
and flow of the Wisconsin River from which water is diverted for the operation 
of Applicant’s project. Applicant points out that a gaging station is presently 
being operated at the site in cooperation with the U.S. Geological Survey, and 
that Applicant, along with other companies, is supporting that station. 

(4) Modify Article 12 of Form L-3 of our order by substituting the words 
“Wisconsin River” for the words “navigable waterways affected” in line 4, 
and by adding the words “on said river” after the word “navigation” in lines 
8and 15. 

(5) Delete from our order Article 18 which would require Applicant, to the 
extent that it is economically sound and in the public interest to do so, to 
install additional capacity and make other project changes as directed by the 
Commission after notice and opportunity for hearing. Applicant contends that 
should it find that additional capacity is economically sound and fits into its 
overall plans, it can apply for such alteration or: addition under Articles 2 
and 3 of our order, and Applicant adds that we should keep in mind that it is 
not a public service corporation and that the project energy is used solely in 
Applicant’s paper mill; and 

(6) Delete from, our order Article 20 which would require Applicant. to 
comply with such reasonable modifications of the project structures and. opera- 
tion in the interest of fish and wildlife resources as we. may prescribe upon 
the recommendations of the Secretary of the Interior and the Wisconsin Con- 
Servation Department. Applicant contends, among other things, that Article 
20 is so uneertain and indefinite that it would create unknown and contingent 
liabilities. 


Upon consideration of the aforesaid application for rehearing, the allegations 
in support thereof, and the entire record, the Commission finds: 


(1) With respect to objection (1) above, we point out that the language of 
Article 5 of our order is found in Section 10(b) of the Federal Power Act to 
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which our order is specifically made subject under the provisions of paragraph 
(A) of our order. The provisions in Article 3 are included in our orders for 
licenses for this type of project pursuant to Section 10(b) and consequently 
should not be deleted therefrom. 

(2) With respect to objection (2) above, it would appear that in the light 
of objection (1), Applicant misunderstands the meaning of “substantial altera- 
tion or addition”. Notification of minor alterations; i.e., project alterations and 
additions which would not require material changes in the project exhibits now 
part of the license nor require the suspension of normal operations of a project 
or unit thereof, is not required. Alterations or additions which would require 
revision in the project exhibits or the suspension of normal project operations 
we construe as “substantial alteration or addition.” 

(3) With respect to objection (3) above, while the gage requirement of 
Article 5 is usually included in licenses for projects of this type, inasmuch as 
the U.S. Geological Survey is maintaining a gaging station at the project site 
and Applicant, with others, is supporting the station. Article 5 of the license 
is modified accordingly as hereinafter provided. 

(4) With respect to objection (4) above, we are modifying Article 12 of our 
order in the manner requested as hereinafter provided. 

(5) With respect to objection (5) above, we point out that the language in 
Article 18 is found in Section 10(a) of the Federal Power Act to which our order 
is specifically made subject under the provisions of paragraph (A) of our order. 
The provisions in Article 18 are included in our orders for licenses for this type 
of project pursuant to Section 10(a) and consequently should not be deleted 
therefrom. Moreover, we note that Article 18 affords Applicant notice and op 
portunity for hearing prior to any Commission order directing installation of 
additional capacity or other project changes. 

(6) With respect to objection (6) above, we point out that Article 20 is sub- 
stantially the same as the condition recommended for inclusion in the proposed 
license for Project No. 2255 by the Assistant Secretary of the Interior in report- 
ing on the application for license for the project. The condition objected to is 
included in licenses for projects similar to Project No. 2255. However, we are 
modifying the article by including the words “after notice and opportunity for 
hearing” following the word “shall” appearing in the first line therein. 

The Commission orders: 

(A) Article 5 of our order issued September 1, 1959 in this matter is revised 
to read as follows: 

Article 5. For the purpose of determining the flow of the Wisconsin River in 
the project vicinity, the licensee shall install and maintain at Centralia power 


plant such head and tail gages, gate openings gages, and electric generation 
meters as shall be adequate to obtain the data necessary for the determination of 
the operating head, head on gate openings and spillway, and electric generation. 
‘The licensee shall provide for the rating of these gages and shall maintain a 
complete and accurate record of the same. The installation, maintenance, and 
rating of the gages and plant elements shall be under the supervision of the 
District Engineer of the United States Geological Survey having charge of stream 
gaging operations in the region of the project, and he shall be furnished with 
copies of the plant log sheets and such additional operating records as may be 
required for the computation of stream flow. The number, character, and loca- 
tion of gages, meters or other measuring devices, and the method of operation 
thereof, shall at all times be satisfactory to the Commission and may be altered 
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from time to time if necessary to secure adequate determinations but such altera- 
tion shall not be made except with the approval of and upon the specific direc- 
tion of the Commission or its delegated representative. The licensee shall ad- 
vance annually to the United States Geological Survey the amount of funds, or 
portion thereof as may be deemed equitable by the District Engineer, United 
State Geological Survey, as is estimated to be necessary for the stream gaging 
work and the computation and publication of resulting records. 

(B) Article 12 of our order issued September 1, 1959 is revised by substitut- 
ing the words “Wisconsin River” for the words “navigable waterway affected” 
in line 4 therein, and by adding the words “on said river” after the word 
“navigation” in lines 8 and 15 therein. 

(C) Article 20 of our order issued September 1, 1959, is revised by including 
the words “after notice and opportunity for hearing” following the word “shall” 
appearing in the first line therein. 

(D) In all other respects the aforesaid application for rehearing is denied. 

(E) This order and the Commission’s order issued September 1, 1959, shall 
be accepted by licensee and returned to the Commission within 60 days from 
the date of issuance of this order, and the order issued September 1, 1959 shall 
not become effective without acceptance of the provisions of that order as 
amended by the provisions of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TENNESSEE NATURAL GAS LINES, INC., DOCKET NO. G—18503 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 26, 1959) 


On May 1, 1959, and as supplemented on June 19, 1959, Tennessee Natural 
Gas Lines, Ine. (Applicant) filed an application in Docket No. G—18503, pur- 
suant to Section 7(c) of the Natural Gas Act, for a certificate of public conven- 
ience and necessity seeking authorization to construct and operate 5,200 feet of 
6-inch pipeline from its Old Hickory main line near Nashville, Tennessee, to 
the city limits of Goodlettsville, Tennessee, and a 1,500 foot service line to be 
attached to the 6-inch line, plus metering stations on each of the proposed lines, 
all as more fully set forth in the application on file with the Commission. 

The proposed construction is to enable Applicant to initiate deliveries of 
natural gas to Nashville Gas Company (Nashville Gas), a wholly-owned sub- 
sidiary of Applicant, for resale in the town of Goodlettsville and to deliver 
firm and interruptible natural gas directly from the proposed service line to 
the Gates Rubber Company’s (Gates) new plant in the same area. Applicant 
now purchases natural gas from Tennessee Gas Transmission Company (Ten- 
nessee Gas) near Nashville and transports and resells such natural gas to 
Nashville Gas for resale in the Nashville area. 

The estimated cost of Applicant’s proposed facilities is $56,082 and such cost 
will be paid from current cash funds on hand. 

Nashville Gas has received certificate authorization from the Tennessee 
Public Service Commission to serve Goodlettsville, and Goodlettsville granted 
Nashville Gas a franchise to distribute natural gas. 
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The estimated natural gas requirements in Mcf at 14.73 psia of Goodlettsville 
are as follows: 











Ist year 2d year | 3d year 
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The natural gas supply for these new services is to come from Applicant’s 
existing authorized contract quantity of 108,653 Mcf per day at 14.73 psia avail- 
able from Tennessee Gas. 

Applicant: will serve Nashville Gas for Goodlettsville under its currently 
effective Rate G—1 of its FPC Gas Tariff. Applicant proposes to serve Gates with 
firm gas at 78.8 cents per Mcf and interruptible gas at 28.45 cents per Mcf. 

Applicant was granted temporary authorization by letter dated July 17, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
October 15, 1959, respecting the matters involved in and the issues presented by 
the application. No petition to intervene or protests to the granting of the 
application have been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice 
and Procedure. 


The Commission finds: 


(1) Tennessee Natural Gas Lines, Inc., a Tennessee corporation, having its 
principal place of business at Nashville, Tennessee, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of January 2, 1946; in Docket No. G-575 (4 FPC 1127). 

(2) ‘The facilities hereinbefore described, as more fully described in’ the 
application herein, are proposed to be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, as integral parts of the Applicant’s existing pipeline system, and the 
construction and’ operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 'the 
service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements; rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilitiés: by Applicant are 
required by the public. convenience and necessity and ‘a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs, (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach ,.to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted.thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual 
operation within 6 months from the date on which this order issues. 
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(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Tennessee Natural Gas Lines, Inc., to 
construct and operate the proposed facilities and to transport and sell natural 
gas as hereinbefore described, all as more fully described in the application 
herein, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c)(3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 6 months from the date on which 
this order issues. 

(D) Deliveries by Tennessee Natural to Gates Rubber Company are limited to 
the maximum daily volumes of 3,225 Mcf estimated to be required by Gates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


ALABAMA POWER COMPANY, DOCKET NO. E-6893 
DETERMINATION OF PROPORTION OF ANNUAL CHARGES FOR HEADWATER BENEFITS 


(Issued October 27, 1959) 


By Commission order issued October 11, 1951, (Project Nos. 82, 10 F.P.C. 1425, 
618), an investigation was instituted pursuant to the provisions of the Federal 
Power Act, particularly Section 10(f) thereof, for the purpose of enabling the 
Commission to determine whether certain hydroelectric developments of Alabama 
Power Company (Company), namely, its Lay, Mitchell and Jordan developments, 
which are presently maintained and operated under licenses issued under the 
Act as Project Nos. 2146, 82 and 618, respectively, on the Coosa River are directly 
benefited by the construction and operation of the upstream Allatoona Project 
of the United States and, if it so finds,-to assess against the Company the equi- 
table proportion of the annual charges for interest, maintenance, and deprecia- 
tion on the Allatoona headwater improvement which the Company should pay 
to the United States. In addition, under the provisions of Section 10(f) of 
the Act, the Company is required to pay to the United States the cost of making 
such determination as fixed by the Commission. 

The Allatoona headwater improvement is located on the Etowah River,.a 
tributary of the Coosa River, near Cartersville, Georgia, and was constructed by 
the Corps of Engineers, Department of the Army. Completed in 1950, the 
Allatoona Project is operated for the primary purposes of flood control and power. 

The installed capacity of the Company’s Lay, Mitchell. and Jordan develop- 
ments. is 64,800 kilowatts, 72,500 kilowatts and 100,000 kilowatts, respectively. 

By determinations issued August 18, 1954 (Project.Nos. 82, 618) 13 FPC 1317, 
and August 9, 1956 (Docket No. E-6701) 16 FPC 827, the Commission determined 

556-711—64—_50 
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the equitable proportion of the above-stated annual charges for the years 1950 
through 1955 and fixed the cost of making such determinations. 

The investigation made for the calendar years 1956 and 1957 discloses that 
the regulation of flows by the Allatoona headwater improvement caused an 
increase in generation at the Company’s three aforementioned downstream 
developments totaling 56,493,044 kilowatt-hours during this period. During the 
period covered by this investigation, the operation of the Allatoona Project 
did not affect the dependable capacity of the Lay, Mitchell and Jordan develop- 
ments. 


The Commission determines: 





The equitable proportion of the annual charges for interest, maintenance and 
depreciation on the Allatoona headwater improvement to be paid by Alabama 
Power Company to the United States for benefits directly received for the 
ealendar years 1956 and 1957 is as follows: 


Calendar year: Amount 
antidote al eid cobb heeeenlo te cstouses cdbeetbusmcsinmneeces 22, 957 


I eet sat ic eA sh ot ep enema onan with annette 57, 821 





The Commission finds: 
The cost to the Commission of making the determination herein is $4,500. 
The Commission orders: 


Payment to the Commission of the sum of $80,778 and $4,500 for the above- 
stated purposes shall be made by Alabama Power Company within 30 days 
from the date of issuance of this determination. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

























EMPIRE GAS AND FUEL COMPANY, DOCKET NOS. G-18858, G-300, AND 
G-546 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND VACATING CERTIFICATES 
(Issued October 27, 1959) 





On June 25, 1959, Empire Gas and Fuel Company (Applicant) a new corpo- 
ration, filed in Docket No. G-18858 an application pursuant to Section 7(c) of 
the Natural Gas Act for a certificate of public convenience and necessity author- 
izing the acquisition and operation of the natural gas properties of Bradley Em- 
pire Corporation of Wellsville, New York, (Bradley Empire), all as more fully 
set forth in the application and accompanying exhibits. 

Applicant proposes to acquire and operate all of the operating properties of 
Bradley Empire, the purpose being to separate the natural gas operations of 
Bradley Empire from its investment activities and to simplify and streamline 
the management of said gas properties. Bradley Empire will receive all of Ap- 
plicant’s capital stock in exchange for said properties. 

Bradley Empire Corporation is presently the holder of outstanding certificates 
of public convenience and necessity in Docket No. G-300 (originally issued on 
June 1, 1943, to Empire Gas and Fuel Company, 3 FPC 1013, a separate and 
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precedent corporation, which is not to be confused with the Applicant in Docket 
No. G—18858) and in Docket No. G—546 (originally issued on December 12, 1944, 
to Empire Gas and Fuel Company) 4 FPC 802, by virtue of the Commission’s 
order issued July 17, 1959, amending the aforesaid orders in Docket Nos. G-—300 
and G-546. 

The subject proposal does not involve gas supply since Applicant will continue 
present operations of Bradley Empire Corporation. 

Applicant proposes to finance the acquisition by the issuance of 2,000 shares 
of $100 par value common stock to Bradley Empire. In return, Applicant will 
receive the operating properties of Bradley Empire and sufficient cash to bring 
the total to $200,000. As of March 31, 1959, the net utility plant of Bradley Em- 
pire was indicated to be approximately $166,000. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 15, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Empire Gas and Fuel Company, a corporation which has ap- 
plied to the State of Pennsylvania for Letters Patent granting incorporation in 
that State and having its principal place of business in Wellsville, New York, 
upon the commencement of operation of the facilities sought to be acquired under 
the application herein, will be a “natural-gas company” within the meaning of 
the Natural Gas Act. 

(2) The facilities proposed to be acquired and operated by Applicant, as here- 
inbefore described and as more fully described in the application herein, will 
be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, and the acquisition and operation 
thereof by Applicant will be subject to the requirements of Subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(3) The acquisition and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) ,(b), (d) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate referred to in paragraph (3) above and 
to the exercise of the rights granted thereunder. 

(6) Issuance of the aforesaid certificate as hereinafter ordered will render 
unnecessary the outstanding certificates, as amended, in Docket Nos. G—300 
and G—546 which should, therefore, be vacated. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Empire Gas and Fuel Company to acquire and 
operate the facilities hereinbefore described, as more fully described in the 
application and exhibits in this proceeding, upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(d) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The outstanding certificates as amended, in Docket Nos. G-300 and 
G—546 be and the same are hereby vacated. 















(D) The acquisition herein authorized shall be consummated within 12 
months of the date hereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


PENNSYLVANIA ELECTRIC COMPANY, DOCKET NO. E-6579 





DETERMINATION OF PROPORTION OF ANNUAL CHARGES FOR HEADWATER BENEFITS 


































(Issued October 27, 1959) 


By Commission order issued August 27, 1954, in the above-entitled matter, 
an investigation was instituted pursuant to the provisions of the Federal Power 
Act, particularly Section 10(f) thereof, for the purpose of enabling the Com- 
mission to determine whether the Piney Plant hydroelectric development of 
the Pennsylvania Electric Company (Company) on the Clarion River, main- 
tained and operated under license issued pursuant to the provisions of the 
Act as Project No. 309, is directly benefited by the construction and operation 
of the upstream East Branch Reservoir of the United States and, if it so finds, 
to assess against the Company the equitable proportion of the annual charges 
for interest, maintenance and depreciation on the Hast Branch headwater im- 
provement which the Company should pay to the United States. In addition, 
under the provisions of Section 10(f) of the Act, the Company is required to 


pay to the United States the cost of making such determination as fixed by 
the Commission. 





The East Branch headwater improvement is located on the East Branch of 
the Clarion River about seven miles northeast of Johnsonburg, Pennsylvania. 
Construction of the East Branch headwater improvement was commenced in 
1947, and it was placed in operation in June 1952 for flood control and other 
stream flow regulation. 

Project No. 309 was completed in 1926. It is located on the Clarion River 
about 24 miles above its confluence with the Allegheny River and about 80 
miles downstream from the East Branch Reservoir and has an installed ca- 
pacity of 28,800 kilowatts. 

By determination issued July 6, 1956 in the above-entitled matter, the Com- 
mission determined the equitable proportion of the above-stated annual charges 
for the period from June 1952, the date of the initial operation of the East 
Branch Reservoir, through October 31, 1955, and fixed the cost of making such 
determination. 

The investigation made for the period November 1, 1955 through December 
81, 1958, discloses that the operation of the East Branch headwater improve- 
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ment reservoir during this period resulted in a gain in electric energy produc- 
tion of 3,791,000 kilowatt-hours to Project No. 309. During the period covered 
by this investigation, the operation of the East Branch headwater improvement 
did not affect the dependable capacity of Project No. 309. 


The Commission determines: 

The equitable proportion of the annual charges for interest, maintenance and 
depreciation on the East Branch headwater improvement to be paid by Pennsyl- 
vania Electric Company to the United States for benefits directly received for 
the period from November 1, 1955 through December 31, 1958 is as follows: 

Period Amount 
Nov. 1, 1955-Dec. 31, 1956 $4, 391. 00 
Calendar year 1957 1, 068. 00 
Calendar year 1958 1, 110. 00 
$6, 569. 00 
The Commission finds: 

The cost to the Commission of making the determination herein is $750.00. 
The Commission orders: 

Payment to the Commission of the sum of $6,569.00 and $750.00 for the above- 
stated purposes shall be made by Pennsylvania Electric Company within 30 
days from the date of issuance of this determination. 


Before Commissioners: Jerome K. Kuykendall, Chairman ; William R. Connole 
and Arthur Kline. 


PUGET SOUND POWER & LIGHT COMPANY, DOCKET NO. E-6897 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued October 28, 1959) 


By order issued October 16, 1959, in the above-entitled matter, the Commis- 
sion authorized Puget Sound Power & Light Company (Applicant) to issue and 
sell at competitive bidding $20,000,000, principal amount of First Mortgage 
Bonds, Series due 1989, subject, among others, to the provisions set forth in 
Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 


(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k)(3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 


(ii) The Commission shall have approved the price to be received by Appli- 
cant for the Bonds and the interest rate thereof, by a further order. 

Applicant, on October 28, 1959, filed an amendment, pursuant to the require- 
ments of the aforementioned Commission order, setting forth, among other 
things, that it proposes to accept, as providing the lowest annual cost of money 
to it, the joint bid of Halsey, Stuart & Co., Inc. and Lehman Brothers to pur- 







































































754 FEDERAL POWER COMMISSION 





chase the proposed issuance of $20,000,000, principal amount of Bonds, for the 
price of 100.16% of principal amount, with an interest rate of 544% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Paragraph 
(B) of the Commission’s order issued October 16, 1959, in the above-entitled 
matter; and under the bid it proposes to accept for the Bonds, the. price to be 
received by Applicant therefor and the interest rate thereof are reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with the 
proper performance of service by Applicant as a public utility and which will 
not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as supple- 
mented by the amendment referred to above, are authorized, subject only to 
the provisions of Paragraph (A), insofar as they relate to the issuance and sale 
of Bonds, and of Paragraphs (D) and (E) of the Commission’s order issued 
October 16, 1959, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


APPALACHIAN POWER COMPANY, DOCKET NO. E-6900 


ORDER TO SHOW CAUSE 
(Issued October 29, 1959) 


The 1958 Annual Report (F.P.C. Form No. 1) of Appalachian Power Company 
(Company),1 a Virginia corporation with its principal place of business at Roa- 
noke, Virginia, indicates that Company is currently accounting and reporting, 
for general corporate and public reporting purposes, certain annual charges and 
credits arising from accounting procedures for deferred taxes on income in a 
manner contrary to the requirements of the Commission’s Uniform System of 
Accounts Prescribed for Public Utilities and Licensees. 

Company is both a public utility and Licensee within the meaning of those 
terms as used in the Federal Power Act. 

Company’s Annual Report to the Commission for 1958 shows an amount of 
$5,233,811 which represents the annual provision for deferred taxes on income 
for 1958 arising from use of accelerated amortization and liberalized deprecia- 
tion for tax purposes, pursuant to Sections 168 and 167, respectively, of the 
Internal Revenue Code of 1954, which the Company charged to income during 
1958 other than through Account 507—A, Provision for Deferred Taxes on In- 
come, and failed to credit to Account 266.1, Accumulated Deferred Taxes on 
Income—Accelerated Amortization, and Account 266.2, Accumlated Deferred 
Taxes on Income—Liberalized Depreciation. That report also shows inclusion 






2Is a member of the American Electric Power System, and formerly known as the 
Appalachian Electric Power Company. 
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of a credit amount of $22,622,432, as of December 31, 1958, in earned surplus 
(retained income) and identified as restricted for deferred (“future”) Federal 
income taxes. That amount represents an accumulation of annual provisions 
for deferred taxes on income of $21,167,546 relating to accelerated amortiza- 
tion of emergency facilities, and $1,454,886 relating to liberalized depreciation, 
inclusive of the provisions for 1958, referred to above. Also, during 1958, the 
company transferred from restricted to unrestricted surplus an amount of 
$1,080,747 representing deferred taxes on income related to liberalized deprecia- 
tion apparently with respect to properties located in West Virginia. 

Account 507—A, Provision for Deferred Taxes on Income, and Account 266, 
Accumulated Deferred Taxes on Income, and subdivisions thereof, constitute the 
income and balance sheet accounts, respectively, prescribed by Commission’s 
Order No. 204 (19 FPC 837), as the appropriate accounts to be used for Federal 
income taxes deferred by reason of accelerated amortization and liberalized 
depreciation under Sections 168 and 167 of the Internal Revenue Code of 1954. 

Notwithstanding prescribed accounts for the purpose, Company, as indicated 
above, for general corporate and public reporting purposes, is currently account- 
ing and reporting annual and accumulated provisions for deferred taxes on 
income other than by use of Accounts 507—-A and 266. This is revealed in various 
parts of Company’s FPC Form No. 1, including Company’s 1958 Annual Report 
to its stockholders which is required to be appended as a part of Company’s 
FPC Form No. 1, Annual Report to this Commission. 

Correspondence between Company representatives and this Commission’s staff 
has failed to show any justification for Company’s departure from the require- 
ments of this Commission’s Uniform System of Accounts. Moreover, Company’s 
representatives have indicated that Company proposes to continue the above- 
mentioned accounting practices. 

In view of the foregoing, it is necessary and appropriate for the purposes of 
the Federal Power Act (particularly Sections 301(a), 304 and 311 thereof), 
that Company show cause, if any there be, for its past and continuing departure 
from the requirements of this Commission’s Uniform System of Accounts; all 
in the manner as hereinafter provided. 


The Commission orders: 


Company shall show cause, if any there be, in writing and within sixty days 
from the issuance of this order, why the Commission should not find and deter- 
mine: 


(1) That Company is accounting for and reporting deferred taxes on income 
otherwise than by use of the Commission’s prescribed Accounts 507-A and 266, 
all as indicated above, and therefore that it has and continues to violate the 
accounting requirements prescribed by the Commission through its Uniform 
System of Accounts ; 

2) That this action by Company constitutes a willful and knowing violation 
of the Federal Power Act; 

(3) That the Company be required to make, keep, and preserve its accounts 
in the manner prescribed by this Commission in the Uniform System of Accounts 
Prescribed for Public Utilities and Licensees ; 

(4) That the Company be ordered to file such substitute pages of its Annual 
Report for 1958 (F.P.C. Form No. 1), including the report to stockholders ap- 
pended as part of said Annual Report, to make the accounting and reporting 
of accumulated deferred taxes on income therein consistent and in compliance 
with the requirements therefor as prescribed by the Commission. 





























































FEDERAL POWER COMMISSION 
HARPER OIL COMPANY, OPERATOR, G—14456 


ORDER ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 





(Issued October 29, 1959) * 
Syllabus 


. Abandonment not permitted by public convenience and necessity, since 
claimed conservation benefits would be outweighed by public detriment 
resulting from adverse effect abandonment would have on Cities Service’s 
gas supply. P. 757. 

2. It is not in the public interest to permit abandonment merely to effect a saving 

to the seller of a cost it is contractually obligated to pay. P. 764. 


2. Commission denies application for abandonment under Section 7(b) of the 
Natural Gas Act. 


Commissioner Stueck not participating. 

T. Murray Robinson, Jacob Goldberg for Harper Oil Company. 

Conrad OC. Mount, O. R. Stites, Robert R. McCracken, Robert N. Berry, Harry 
8. Littman, and Dale A. Wright for Cities Service Gas Company. 

Oscar HE. Reed for the Staff of the Federal Power Commission. 

sefore Commissioners: Jerome K. Kuykendall, Chairman; William R. Connole, 
Arthur Kline and John B. Hussey. 

On May 5, 1959, the presiding examiner issued an initial decision in the above- 
entitled proceeding which would deny a request by Harper Oil Company, Opera- 
tor (Harper) under Section 7(b) of the Natural Gas Act (Act) for permission 
to abandon facilities for the sale of gas presently being delivered to Cities 
Service Gas Company (Cities Service). The sale is of residue gas from Har- 
per’s extraction plant located in Oklahoma County, Oklahoma, and is delivered to 
a Cities Service lateral at the tailgate of the plant, from whence it is carried 
a short distance to a main pipeline of Cities Service. The price for the sale 
is presently 10 cents per Mcf. 

Consistent with Commission staff counsel’s recommendation, the examiner 
would deny Harper’s request on the ground basically that the company had 
not shown that the present or future public convenience and necessity permit 
the abandonment of the sale to Cities Service. Exceptions to the examiner’s 
decision were filed solely by Harper on June 8, 1959. 

Harper requests permission to abandon on two main grounds. First and 
foremost, Harper contends that abandonment would promote the conservation 
of natural gas, in that the company must now deliver gas to Cities Service at a 
pressure of 500 pounds psig; that if abandonment were authorized, Harper 
would sell the gas to an intrastate purchaser, Oklahoma Resources Development 
Company, at a pressure of 350 pounds psig;? and that utilizing the savings in 
compressor power, amounting to 57 brake horsepower, Harper could gather to its 
plant an additional 870 Mcf of gas per day from low pressure wells in the 
vicinity, which gas could not be gathered without utilizing additional com- 
pressor power, and which gas if not gathered would be left in the ground or 


*Initial decision appears on p. 758. Rehearing denied by order issued January 4, 1960, 
23 FPC 2; affirmed ; 284 F. 2d 187 (CA10-—1960). 


1The record indicates that approximately 2500 Mcf per day are presently being 
delivered. 
2The price of the sale to the new purchaser, Oklahoma Resources Development Com- 


pany, would be 11 cents per Mcf; the gas would be used for boiler fuel in an electric 
generating plant. 
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otherwise wasted. It is argued that on an assumed 15-year life for such wells, 
the savings of gas would aggregate 2,000,000 Mcf, as well as two million gallons 
of liquid hydrocarbons extracted therefrom. 

Second, Harper contends that Cities Service is oversupplied with gas, as 
evidenced by its own admissions in filings with the Commission in other cases, 
and that the amount of gas involved herein is insignificant in relation to the 
company’s overall supply. Harper argues that in any event, Cities Service 
ean feasibly buy additional quantities of gas to replace this sale. 

In challenging the examiner’s denial of its request, Harper contends in its 
exceptions that the examiner, in concluding to deny abandonment, relied heavily 
on the belief that the contract between Harper and Cities Service was still in 
force, but that in fact the contract expired of its own terms on January 1, 1958. 
Thus it is argued that the examiner’s decision was grounded on a mistaken 
view of the facts. Furthermore, it is argued, his decision was on the erroneous 
theory that an existing contract would preclude authorizing abandonment even 
though conservation were established. In addition, Harper contends that the 
examiner never reached the conservation issue, concerning himself not with the 
public benefits of saving low pressure gas, but limiting his consideration to such 
benefits from Harper’s proposal as the savings to Harper in costs from operating 
its compression facilities at lower pressure, and the increased price for the 
sale to Oklahoma Resources Development Company. Also, according to Harper 
the examiner erred in considering what would be the effects of permitting in 
other cases abandonment such as that requested here. 

We are of the opinion that the examiner reached the correct result and that 
his decision should be adopted by the Commission. Although it appears that 
the examiner viewed Harper’s obligations under its contract with Cities Service 
as requiring the continuation of service to the latter, we do not understand his 
decision to rest exclusively on that consideration. Nor do we view his decision 
as excluding from consideration such possible conservation benefits as might 
result from Harper’s proposal. On the contrary, as appears from the face of his 
decision, the examiner undertook to determine in accordance with the statute 
whether the public convenience and necessity permit the abandonment requested, 
and in so doing he weighed the claimed conservation benefits along with the 
various competing circumstances present in the case. 

In any event, we have considered the case wholly from the point of view of 
whether the requirements of Section 7(b) have been satisfied, and have taken 
into account the conservation gains which it is claimed would result from au- 
thorizing abandonment—although in our judgment, the record falls short of 
establishing that the conservation gains contended for would necessarily be 
realized if the requested abandonment were permitted. Assuming their reali- 
zation, however, we are of the opinion that on this record the conservation bene- 
fits which it is claimed would flow from Harper’s proposal are outweighed by 
the detriments to the public that would result from the abandonment of the 
sale to Cities Service. Chief among the detriments is the adverse effect such 
abandonment would have on Cities Service’s gas supply. The record is clear 
that there is already a deficiency in this portion of Cities Service’s system during 
peak months, a deficiency which would be materially increased by the abandon- 
ment herein requested. Nor is there substantial likelihood that Cities Service 
could find replacement gas in the immediate vicinity at reasonably comparable 
costs. These and other objections to the abandonment proposal more fully de- 
tailed in the examiner’s decision amply justify the conclusion that the public 
convenience and necessity do not permit the abandonment requested by Harper. 

Furthermore, the record establishes that there already exists at Harper’s plant 
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sufficient unused compressor capacity to gather the low pressure gas and to ac- 
complish the conservation the company contends would be made possible by 
abandoning the sale to Cities Service. We cannot find that the public conveni- 
ence and necessity permit Harper to abandon its sale to Cities Service when the 
result would be to divert gas from general interstate use to intrastate use for 
boiler fuel, and when the claimed conservation could be achieved by the use of 
facilities already available to Harper. 


The Commission further finds: 


The presiding examiner’s initial decision issued herein on May 5, 1959, should, 
consistent with this order, be adopted by the Commission as of the date of issu- 
ance hereof, to constitute with this order the Commission’s decision in this case. 
The exceptions to the examiner’s decision filed by Harper Oil Company, Operator, 
on June 8, 1959, should be denied. 


The Commission orders: 


(A) The presiding examiner’s initial decision issued herein on May 5, 1959, 
is adopted by the Commission as of the date of issuance hereof, to constitute 
with this order the Commission’s decision in this case. 

(B) The exceptions to the examiner’s decision filed by Harper Oil Company, 
Operator, on June 8, 1959, are hereby denied. 


DECISION 
UPON AN APPLICATION TO ABANDON A SALE OF NATURAL GAS 
(Issued May 5, 1959) 


Ketiy, Presiding Hxaminer: Harper Oil Company (Harper), an Oklahoma 
Corporation,’ filed with the Commission on February 10, 1958, an “Application 
for Authority to Abandon Facilities”. In reality, the Applicant does not seek au- 
thority to abandon any facilities but only to abandon the sale of natural gas 
to Cities Service Gas Company (Cities). Although the application is ambiguous 
as to just what sales of natural gas to Cities are sought to be abandoned, the 
position of the Applicant taken at the hearing is that it seeks to abandon only 
the sale to Cities of the residue gas from its extraction plant in Oklahoma 
County, Oklahoma, which it has contracted to sell to Oklahoma Resources De- 
velopment Company (Oklahoma) for consumption within the State of Oklahoma, 
if the authority sought is granted by the Commission in this proceeding. 
Counsel for Applicant stated under oath at the end of the application that he 
had “properly mailed” to Cities a copy thereof. By letter of February 28, 1958, 
addressed by the Secretary of the Commission to Cities, notice was given of the 
filing of Harper’s application and Cities was requested to give to the Commission 
a statement of its position regarding the abandonment of service to it by Har- 
per and certain other information concerning the effect that such abandon- 
ment might have upon the property rights and interest of Cities. By letter of 
August 29, 1958, Cities stated its opposition to such abandonment, which would 
be asserted at the hearing, and supplied the other information requested by the 
Secretary in his letter of February 28, 1958. On December 17, 1958 the Secre- 
tary issued a notice of application and the date of the hearing in this matter, 


1 Harper Oil Company acquired all of the property, and assumed all of the obligations 
of its predecessor, Harper-Turner Oil Company, a corporation now dissolved, effective 
February 1, 1955. The name “Harper” used herein may indicate Harper Oil Company or 
its said predecessor. 














FEDERAL POWER COMMISSION 759 


January 26, 1959, wherein permission was given to file protests or petitions to 
intervene not later than January 12, 1959. 

On January 12, 1959 Cities filed a petition to intervene. When the hearing 
was begun on January 26, 1959, Counsel for Cities told of the filing of its petition 
to intervene which had not then been acted upon by the Commission, and re- 
quested that the Presiding Examiner tentatively permit participation in the 
hearing by Cities, subject to the granting of its petition by the Commission at a 
later date.” The Presiding Examiner ruled that the very nature of this proceed- 
ing entitled Cities to participate therein as a respondent and that no permission 
was needed from the Commission for Cities to file answer to the application 
and defend against any possible invasion of its property rights to result from 
the granting of the authority to abandon sales of natural gas to it by Harper. 
Constitutional due process would require this. The petition of Cities to inter- 
vene, duly filed, was treated as its answer to the application. This procedure 
was not objected to by any participant in the hearing. 

The hearing was conducted on January 26, 1959. Harper, Cities and the 
Commission Staff actively participated in the hearing, each presenting evidence. 
Briefs have been received from all of these parties, Harper having filed an 
original and final reply brief, the latter having been filed on April 2, 1959. 

The application in the instant case refers to the proceedings in which the 
sales of natural gas here involved were certificated by this Commission and 
to the proceedings in which the rate now being charged for such gas was found 
to be just and reasonable. Therefore, both of these proceedings should be dis- 
cussed herein before any discussion of the issues here presented. 

Harper filed its application, Docket No. G-6124, on November 26, 1954, in 
which it requested the issuance by the Commission of a certificate of public 
convenience and necessity authorizing the continuance of sales of natural gas 
by Harper to Cities pursuant to a contract between them of July 23, 1953. A 
copy of this basic gas purchase contract was attached to the application and 
referred to therein. Harper’s application in Docket No. G-—6124 averred that 
its gas supply consisted of its own production from fields in Township Fourteen 
North, Range Two West, of Oklahoma County, Oklahoma, and of gas purchased 
by it from wells in Township Fourteen North, Range Three West, in the same 
county. A certificate was issued by the Commission on January 31, 1956, au- 
thorizing the sales to Cities of the gas covered by the application. This certif- 
icate of the Commission was formally accepted by Harper February 9, 1956. 

By a letter agreement of March 1, 1954, Cities agreed to an increase from the 
original contract price of six cents to ten cents per Mcef effective July 23, 1954. 
The increased rate of ten cents per Mcf has been effective since May 26, 1955, 
under Supplement No. 9 to Harper’s FPC Gas Rate Schedule No. 1, which is the 
basie contract executed by Harper and Cities on July 23, 1953. The rate in- 
crease provided by said supplement was suspended by the Commission and a 
hearing was ordered to determine the justness and reasonableness of the in- 
creased rate of ten cents per Mcf, in Docket No. G-8715. After formal hearing 
upon this issue, the Presiding Examiner there issued his decision of May 10, 
1957 in said docket, in which it was found that the increased rate of ten cents 
per Mcf provided in the aforesaid Supplement No. 9 was just and reasonable; 
and said increased rate was thereby allowed to be effective May 26, 1955. By 
order of June 10, 1957, 17 FPC 809, the Commission adopted the decision of 
the Presiding Examiner as the decision of the Commission. 


2On February 6, 1959, the Commission issued an order permitting intervention by 
Cities. 
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As will be more fully shown hereinafter, deliveries of natural gas are made 
by Harper to Cities at three delivery points. At two of these delivery points 
the deliveries are made into the pipelines of Cities under the natural pressure of 
gas coming directly from the wells, such pressure being adequate to make such 
delivery against the pressure in said pipelines. The third delivery point is 
downstream from the discharge end of Harper’s extraction plant in the area of 
Oklahoma County described above, where deliveries of such residue gas are 
made after the pressure thereof is increased by compression to accomplish 
delivery against the line pressure of the pipeline of Cities. 

Harper’s extraction plant at this location was constructed during 1956 and 
it was put into operation on December 15, 1956. At the request of Harper, 
Cities agreed informally to take a million cubic feet of the residue gas per day 
from the plant and thus permit the plant to function. At the present time a 
part of such residue gas is sold to Cities and a part is injected to effect better 
and greater production from the wells. The sale of this residue gas is made un- 
der Harper’s FPC Gas Rate Schedule No. 1 and Supplement No. 9 thereto. 

Harper’s application here avers that it seeks to abandon the facilities therein 
described. It states that it relates to the wells and facilities which were cov- 
ered by the certificate issued by the Commission in Docket No. G—6124; and it 
then tells of “the additional facility, the gasoline plant.” While the applica- 
tion tells of the contract with Oklahoma under which deliveries of residue gas 
may be made at the pressure at which gas leaves the extraction plant, and as- 
serts the advantages of deliveries at such pressure, the application nowhere 
specifically states that Harper seeks to abandon the sale to Cities only of the 
residue gas from the extraction plant. At one point in the application it is 
stated that if the authority here sought is granted, Harper will, under the 
terms of its contract with Oklahoma “sell all of the gas heretofore delivered 
to Cities Service Gas Company to the Oklahoma Resources Development Com- 
pany”. Such a broad averment would, of course, include gas sold and delivered 
to Cities at points other than the discharge end of the extraction plant. How- 
ever, Counsel for Harper made it clear upon the record at the hearing that it 
seeks authority to abandon sales to Cities only of the residue gas from its 
extraction plant. While the application specifically states at the outset that 
Harper “seeks authority to abandon the hereinafter described facilities”, the 
facts developed by the evidence show that Harper has no intention of abandon- 
ing any of its facilities, and plans only to put to a different use such part of its 
compression facilities as are now used to increase the pressure of its residue 
gas so as to make it deliverable into Cities’ pipeline against the pressure there 
encountered. A considerable part of the facilities described by Harper in its 
application are used to gather and deliver gas to Cities at other delivery points 
than at the extraction plant. 

There are attached to Harper’s application, as exhibits thereto, copies of its 
basie contract with Cities which is its FPC Gas Rate Schedule No. 1; of the 
letter agreement of March 1, 1954, by which the price of gas was agreed by 
Cities and Harper to be increased from six to ten cents; of the gas purchase 
eontract executed by Harper and Oklahoma on December 18, 1957; of a map 
of the area in which are located the wells and facilities here involved; of a 
diagrammatic sketch of Harper’s extraction plant; and of a list of owners, other 
than Harper, of interests in leases upon which are wells operated by Harper. 
Some of these documents are in evidence and are discussed herein. 

The provisions of the gas purchase contract between Harper and Cities are 
indefinite as to the quantity of gas to be sold and delivered thereunder. The 
quality of the gas is prescribed therein, and the necessary gas cleaning facilities 
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were to be installed and maintained by Harper. Harper reserved the right in 
this contract to extract and retain for its own use and benefit all liquid hydro- 
carbons contained in the produced natural gas. Harper was required by the 
contract to “install and operate all pipelines and pressure regulating facilities 
necessary to deliver gas hereunder into Buyer’s line at pressures not in excess 
of 500 pounds per square inch gauge”, with the exception of one delivery point, 
at which the pressure was to be “not in excess of 550 pounds per square inch 
gauge”. It was specifically provided that Cities would not be required “to take 
gas when the same is not being delivered in commercial quantities and at suf- 
ficient pressure to enter its pipeline against the varying pressures therein”. 
The term of the contract expired, by its own provisions, on January 1, 1958. 

The basic contract between Harper and Cities, having been filed and accepted 
by the Commission as Harper’s FPC Gas Rate Schedule No. 1, the service 
being rendered thereunder could not be abandoned without the permission and 
approval of the Commission given as provided in Section 7(b) of the Natural 
Gas Act (Act) The Applicant, of course, seeks such permission and approval 
from the Commission as to the sale of the residue gas coming from its extraction 
plant. It is not contended by Harper that its “available supply of natural gas 
is depleted to the extent that the continuance of service is unwarranted”; and 
it only contends “that the present or future public convenience or necessity 
permit such abandonment”. Therefore, the question for decision here is 
whether, for the reasons averred in Harper’s application, and upon the basis of 
the entire record in this case, the present or future public convenience or neces- 
sity permits the abandonment of the sale by Harper to Cities of the residue gas 
from its extraction plant. 

A sale by an independent producer to a pipeline company, both of which are 
natural gas companies within the meaning of the Act, has been found by the 
Commission to be required by the public convenience and necessity, and such 
sale has been authorized by a certificate of the Commission.“ The rate received 
by the independent producer for the sale has been determined by the Commission 
to be just and reasonable.’ The independent producer seeks to abandon the sale 
of a part of the gas being sold to the pipeline company, which part of such gas 
it proposes to sell to another in intrastate ecommerce, under a contract with such 
other purchaser, which is claimed to contain provisions of greater benefit and 
advantage to the independent producer than does its contract with the inter- 
state pipeline company. Benefit or advantage to come to the independent pro- 
ducer, standing alone, would, of course, not constitute a valid reason for 
permitting the abandonment here proposed. Therefore, it must be determined, 
upon the basis of this record, whether circumstances are here shown which 
are persuasive that the public convenience and necessity permit such abandon- 
ment of the sale of gas to the pipeline, so that the alleged more beneficial and 
advantageous sale may be made to another purchaser. This requires a full 
and careful consideration of the reasons advanced by Harper in support of its 
application. It is deemed advisable to set forth herein every allegation of 
Harper’s application concerning its contract with Oklahoma in which are also 


* Section 7(b) of the Act reads as follows: (b) No natural-gas company shall abandon 
all or any portion of its facilities subject to the jurisdiction of the Commission, or any 
service rendered by means of such facilities, without the permission and approval of 
the Commission first had and obtained, after due hearing, and a finding by the Commission 
that the available supply of natural gas is depleted to the extent that the continuance 
of service is unwarranted, or that the present or future public convenience or necessity 
permit such abandonment. 

* Docket No. G—6124, discussed above. 

5 Docket No. G—8715, discussed above. 
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shown the reasons advanced by Harper that “the present and future convenience 
and necessity of the public will be better served by granting this application”. 
Such allegations are contained in the following sections of the application: 

9. That on the 18th day of December, 1957 applicant herein entered into 
a contract with the Oklahoma Resources Development Company under the 
terms of which, subject to this Commission’s approval of the abandonment 
of interstate sales through such facilities, the Harper Oil Company will 
sell all of the gas heretofore delivered to Cities Service Gas Company to the 
Oklahoma Resources Development Company. 

10. That the gas delivered to the Oklahoma Resources Development 
Company serves the public and is used exclusively in the public interest, 
in that it is delivered to a plant manufacturing electricity which is used or 
consumed by the public; that such plant is operated by the Oklahoma Gas 
and Electric Company, and the electricity is distributed throughout the 
State of Oklahoma. 

11, That the delivery of gas to the Oklahoma Resources Development 
Company is equally in the public interest to the delivery of gas to Cities 
Service Gas Company, although different segments of the public are inter- 
ested in the different sales. 

12, That as there is a fixed quantity of gas available for sale within the 
area in which the Cities Service Gas Company and the Oklahoma Re- 
sources Development Company both purchase, the public is not affected by 
the diversion of gas from one source to the other, as the Oklahoma Resources 
Development Company will, in all events, use so much of the gas and the 
remainder will be available for purchase by Cities Service Gas Company 
Therefore, applicant’s sale to the Oklahoma Resources Development Com- 
pany does not operate to diminish the gas which would be available for 
purchase by the Cities Service Gas Company. 

13. That the gas leaves the exhaust side of applicant’s gasoline plant at 
a pressure sufficient to enter the lines of the Oklahoma Resources Develop- 
ment Company and no subsequent compression would be required, whereas 
subsequent compression is required to deliver or sell to Cities Service Gas 
Company ; that the elimination of this operation in the sale of gas will re- 
duce applicant’s marketing cost and enable it to continue operations to a 
point of greater field exhaustion of gas, thereby preventing waste of gas 
and making more gas available for the public. 

14. That the contract with the Oklahoma Resources Development Com- 
pany has other provisions of benefit to the applicant, including an increase 
in the price of gas. 

A careful look should be taken at the picture produced by the evidence. While 
Harper proposes to continue sales of gas to Cities which is deliverable into the 
latter’s pipelines under natural pressure, it would abandon all sales to Cities of 
residue gas from its extraction plant. This residue gas leaves the discharge 
end of the plant at a pressure of 370 pounds per square inch gauge, and it is 
shown that 57 brake horsepower of its compression facilities are needed to in- 
crease this pressure so that the residue gas will enter the pipeline of Cities 
against the pressure there encountered. Permission is requested to abandon 
the sale of residue gas to Cities so that these 57 Bhp will no longer be needed so 
to increase the pressure of the gas, and may instead be used to obtain gas from 
wells in which the natural pressure has become insufficient to enter Harper’s 
gathering system against the pressure there maintained. The dollar cost in 
fuel and other expenses necessary to produce these 57 Bhp from the compres- 
sion facilities existing near the extraction plant is not disclosed by the evidence. 
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Therefore, the saving to Harper to result from the abandonment of this opera- 
tion to increase the pressure of the residue gas must be expressed and consid- 
ered here only in Bhp, and not in the dollar saving to be effected. 

Harper proposes simply to apply these particular 57 Bhp to a different use, 
namely, to gather low pressure gas from wells within reach of Harper’s gather- 
ing system, such available gas being now of a natural pressure insufficient to 
enter Harper’s gathering lines against the pressure there maintained. Harper’s 
witness refers to this other use of these 57 Bhp as being wiser and as a conser- 
vation measure. There is additional available horsepower in the compression 
facilities near the extraction plant which might be used for the gathering of this 
low pressure gas without discontinuing the use of an equal number of Bhp now 
used to deliver gas to Cities. It would appear to be a question, therefore, of 
granting the permission to abandon here sought in order to save for Harper 
the fuel costs and other operation and maintenance expenses incident to in- 
creasing the pressure of its residue gas to effect delivery to Cities. 

The basic contract, which is Harper’s FPC Gas Rate Schedule No. 1, provides 
as hereinbefore shown, that Harper shall install and operate the facilities neces- 
sary to deliver gas into Cities’ pipeline “at pressures not in excess of 500 pounds 
p.s.i.g.” Harper is obligated to do this at the prescribed rate of ten cents per 
Mcf until such time as it is relieved of such obligation by order of the Commis- 
sion. Harper now seeks to be relieved of this obligation insofar as its residue 
gas is concerned. While there is some dispute as to just what exact pressure is 
required to make the residue gas deliverable into Cities’ pipeline, the testimony 
adduced by Harper itself shows clearly that only 57 Bhp are necessary to in- 
crease the plant discharge pressure of 370 pounds to 500 pounds, which pressure, 
according to the evidence, is quite adequate to deliver the gas to Cities. After 
all, therefore, there is a question here of whether Harper should in the name of 
the public convenience and necessity, be relieved of its obligation to deliver gas 
to Cities at such adequate pressure, merely to save it the cost of producing 57 
Bhp with its existing facilities. This is true even though the 57 Bhp may be 
put to a use more advantageous to Harper, and even though such proposed use 
might be considered as a conservation measure. 

Harper owns three compression units in the area of the plant, of 440, 400, and 
300 rated horsepower, respectively, making a total of 1140 rated horsepower. 
A petroleum consultant who appeared as an expert witness for Harper pre- 
sented two exhibits prepared by him which show the present and proposed use 
of brake horsepower available at the plant. The only change in horsepower use 
shown by these exhibits is the shifting of the use of the 57 Bhp, as discussed 
hereinbefore. His testimony and these two exhibits show that 907 Bhp are now 
used and the same number are proposed to be used. He explained that brake 
horsepower is “something less than rated horsepower”, the latter being the 
theoretical potential horsepower of the compression unit, while the former is the 
actual power attained after “a certain amount of loss and efficiency decrease 
from the time the power is generated in that engine until it gets to the usable 
place on the machine.” He testified that it was obvious that there were ap- 
proximately 230 horsepower of the compression units now not being generated 
and used, a part of which might be used to produce the low pressure gas, with- 
out discontinuing the use of the 57 Bhp to make the residue gas deliverable into 
the lines of Cities. This testimony shows conclusively that the granting of the 
permission here sought would result in a saving to Harper of the amount of 
fuel used, and the other cost of maintaining and operating the existing ma- 
chinery, in order to generate 57 additional Bhp. Standing alone, such saving to 
Harper would surely not justify the granting of the permission here sought. 
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Harper’s petroleum expert testified that it was his understanding that there 
were about 17 billion cubic feet of natural gas reserves in the area of the plant, 
and if sales were made of 2500 Mcf per day, the gas reserves in the area of the 
plant would be completely depleted in about fifteen years. He testified that the 
57 Bhp shifted from the use of making residue gas deliverable to Cities, to the 
use of producing low pressure gas, would produce about 370 Mcf per day of low 
pressure gas over the period of 15 years in which the gas reserves in the area 
of the plant would become entirely depleted. He calculated that over this 
period of time there would be produced by the use of the 57 Bhp, roughly two 
million cubie feet of low pressure natural gas and two million gallons of liquid 
hydrocarbons. Of such production of gas and liquids the witness stated that he 
“approached that strictly as a conservation measure, as to what could be done 
with 57 horsepower in the interests of the greatest ultimate recovery of oil and 
gas.” He testified that the capacity of Harper’s plant was “approximately six 
million cubic feet of gas per day for processing”, and that about half of the 
residue gas from the plant is now being sold and that the other half is being 
compressed to 1300 pounds p.s.i.g. for injection into a reservoir which yields both 
gas as a vapor and liquid hydrocarbons. Such injection will “bring more liquid 
hydrocarbon to the surface and to the plant for extraction”. In calculating the 
period of fifteen years for the complete depletion of gas reserves in the area, this 
vitness contemplated a sale of 2500 Mcf of gas per day; and if the present ratio 
between gas sold and gas injected were continued, there would be 2500 Mcf of 
gas injected per day for the aforesaid purpose during said period. If the use of 
57 Bhp were shifted as proposed by Harper, the 370 additional Mcf per day of 
produced low pressure gas would constitute approximately 7.4 percent of the 
residue gas from the plant over the period of fifteen years. Harper is asking, 
therefore, that it be permitted to abandon the sale to Cities of all of its residue 
gas, in order that it may be saved the cost of recovering from low pressure wells 
this small percentage of the total of the residue gas coming from its extraction 
plant. 

Harper’s petroleum expert regards Harper’s plan here proposed “strictly as a 
conservation measure”. There could be no objection to Harper’s recovering this 
low pressure gas by the use of 57 Bhp, not only from the standpoint of conserva- 
tion but also as a matter of efficient operation of its business for greater benefits 
to its stockholders. But it cannot be found “that the present or future public 
convenience or necessity permit” Harper to abandon a sale of gas under its duly 
filed and approved gas rate schedule, merely to make available to Harper 57 Bhp 
for said purpose, with no additional cost to it, and so as to bring to it greater 
benefits and profits by selling all of its residue gas intrastate to another pur- 
chaser than Cities. It is reiterated that Harper has a contractual obligation to 
make all deliveries of gas to Cities at sufficient pressure to enter Cities’ pipeline, 
up to 500 pounds p.s.i.g. It is conceivable that a good number of suppliers of 
gas to Cities are confronted with the necessity of compressing the gas from their 
wells to a pressure sufficient to enter Cities pipeline; and if all of these were 
to obtain the permission sought here by Harper, a very substantial portion of 
Cities presently available gas might be lost to it. It is clearly not in the public 
interest to permit the abandonment by Harper or any of such suppliers, of a 
certificated sale, or a substantial portion of it, merely to effect a saving to the 
seller of a cost that it is contractually obligated to pay. It must also be remem- 
bered that Harper does not petition for “a finding by the Commission that the 
available supply of natural gas is depleted to the extent that the continuance of 
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service is unwarranted”’;°* but on the contrary Harper petitions to abandon 
an interstate sale of its residue gas so that it may make an intrastate sale of such 
residue gas under a contract bringing greater benefits to it. The gas sold by 
Harper to Oklahoma would be resold intrastate for use in the generation of 
electricity consumed in the State of Oklahoma. 

Harper has shown by its evidence that it will reap benefits and advantages if 
it is permitted to abandon the sale of its residue gas to Cities. These proven 
benefits and advantages, in and of themselves and standing alone, may not be 
regarded as substantial evidence “that the present or future public convenience 
or necessity permit”? the abandonment here sought by Harper. The “conserva- 
tion measure”, disclosed by Harper’s plans, would be of very little value in the 
sense of the public interest, and particularly when it is considered relatively to 
the value of the benefits and advantages to be reaped by Harper alone if its 
application here is granted. Harper even urges in support of its application the 
fact that it will acquire, under its contract with Cities, an installed 8-inch pipe- 
line now used to transport residue gas to Cities pipeline, by delivering to Cities 
a like quantity of pipe, of the same dimensions and quality. The argument made 
by Harper in its brief in this connection reads as follows: 

There is one more element involved in this better use of the facilities if 
the sale to Cities Service may be terminated. The eight-inch line which 
extends from applicant's plant to Cities Service’s gathering system would 
no longer be needed to deliver gas from the plant. Applicant has already in- 
dicated to Cities Service that it exercises its option provided in Paragraph 9 
of the contract to acquire such line by delivering to Cities Service a like 
quantity of pipe. That line could then be incorporated into the gathering 
system and the entire gathering system within the area of Exhibit I reduced 
to 30 pounds pressure. 

Harper concludes its “Argument” in its original brief “On the Issue of Conser- 
vation” with the following: 

We feel that we have been arguing self-evident conclusions. No matter 
how the facts are stated or restated, if less pressure is needed to deliver 
gas then more pressure can be used to gather gas and gas can be gathered 
down to a lower well head pressure, thus bringing about greater exhaustion 
of reserves or, stated another way, greater utilization of reserves. 

A denial of this application will certainly, to some degree, bring about 
waste. The granting of the application will certainly, to some degree, aid 
conservation. Conservation, however accomplished, and by whatever agency 
brought about, increases the gas reserves usable for all purposes and is in the 
public interest. 

Harper contends that Cities does not need the residue gas here involved 
which is relatively a very small part of the gas received into Cities large pipe- 
line system. A vice-president of Cities testified that, when operating at peak, 
his company needs this and all other gas it is obtaining on its pipeline south 
of its Blackwell station (Blackwell pipeline). Harper points to the fact that in 
Docket No. G—16216 Cities has filed application for a certificate authorizing 
it to sell to Transwestern Pipeline Company 50,000 Mcf of natural gas per day 
from its reserves in the Hugoton area. In its application in said docket Cities 
States that it “will have natural gas allowables available to it currently and 
through 1964 in both Guymon-Hugoton and Kansas-Hugoton Fields in excess of 
the estimated market demands of its existing customers.” It is averred there that 
such allowables might be lost if the sale to Transwestern is not made, and that 
this gas would not be otherwise available to Cities’ customers. The gas there 





® Quotation from Sec. 7(b) of the Act. 
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involved is alleged in the application as being approximately one percent of the 
total available gas of Cities. Cities’ vice-president testified that this gas was 
from reserves at the western end of its pipeline system, and that on peak days 
its pipeline from that area transported gas to its full capacity, and Cities was 
thus prevented from taking all of its allowables in said fields. The gas here 
involved is not located on the pipeline of Cities from that western area, which 
runs roughly east and west, but is located on its Blackwell pipeline which runs 
north and south and adds to the gas in said other pipeline at a distance from 
the Hugoton area, shown by Cities’ map in evidence to be more than 200 miles. 
Furthermore, the proposed sale to Transwestern is to be on an interruptible 
basis and the gas there involved may be used by Cities for peak purposes, if a 
need thereof should develop. 

There is a dispute here as to the availability of natural gas for sale at a 
reasonable price, on or reasonably near Cities’ Blackwell pipeline, which it 
might contract to purchase to replace the relatively small quantity of residue 
gas now being purchased from Harper. Such availability of gas has no bearing 
upon the issue of whether the present or future public convenience or necessity 
permits the granting of Harper’s application. There must be substantial 
evidence that the proposed abandonment is in the public interest before the 
question of the availability of replacement gas could possibly arise. It cannot 
be reasoned that the availability of such replacement gas constitutes a ground 
for permitting the abandonment in the public interest. If it were a ground for 
abandonment, then contracts by a producer for the sale of his gas in interstate 
commerce would be of very little value to the purchaser. 

In the sense that Cities might be able to continue in business without receiving 
into its pipeline system the small quantity of gas here involved, it might be 
said that Cities does not need Harper’s residue gas. One may well consider the 
possibility of many suppliers of gas to Cities seeking to abandon sales to it, 
upon the ground that Cities could continue in business without their particular 
natural gas. If this were a valid ground for permission to abandon a sale to 
a pipeline by an independent producer, then Cities, or any other pipeline 
company, might quickly be forced to go out of business, so as to permit such 
suppliers to make more advantageous sales of their gas. 

Considering together Harper’s plan to change the use of 57 Bhp as a “con- 
servation measure”, and its contention that its residue gas is not needed by 
Cities, there is presented by Harper no real showing that the present or future 
public convenience or necessity permits the abandonment of the sale of its residue 
gas to Cities, as sought in this proceeding. 

All findings of fact or conclusions of law requested by any party to these 
proceedings, which have not been made hereinbefore, either specifically or in 
substance, are hereby denied. 

ORDER 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
upon the Commission’s own motion as provided in its Rules of Practice and 
Procedure, that: 

(A) The application filed by the Harper Oil Company in this proceeding to 
abandon the sale of its residue gas to Cities Service Gas Company be, and it 
is hereby, denied; and this proceeding is hereby terminated. 


Danie J. KEtty, 
Presiding Examiner. 
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UNITED CITIES GAS COMPANY, DOCKET NO. G-17208; CITY OF KEVIL, 
KENTUCKY, DOCKET NO, G-17654; CITY OF ARLINGTON, KENTUCKY, 
DOCKET NO. G-17655; CITY OF BARLOW, KENTUCKY, DOCKET NO. 
G-17656 


ORDER MODIFYING AND ADOPTING AS MODIFIED DECISION OF PRESIDING EXAMINER 
(Issued October 29, 1959) * 


Syllabus 


1. Without passing upon feasibility of projects, Commission denies applications 
under Section 7(a) of the Natural Gas Act because Trunkline system does 
not have sufficient unallocated capacity. P. 767. 

2. Commission directs Trunkline to deliver additional gas to United Cities, 
under Section 7(a) of the Natural Gas Act. 

Commissioner Stueck not participating. 

James L. Bomar, Jr. for United Cities Gas Company. 

Noah J. Geveden for the Cities of Kevil, Arlington and Barlow, Kentucky. 

Harry 8. Littman, W. W. Prior, Henry C. Ikenberry, Jr., and William C. Keefe, 
for Trunkline Gas Company. 

Agnes Mae Wilson for the Staff of the Federal Power Commission. 

Before Commissioners : Jerome K. Kuykendall, Chairman; William R. Connole, 
Arthur Kline and John B. Hussey. 

The Presiding Examiners’s decision in this consolidated proceeding was issued 
on September 25, 1959. Thereafter, on October 16, 1959, Trunkline Gas Company 
filed exceptions thereto, wherein Trunkline takes no exception to the Examiner's 
recommended order denying the applications of Kevil, Arlington and Barlow, 
Kentucky, but excepts to certain language of the Examiner to the effect that the 
proposed projects of said cities are feasible. Trunkline also excepts to the 
Examiner’s recommended order directing Trunkline to sell and deliver to United 
Cities Gas Company 255 Mcf of natural gas per day in addition to its present 
maximum contract demand of 2,000 Mcf, or a total cf 2255 Mcf of natural gas 
per day, for resale in Metropolis, Illinois, pursuant to Trunkline’s appropriate 
rate schedules on file with the Commission. 


The Commission finds: 

Upon consideration of the entire record in this proceeding, including the evi- 
dence adduced, the briefs and exceptions filed, and the Presiding Examiner’s 
initial decision, without passing upon the feasibility of the projects proposed by 
the cities of Kevil, Arlington and Barlow, Kentucky, said decision should be 
modified as heretofore ordered and adopted as the decision of the Commission. 


The Commission orders: 

The initial decision of the Presiding Examiner issued herein on September 25, 
1959, is hereby adopted except as to those portions relating to the economic 
feasibility of the projects of Kevil, Arlington and Barlow, Kentucky, and such 
decision, as herein modified, ‘shall become effective as the decision of the 
Commission as of the date of issuance of this order. 


*Initial decision appears on p. 768. 
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DECISION 


UPON 





APPLICATIONS FILED PURSUANT TO SECTION 





7(A) OF THE NATURAL GAS ACT 
(Issued September 25, 1959) 


Ivins, Presiding Examiner: In these applications, pursuant to Section 7(a) of 
the Natural Gas Act, United Cities Gas Company (United) is seeking an order 
from the Commission requiring Trunkline Gas Company (Trunkline) to sell to it 
an additional volume of 800 Mcf of natural gas per day through an existing con- 
nection for service in Metropolis, Illinois,’ and the Cities of Kevil, Arlington, 
and Barlow, Kentucky, are seeking orders from the Commission requiring Trunk- 
line to establish physical connections between its transportation facilities with 
facilities to be constructed by the cities and to sell 314 Mcf, 423.8 Mcf and 513.8 
Mef of natural gas per day, respectively, for the rendering of proposed natural 
gas service. Trunkline filed answers to the above applications in opposition 
thereto. 

United in its application requested that the hearing thereon be consolidated 
with a hearing then in progress upon applications filed by Trunkline Gas 
Company, et al., in Docket No. G—15394, et al. Trunkline in its answer to 
the application objected to the requested consolidation and no action was taken 
by the Commission thereon, thus effectuating a denial of the request. Notice 
was given by the Secretary on April 29, 1959, of the above applications filed by 
United on December 8, 1958, in Docket No. G-17208; by the City of Kevil, Ken- 
tucky, on January 26, 1959, as supplemented on March 27, 1959, in Docket No. 
G-17654; by the City of Arlington, Kentucky, on January 26, 1959, as supple- 
mented on March 27, 1959, in Docket No. G-17655; and by the City of Barlow, 
Kentucky, on January 26, 1959, as supplemented on March 27, 1959, in Docket No. 
G-17656. The notice provided for hearing these applications on a consolidated 
record which commenced on June 29, 1959, and was concluded on July 2, 1959. An 
opportunity was afforded for the filing of briefs, and briefs have been filed by 
the Cities of Kevil, Arlington and Barlow, by United, and by the Commission 
Staff. 

United, an Illinois corporation is engaged, among other things, in rendering 
natural gas service in the City of Metropolis, Illinois. Its supply of natural 
gas for service in this city is purchased from Trunkline under Rate Schedule 
8G-1, pursuant to a service agreement entered into on August 16, 1954, which 
provides for a maximum daily contract quantity of 2,000 Mcf of natural gas per 
day. 

Metropolis is a city of approximately 8,000 people and in 1957 the Allied 
Chemical & Dye Company built and is now operating a plant for the production 
of uranium salts for sale to the Atomic Energy Commission. United is now 
rendering natural gas service to the Allied Chemical plant on an interruptible 
basis, and for this plant a firm supply of 700 Mcf per day is now desired. This 
is the primary reason for United’s seeking the additional gas from Trunkline. 

Allied Chemical estimates that its annual requirements will be 154,000 Mcf of 
natural gas, of which 140,000 Mef will be used for processing purposes and 14,000 
Mcf for space heating. Difficulty in the operation of the plant has been experi- 
enced in the change-over to oil durizg requested curtailments of gas use. 


United's application requested only an additional 680 Mcf of natural gas per day 
which application was amended during the hearing to 800 Mcf. 
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United to serve the Allied plant with firm service and its other customers, 
estimates its maximum day requirements for the 1959-1960 heating season to 
be 2,800 Mcf and the 1959 annual requirement to be 415,000 Mcf with continued 
increases through the 1963-1964 heating season to a maximum day demand of 
3,300 Mcf and the 1953 annual requirement to be 458,000 Mcf. 

United does not maintain any standby facility for the rendering of gas serv- 
ice in the City of Metropolis and is dependent upon Trunkline for its supply. 
No additional facilities will have to be constructed by United to receive this 
gas, and only routine extensions to its distribution system will be required to 
furnish service to new customers. 

The above Cities of Kevil, Barlow, and Arlington, Kentucky, propose to con- 
struct distribution systems for the rendering of natural gas service within and 
adjacent to their corporate city limits and to secure this gas off the Trunkline 
system. 

Kevil, Kentucky, having a population of 520, is located in Ballard County, 
approximately 1.9 miles from the transmission line of Trunkline. The cost to 
the city of the proposed facilities and other related expenditures is estimated to 
be $80,000. 

Barlow, Kentucky, having a population of approximately 824, is likewise lo 
cated in Ballard County, approximately 6.2 miles from the transmission line of 
Trunkline. The cost of the proposed facilities, together with related expendi- 
tures, is estimated to be $160,000. 

Arlington, Kentucky, having an estimated population of more than 600, is 
located in Carlisle County, which is adjacent to Ballard County, and approxi- 
mately 1.8 miles from the transmission line of Trunkline. The cost of the fa- 
cilities, and other related expenditures, is estimated to be $93,000. 

The main source of income for each of these towns is dependent upon agricul- 
ture, with a number of citizens in Kevil and Barlow working in Paducah, Ken- 
tucky. In Arlington, the Deena Products Company is located north of the city 
limits and employs between 400 and 500 persons. From the engineering report 
submitted for each of these towns, it appears that the projects are feasible. 
Trunkline, as to these towns, questions the estimates of gas requirements as set 
forth in engineering reports, the feasibility of the projects, and the showing 
made as to the benefits to be derived from the natural gas service. As to the 
gas requirement figures, in each town a personal survey relating to the pro- 
posed gas service was made and the type of construction therein was considered. 
On these reports a finance house in Memphis, Tennessee, is willing to bid upon 
the bonds necessary to finance the project. The usual showing was made as to 
the benefits to be derived from natural gas service, which included its lower 
eost except for coal, and also the disadvantages of not having this service 
especially with gas service being furnished by Trunkline to the adjacent towns. 

The real issue here is whether or not Trunkline has the capacity to serve the 
applicants with the volumes of natural gas requested. 

In any determination of the capacity of the Trunkline system, consideration 
has to be given also to the capacity of its affiliate, Panhandle Eastern Pipeline 
Company. The two systems are integrated in their operation and the Commis- 
sion in the past has so considered their operations as being integrated.” 


2 Town Gas Company of Illinois, et al., 19 FPC 143 (Jan. 22, 1958); Illinois Power 
Company, 19 FPC 699 (May 16, 1958); Trunkline Gas Company, et al., Opinion 321 
(May 22, 1959), 21 FPC 704. 
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The unallocated capacity per day on the Trunkline system is only 255 Mcf of 
natural gas as disclosed by the Commission’s decision in Illinois Power Company, 
19 FPC 699, 702. Caution should be used in allocating gas off a pipeline system 
up to the full designed capacity.’ 

It cannot be found from the record that there is now dependable unallocated 
eapacity in the Trunkline-Panhandle system except the 255 Mcf of natural gas 
per day mentioned above. 

The applicants claim, however, that Trunkline has the capacity to furnish 
each of them the requested volume. This claim rests upon the decision of the 
Commission rendered In the Matter of Trunkline Gas Company, et al., in Docket 
No. G-15394 (Opinion 321), 21 FPC 704, where Trunkline was authorized to 
increase its capacity by 135,000 Mcf of natural gas per day and to sell this 
volume to Consumers Power Company of Jackson, Michigan, save and accept 
6,000 Mcf per day which was allocated to Michigan Gas Utility Company. The 
volumes of gas contracted for between Trunkline and Consumers Power Com- 
pany are 100,000 Mcf commencing October 1, 1959, and increasing to 125,000 Mcf 
by October 1, 1960, and to 135,000 Mcf by October 1, 1961, with increasing 
deliveries up to 200,000 Mcf by October 1, 1963. Trunkline’s application in that 
docket was limited to an increase in capacity of 135,000 Mcf per day. It is out 
of this additional volume authorized and to be delivered to Consumers Power 
Company that the applicants are seeking their supply. 

Applicants point out that under the above contract Trunkline’s contract will 
exceed the requirements of Consumers Power Company and Michigan Gas 
Utilities Company for two years and, also, that Trunkline is contemplating a 
further expansion program. This simply means that the Examiner is asked to 
prejudge a future application that may be filed pursuant to Section 7 of the 
Natural Gas Act or, in the alternative, to change the allocation of the gas here- 
tofore made in the above docket No. G—-15394 without notice and opportunity to 
be heard by Consumers Power Company and the other parties involved in that 
proceeding. This cannot be done. 

The unallocated 255 Mecf of natural gas per day existing on the Trunkline- 
Panhandle system is insufficient to meet the demands of United, Kevil, Arlington 
or Barlow, Kentucky. However, as to United no additional expenditures will 
be required to receive this gas and the 255 Mcf will afford some relief to their 
present customers. Consideration should be given to the requests of Kevil, 
Arlington and Barlow, Kentucky, and also the unsatisfied requirements of 
United in the next certificate application filed by Trunkline. 


ADDITION AL 





FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record herein, the evidence adduced and the 
briefs filed, it is found and concluded, in addition to the findings and conclusions 
heretofore set out, that: 

(1) Trunkline Gas Company, a Delaware corporation, having its principal 
office in Houston, Texas, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission (9 FPC 721, 737). 

(2) United Cities Gas Company, Applicant in Docket No. G-17208 is a public 
utility corporation engaged in the distribution of natural gas in the State of 
Illinois. 

(3) The Cities of Kevil, Arlington and Barlow, Kentucky, applicants in 
Docket Nos. G—17654, G-17655, and 17656, are municipal corporations and are 
legally authorized to construct, own and operate local gas distribution systems 


*Trunkline on occasions has been able to transport more than its designed capacity, 
Item “C”, Trunkline’s annual report (Form No. 2) for 1958. 
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located wholly within their respective corporate limits, and upon receiving certifi- 
cates of public convenience and necessity issued by the Kentucky Public Service 
Commission will be legally authorized to distribute gas outside the corporate 
limits. 

(4) It is necessary and desirable in the public interest that the Commission, 
by order, direct Trunkline to sell and deliver to United Cities Gas Company 255 
Mcf of natural gas per day in addition to its present maximum contract demand 
of 2000 Mcf, making a total of 2255 Mcf per day. 

(5) The ability of Trunkline to render adequate service to its customers will 
not be impaired and no undue burden will be placed upon it by reason of the 
requirement specified in paragraph (4) hereof, nor will it be compelled to enlarge 
its transportation facilities. 

(6) The applications of the Cities of Kevil, Arlington and Barlow should be 
denied. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission pursuant to its 
Rules of Practice and Procedure, that: 

(A) Trunkline Gas Company be and it is hereby directed to sell and deliver to 
United Cities Gas Company 255 Mcf of natural gas per day in addition to its 
present maximum contract demand of 2000 Mcf, or a total of 2255 Mcf of natural 
gas per day, for resale in Metropolis, Illinois, pursuant to Trunkline’s appro- 
priate rate schedules on file with the Commission. 

(B) The applications of the City of Kevil, Kentucky, Docket No. G—17654, 
City of Arlington, Kentucky, Docket No. G-17655 and City of Barlow, Kentucky, 
Docket No. G-17656, be and the same are hereby denied. 

RicHarp N. Ivins, 
Presiding Examiner. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CALIFORNIA ELECTRIC POWER COMPANY, DOCKET NO. E-6901 
ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 
(Issued October 30, 1959) 


California Electric Power Company (Applicant), a corporation organized 
under the laws of the State of Delaware and authorized to do business in the 
States of California, Nevada and Arizona, having its principal business office 
at San Bernardino, California, filed an application on September 16, 1959, as 
amended September 28, 1959, for authority pursuant to Section 204 of the Federal 
Power Act, to issue short-term Promissory Notes in the aggregate principal 
amount of $15,000,000 outstanding at any one time. 

The proposed Notes will be issued from time to time, in accordance with the 
terms of a loan agreement dated August 31, 1959, between Applicant and the 
Bank of America National Trust and Savings Association to evidence loans to 
Applicant thereunder. The agreement will provide Applicant with a revolving 
line of credit in the amount of $15,000,000 during the period beginning October 
31, 1959 and ending October 31, 1960. 

Each of the proposed Notes will mature, by its terms, not more than 12 months 
after its date of issuance, and, in any event, prior to January 31, 1961. Each 
Note will bear interest at a fluctuating rate equal at all times during the life 
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thereof to the prime rate of Bank of America for 90-day to 180-day prime com- 
mercial loans. The agreement provides for prompt notification to Applicant of 
any change in Bank of America’s prime rate and for the adjustment accordingly 
of the interest payable on all Notes then outstanding as of the date such change 
became effective. The agreement also provides that each of the proposed Notes 
will be subject to prepayment at any time prior to the maturity thereof without 
penalty to Applicant. No commitment fee will be paid. 

The application indicates that no underwriter’s or finder’s fee will be paid 
in connection with the proposed issuance of Notes and that none of the proposed 
Notes will be resold by Bank of America to the general public. 

The Applicant and the Bank of America National Trust and Savings Associa- 
tion, on September 16, 1958, entered into an agreement which covered a revolving 
line of credit in the amount of $15,000,000 during the period from October 31, 
1958 to October 31, 1959. The Commission authorized notes under this agreement 
in an order issued on October 29, 1958 (Docket No. E-6845), and on October 31, 
1959, according to the Applicant, there will be $4,000,000 aggregate principal 
amount of notes outstanding under said agreement. The proceeds from the 
first borrowing under the new Loan Agreement, Applicant states, will be used 
to refund these obligations. Except for this refunding borrowing, the proceeds 
from the new $15,000,000 credit, or such portion as may be borrowed by Appli- 
cant from time to time, will be applied as interim financing to the payment of the 
cost of additions, betterments and improvements to Applicant’s properties used 
in and devoted to the conduct of Applicant’s public utility business. Applicant 
estimates its total construction expenditures for 1959 at $11,302,000, and its 
construction expenditures for 1960 at approximately $20,000,000, including 
upproximately $9,400,000 toward the construction of a 62,000 kilowatt steam 
electric generating unit at the new Cool Water Steam Plant proposed to be 
erected near Barstow, California. 

Applicant proposes to refund the proposed short-term bank notes from the 
proceeds to be received from permanent financing, anticipated in the spring 
of 1960. 

Written notice of the application has been given to the Arizona Corporation 
Commission, the California Public Utilities Commission, and the Nevada Public 
Service Commission, and to the Governor of each of those States. Notice of 
the application was also given by publication in the Federal Register on 
September 29, 1959 (24 F.R. 7846), stating that any person desiring to be heard 
or to make any protest with reference to the application should file a petition 
or protest on or before October 10, 1959, with the Federal Power Commission, 
Washington 25, D.C. No protest or petition or request to be heard in opposition 
to the granting of the application has been received. 

The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the Com- 
mission, as heretofore described and set forth in the Commission’s order issued 
August 30, 1957, California Electric Power Company, Docket No. E-6770 (18 
FPC 239). 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $15,000,000 outstanding at any one time, as described 
above, will be in excess of 5% of the par value of other securities of Applicant, 
and, therefore, will not be exempt by virtue of Section 204(e) of the Act from 
the requirements of Section 204(a) of the Act. 
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(4) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.1la of the Com- 
mission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a(a) (2) thereof. 

(5) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by the State Commission 
within the meaning of Section 204(f) of the Act: and the proposed issuance 
is, therefore, not exempt by virtue of that Section from the requirements of 
Section 204 of the Act. 

(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not 
impair its ability to perform that service, and is reasonably appropriate for such 
purposes. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $15,000,000 outstanding at any one time, upon the terms 
and conditions and for the purposes set forth in the application, all as described 
above, are authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes issued pursuant hereto, being prior to January 31, 1961. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman, Frederick Stueck, 
William R. Connole and Arthur Kline. 


CITIZENS UTILITIES COMPANY, DOCKET NO, E-6431 


ORDER AUTHORIZING TRANSMISSION OF ELECTRIC ENERGY TO MEXICO AND 
SUPERSEDING PRIOR AUTHORIZATION 


(Issued October 30, 1959) 


Citizens Utilities Company (Applicant), incorporated under the laws of the 
State of Delaware and qualified to do business as a foreign corporation in the 
States of Maine, Vermont, Connecticut, Colorado, Arizona, and Idaho, with its 
principal place of business at Stamford, Connecticut, on September 16, 1959, 
filed an application for supplemental authorization, pursuant to Section 202(e) 
of the Federal Power Act, to increase the amount and rate of transmission of 
electric energy which Applicant may transmit from the United States to Mexico. 

By Commission order issued October 6, 1955, in the above docket (14 FPC 1021) 
Applicant was authorized to transmit electric energy from the United States 
to Mexico in an amount not to exceed 6,000,000 kilowatt-hours per year at a 
maximum transmission rate of 2,000 kilowatts over facilities covered by a Presi- 
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dential Permit, signed by the President of the United States on August 8, 1952, 
and accepted by Applicant on September 16, 1952, as amended by an Amendatory 
Permit, signed by the Chairman of the Commission on September 16, 1955, and 
accepted by Applicant on September 25, 1955, Docket No. E-6432. 

Applicant now seeks to transmit electric energy in an amount not to exceed 
25,000,000 kilowatt-hours annually at a rate not to exceed 5,000 kilowatts over 
the above-mentioned facilities located at the international border between the 
United States and Mexico at Nogales, Arizona, for delivery and sale, as at 
present, to Cia. de Servicios Publicos de Nogales, S.A. (Mexican Company), a 
Mexican corporation, for implementing generating capacity and for resale in 
Nogales, Mexico. The energy will be purchased by Mexican Company in accord- 
ance with the terms and conditions and at the rates set forth in an agreement 
between Applicant and Mexican Company, dated May 2, 1952, as amended, filed 
as part of the application. 

According to the application, the increased amount of power and energy will 
be used by Mexican Company to meet expanding electric requirements in its 
service territory. 

Written notice of the application has been given to the Arizona Corporation 
Commission and to the Governor of that State. Notice of the application has 
also been given by publication in the Federal Register on October 1, 1959 (24 F.R. 
7907), stating that any person desiring to be heard or to make any protest with 
reference to the application should, on or before October 14, 1959, file with the 
Federal Power Commission, Washington 25, D.C., a petition or protest in accord- 
ance with the Commission’s Rules of Practice and Procedure. No petition or 


protest or request to be heard in opposition to the granting of the application has 
been received. 



































The Commission finds: 





(1) The proposed transmission of electric energy from the United States to 
Mexico as limited herein and as hereinafter authorized will not impair the suffi- 
ciency of electric supply within the United States and will not impede or tend 
to impede the coordination in the public interest of facilities subject to the juris- 
diction of the Commission. 

(2) The period of public notice given in this matter is reasonable. 
The Commission orders: 


(A) Applicant is hereby authorized to transmit electric energy from the United 
States to Mexico in accordance with the terms and conditions set forth in the 
application and subject to the provisions of this order. 

(B) The electric energy which Applicant is hereby authorized to transmit from 
the United States to Mexico shall be in an amount not to exceed 25,000,000 kilo- 
watt-hours per year at a maximum transmission rate of 5,000 kilowatts; the 
energy to be transmitted over facilities covered by a Presidential Permit signed 
by the President of the United States on August 8, 1952, as amended 
by an Amendatory Permit signed by the Chairman of the Commission September 
16, 1955, Docket No. E-64382. 

(C) The authorization herein granted may be modified from time to time or 
terminated by further order of the Commission, but in no event shall such author- 
ization extend beyond the date of termination or expiration of the Presidential 
Permit, as amended, referred to in Paragraph (B) above. 

(D) Applicant shall conduct all operations pursuant to the authorization 
herein granted in accordance with the provisions of the Federal Power Act and 
pertinent rules, regulations or orders issued by the Commission. 
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(E) Applicant shall provide for the installation and maintenance of adequate 
metering equipment to measure the flow of all electric energy transmitted from 
the United States to Mexico pursuant to the authority herein granted; shall 
make, keep and preserve full and complete records with respect to the move- 
ment of such energy; and shall furnish in triplicate to the Commission, with 
respect to such transmission of energy, a report annually on or before February 
15, showing the kilowatt-hours delivered, the maximum kilowatts of transmission, 
and the consideration received therefor during each month of the preceding 
calendar year. 

(F) This authorization to transmit electric energy from the United States to 
Mexico shall not be transferable or assignable, but shall continue in effect tem- 
porarily for a reasonable time thereafter in the event of the involuntary transfer 
of facilities used hereunder by operation of law (including such transfers to 
receivers, trustees, or purchasers under foreclosure or judicial sale) pending 
the making of an application for permanent authorization and decision thereon, 
provided notice is promptly given in writing to the Commission accompanied 
by a statement that the physical facts relating to sufficiency of supply, rates, 
and nature of use remain substantially the same as before the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State, State regulatory commission, or the Republic of Mexico for the exercise of 
any lawful authority vested in such State, State regulatory commission, or the 
Republic of Mexico over Applicant. 

(H) This authorization is without prejudice to the authority of this Com- 
mission, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body, and nothing herein shall be construed as an acquiescence by this Com- 
mission in any estimate or determination of cost or any valuation of property 
claimed or asserted. 

(I) The authorization herein granted shall supersede that heretofore granted 
by the aforementioned Commission order issued October 6, 1955 (14 FPC 1021) 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G-—18313, 
G-18314, G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NO. G-18316 


OPINION AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
UNDER SECTION 7(C) AUTHORIZING THE IMPORTATION OF NATURAL GAS UNDER SEC- 
TION 3, AND GRANTING APPLICATIONS UNDER SECTION 7(A) OF THE NATURAL GAQ 
ACT 

(Issued October 31, 1959) * 


Syllabus 


1. Commission approves importation of Canadian natural gas by Midwestern. 
P. 779. 

2. Gas supply with minimum deliverability life of 13.5 years approved for new 
pipeline, because of flexibility of present delivery obligations, unlikelihood 
of simultaneous peak demands on system, high potential of gas supply in 
Alberta, and Trans-Canada’s ability to secure additional supplies. P. 780. 


*Designated Commission Opinion No. 331. Modified, and rehearing denied. by order 
issued December 29, 1959. Further modified by order issued January 20, 1960. Motion 
to reopen proceedings denied by order issued May 27, 1960, 23 FPC 740. Affirmed, Michi- 
gan Gas and Electric Co. v. F.P.C., 290 F. 24 374 (CADC, 1961), cert. den., 368 U.S. 897. 





































































































776 FEDERAL POWER COMMISSION 





3. Certificate conditioned upon securing of necessary Canadian authorizations, 
P. 781. 

4. Certificate conditioned to prohibit Midwestern from paying dividends on com- 
mon stock until total of long-term debt, including unsecured notes, is reduced 
to 75% or less of total capitalization. P. 784. 

5. Rate of return to be fixed when Midwestern files firm proposals for financing. 
P. 784. 

6. Midwestern required to file, before commencing service, satisfactory rate 
schedules. P. 784. 


~1 


. Since Midwestern constitutes one entity, rate schedules for the northern sys- 
tem are incorporated into the presently effective tariff applicable to the 
southern system. P. 785. 

Minimum bill for small General Service Customers eliminated. P. 786. 

9. Minimum bill reduced to monthly demand charge plus commodity charge 
based on 75% load factor, since inclusion of periodic increases in minimum 
bill is contrary to Regulations under Natural Gas Act. P. 786. 

10. Midwestern required to file revised rate schedules after year’s operation, 
since question of rate “tilt” can best be determined in light of operating 
experience. P. 787. 

11. Consideration of certain aspects of Midwestern’s exchange agreement de- 
ferred until rate schedules are filed. P. 787. 

12. Rate issues in Michigan Wisconsin’s proposal will be considered in appro- 
priate rate proceeding. P. 791. 

13. Commission directs Michigan Wisconsin to deliver gas to Michigan Gas, a 
local distributor in Upper Peninsula, and not to Michigan Consolidated. 
P. 795. 

14. In approving applications under Section 7(a) of the Natural Gas Act, Com- 
mission applies Michigan Wisconsin’s “10-cent formula” to cost of laterals. 
P. 798. 

15. Commission isswes certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 

Commissioner Hussey not participating. 

John W. Kern III, Cecil A. Beasley, Jr., for the City of Ada, Minnesota, and 
Villages of Argyle, Frazee, Hawley, Lake Park, New York Mills, Perham and 
Stephen, Minnesota, and the Village of Hallock, Minnesota. 

Richard M. Merriman, and Peyton G. Bowman III, for Central Missouri Gas 
Company. 

John A. McGrath, Jerome J. McGrath, and Hewitt Biaett for the Chesapeake 
and Ohio Railway Company. 

Robert S. Hunt and James M. Van Vliet for Illinois Power Company. 

John F. Gaston for Iowa Electric Light and Power Company. 

Charles R. S. Anderson, Norman Diamond, and G. Duane Vieth for Iowa 
Southern Utilities Company. 


E.J. McManus for Keokuk Gas Service Company. 
William A. McNamara for Madison Gas and Electric Company. 
Arthur R. Seder, Jr., for Michigan Consolidated Gas Company. 
Reuben Goldberg for Michigan Gas and Electric Company. 
Thomas F. Ryan, Jr., for Michigan Gas Utilities Company. 
Paul L. Adams and Louis J. Caruso for Michigan Public Service Commission. 
Charles V. Shannon and Louis Flag for Michigan Wisconsin Pipe Line Com- 
pany. 
Harry 8. Littman, Jack Werner, Dale A. Wright, W. C. Braden, Jr., L. F. Lee, 
and John D. Lane for Midwestern Gas Transmission Company. 
Walter J. Mattison and Harry G. Slater for the City of Milwaukee, Wisconsin. 
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Paul M. Barnes and Vernon A. Swanson for Milwaukee Gas Light Company. 

Miles Lord and Harold L. Soderberg, for the State of Minnesota. 

R. EB. L. Hall, Charles W. Stadell, Welly K. Hopkins, John A. McGrath, and 
Jerome J. McGrath for National Coal Association, United Mine Workers of 
America, Fuels Research Council, Inc., Mid-West Coal Producers Institute, Inc., 
and Upper Lake Docks Coal Bureau, Inc. 

Willard S. Stafford, Nicholas J. Lesselyoung, and Ralph L. Sieben for Natural 
Gas Distributors, Inc., Winnebago Natural Gas Corporation, and Central Wis- 
consin Gas Company. 

Albert J. Feigen for New London Gas Company, Seymour Gas Company and 
Allerton Gas Company. 

Ned Willis for North Central Public Service Company. 

A. R. Renquist and Earl Ewald for Northern States Power Company of Min- 
nesota and Northern States Power Company of Wisconsin. 

Clarence H. Ross, Charles C. McDugald, Kenneth W. Wagner, and Lowell E. 
Sachnoff for the Peoples Gas Light and Coke Company. 

Anson J. Anderson for the Public Service Commission of North Dakota and 
State of North Dakota. 

William E. Torkelson for the Public Service Commission of Wisconsin. 

Charles S. Wilcog for St. Joseph Light & Power Company. 

Eliot W. Eaves, Leonard Garment, Clarence W. Walker, George D. Horning, 
Jr., and Patrick G. Sullivan for St. Lawrence Gas Company, Inc. 

Arnold Levy, Jerome H. Simonds for Traux-Traer Coal Company, Baukol- 
Noonan, Inec., and Dakota Colleries Company Division of the North American 
Coal Corporation. 

Gerald L. Johnson for Upper Michigan Industrial Development Association. 

John Q. Quale and John F. Zimmermann for Wisconsin Natural Gas Company 
and Wisconsin Michigan Power Company. 

Eugene O. Gehl and R. J. Sutherland for Wisconsin Power and Light Company. 

Seymour Tabin for the Wisconsin Public Service Corporation. 

Glen H. Bell and Charles P. Seibold for Wisconsin Southern Gas Company, 
Ine., Wisconsin Rapids Gas and Electric Company, Wisconsin Rapids “Gas City” 
Company, City Gas Company, Merrill Gas Company, People’s Gas Company, and 
Wisconsin Fuel and Light Company. 

Richard C. Steffey and John J. Keating, Jr., for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R, Connole and Arthur Kline. 


OPINION 


This case brings before us an application by Midwestern Gas Transmission 
Company (Midwestern) under Section 7(c) of the Natural Gas Act (Act) for 
a certificate of public convenience and necessity authorizing the company to 
construct and operate pipeline facilities for the importation of 204,000 Mcf per 
day of natural gas from Canada into the north-central region of this country 
and the transportation and sale of such gas principally to Michigan Wisconsin 
Pipe Line Company (Michigan Wisconsin). Michigan Wisconsin in turn re- 
quests a certificate authorizing the construction and operation of facilities for 
the resale of such gas to consumers principally in Wisconsin and Michigan. In 
general, the case presents questions of whether the projects proposed by the 
two companies meet the requirements of public convenience and necessity with 
respect to gas supply, facilities, markets, financeability, economic feasibility, 
and rates applicable under Section 7(e) to pipeline projects. Also presented is 
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a question whether the importation of gas from Canada by Midwestern is con- 
sistent with the public interest under the requirements of Section 3 of the Act. 

These proceedings are the culmination of long-pending proposals by Mid- 
western to import gas from Canada and, with others, to render natural-gas 
service in the north-central and midwestern regions of this country. The 
initial proposals were denied by Commission Opinion No. 316 and accompanying 
order issued October 31, 1958, 20 FPC 575. In denying those proposals, we indi- 
cated particulars wherein they could be improved, including the elimination 
of a non-functional central segment in Midwestern’s proposed project, leaving 
two portions, a southern system serving Chicago and environs with United States 
gas from Louisiana, and a northern system bringing gas from Canada to the 
north-central states. We have considered Midwestern’s revised proposal for its 
southern system and authorized it by Commission Opinion No. 320 and accom- 
panying order issued May 12, 1959, 21 FPC 653. Also, by Opinion No. 324 and 
accompanying order issued July 31, 1959, 22 FPC 164, we granted Northern Natu- 
ral Gas Company a certificate authorizing it to serve markets principally in the 
northern plains states. There remain to be considered at this time Midwestern’s 
revised proposal for a northern system to import gas from Canada, and Michigan 
Wisconsin’s complementary project for reselling the gas. 

Midwestern proposes in Docket No. G—18313 to construct and operate facilities 
which, as indicated above, would initially transport 204,000 Mcf of gas per day. 
The northern terminus of Midwestern’s line would be a point of interconnection 
on the International Boundary near Emerson, Manitoba, with the facilities of 
the Canadian supplier of all its gas, Trans-Canada Pipe Lines, Limited (Trans- 
Canada). The gas for this service would be secured by Trans-Canada from pro- 
ducers in the Province of Alberta. From the Canadian boundary, Midwestern’s 
line would proceed south and east some 500 miles through Minnesota and into cen- 
tral Wisconsin, terminating near Marshfield, Wisconsin, where it would connect 
with facilities proposed herein by Michigan Wisconsin. Included in Midwestern’s 
project, which would cost an estimated $52,277,000, are 504.1 miles of 24-inch 
main-line facilities, 56.1 miles of lateral line, and 10,560 compressor horsepower. 
Midwestern would sell gas to 13 customers in the states of Minnesota, Wisconsin 
and North Dakota, including Michigan Wisconsin, its principal customer, which 
would receive some 158,000 Mcf of gas per day. 

Midwestern also requests authority in Docket No. G-18314 to import the 204,000 
Mcf per day of gas it would purchase from Trans-Canada, in compliance with 
the requirements of Section 3 of the Act. In addition, it seeks in Docket No. 
G-18315 a Presidential Permit pursuant to Executive Order No. 10485 authorizing 
the construction, operation, maintenance and connection at the International 
Boundary of facilities necessary for the importation of this gas from Canada. 

Michigan Wisconsin proposes in Docket No. G-18316 to construct and operate 
an extension consisting of 24 and 20-inch line from a point on its existing pipe- 
line near Appleton, Wisconsin, westward 97 miles to the point in central Wis- 
consin near Marshfield, where the line would interconnect with the facilities of 
Midwestern. A new 5,280 horsepower compressor station would be located at 
Marshfield. Additional extensions of various sizes would run northward from 
this line to enable service to the Northern Peninsula of Michigan and north- 
central Wisconsin. Also, Michigan Wisconsin proposes to loop some 65 miles of 
its existing pipeline system in Illinois, Indiana and Michigan, and to construct 
and operate various appurtenant facilities in connection with its proposed proj- 
ect. The total estimated cost of the facilities proposed by Michigan Wisconsin is 
$24,177,000. Michigan Wisconsin proposes to sell additional volumes of gas to 
existing customers for service in both existing and new markets; and also to 
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sell gas to new customers for service in new market areas. New service to the 
Upper Peninsula of Michigan is proposed by Michigan Wisconsin through sales 
to Michigan Consolidated Gas Company (Michigan Consolidated) which, with 
Michigan Wisconsin, are subsidiaries of the American Natural Gas System. 
These proceedings were consolidated by Commission order issued July 8, 1959, 
which also provided for hearings to commence on July 27, 1959. Hearings com- 
menced as scheduled and continued intermittently through October 2, 1959, for 
24 days. By order issued October 2, 1959, the intermediate decision procedure 
was waived. The examiner has certified the record to us, briefs have been re- 
ceived and oral argument heard, and the case is now before us for decision. 


THE COMMISSION’S DETERMINATIONS 


We conclude that, as more fully set forth hereinafter, the certificate authoriza- 
tions requested by Midwestern in these proceedings meet the requirements of pub- 
lic convenience and necessity, including the requirements respecting gas sup- 
ply, facilities, markets, financiability, economic feasibility, and rates, subject to 
the imposition of certain conditions requiring the securing of the necessary 
Canadian authorizations for the removal from Canada of the gas; requiring the 
filing by Midwestern of rates and financing satisfactory to us; and requiring cer- 
tain changes in Midwestern’s rates and tariffs and providing for the future re- 
view of certain of the company’s rates. Likewise, we conclude that Midwestern’s 
proposed importation of Canadian gas is consistent with the public interest. 

We conclude also that, as more fully set forth hereinafter, the authorizations 
requested by Michigan Wisconsin should be granted, subject to certain rate and 
other conditions, except for the proposed sale to Michigan Consolidated for service 
to the Upper Peninsula of Michigan. For the reasons enumerated hereinafter, 
we conclude that the sale for Upper Peninsula service should be authorized to 
Michigan Gas and Electric Company, a Section 7(a) intervener in the case, upon 
the terms and conditions stated herein. Also, we conclude that service by Mich- 
igan Wisconsin should, with one exception, be authorized to the other Section 
7(a) interveners. 

Midwestern’s Proposal 
Gas supply 


We conclude that, subject to Trans-Canada’s securing certain governmental au- 
thorizations hereinafter described pertaining to the export and delivery of 
Canadian gas, Midwestern’s supply of gas is reasonably adequate to support the 
project it proposes herein. 

As indicated above, Midwestern’s gas supply for its project would be pur- 
chased from Trans-Canada, under an agreement providing that upon the receipt 
of the necessary authorizations, a firm 25-year contract will be executed covering 
the sale of 204,000 Mcf of gas per day. Deliveries would be at the International 
Boundary. The agreement would also give Midwestern a preferential option 
for future deliveries of gas up to an additional 204,000 Mcf per day. Midwestern 
would pay for the gas under a two-part rate providing for a commodity charge 
of 20.75 cents per Mcf throughout the life of the contract, and a monthly demand 
charge of $2.30 (at 15.025 psia) for the first five-year term. Midwestern proposes 
to purchase for the first three years at 75 percent load factor on which basis the 
rate would be 30.8 cents per Mcf. At 100 percent load factor commencing with 
the fourth year, the rate would be 28.31 cents per Mcf. Provision is made for an 
escalation in the price every five years of the contract, amounting to one cent 
per Mcf at 100 percent load factor. 
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All of the gas reserves relied on by Trans-Canada in these proceedings are 
located in the province of Alberta. Trans-Canada takes the position that the total 
proved gas reserves dedicated to it by contract amounted to some 7,240,000 MMcf 
as of January 1, 1959, and that, considering the estimated requirements of 
Canadian customers, the reserve life index for Trans-Canada is in excess of 22 
years from November 1, 1960, the proposed date of commencement of service. 
Staff adjustments, principally reductions in reserves reflecting unexecuted 
gas purchase contracts, would reduce this figure to some 7,094,000 MMcf of 
proven contracted saleable pipeline gas. In our view, staff's proposed adjust- 
ments are proper and Trans-Canada’s estimated reserves as so adjusted are 
reasonably adequate to supply the gas for the sale to Midwestern in addition to 
meeting the requirements of the Canadian markets. 

As to deliverability, Midwestern takes the position that gas in the field can 
feasibly be delivered to Trans-Canada in volumes sufficient to enable Trans- 
Canada to meet average day requirements of its system for approximately 14 
years from November 1, 1960. Staff’s position is that, with the adjustments to 
reserves proposed by staff, Trans-Canada can meet the average daily require- 
ments of its system for a period of some 13% years. The evidence indicates that 
for the year 1963, Trans-Canada’s total estimated markets will have a maximum- 
day demand of 980.346 Mcf of gas, whereas under existing gas purchase contracts 
and assuming gas reserves never exceed the existing estimate, the maximum 
amount Trans-Canada can purchase is 955,800 Mcf per day. However, when 
consideration is given to such factors as the flexibility in Trans-Canada’s delivery 
obligations to one large customer, Ontario Natural Gas Storage and Pipelines, 
Ltd., and the unlikelihood of peak demands occurring everywhere on Trans- 
Canada’s pipeline system simultaneously, the evidence justifies the conclusion 
that Trans-Canada is able to deliver the gas for the sale to Midwestern in 
addition to meeting the requirements of Canadian markets. 

Furthermore, the evidence shows that discoveries of reserves in Alberta have 
averaged approximately two trillion cubic feet per year during the past six 
years, and discoveries are expected to continue at this rate. There was testi- 
mony that an ultimate reserve for the Province of Alberta of seventy-five trillion 
cubie feet is a normal expectancy. Measured against this rate of discovery and 
total reserve, the estimated annual requirements of Midwestern of some 71,000 
MMcf are relatively small. Also, Trans-Canada is in a prime position to pur- 
chase additional gas reserves as they are developed, and its actions to date 
indicate that it will no doubt do so. 

Two possible impediments remain to the availability of Canadian gas for 
Trans-Canada’s sale to Midwestern: first, the issuance by the Oil and Gas Con- 
servation Board of the Province of Alberta of permits authorizing the removal 
of natural gas from the Province, in accordance with the Alberta Gas Resources 
Preservation Act of 1956; and second, the issuance by the Canadian Government 
of such authorizations as may be requisite to the delivery and export of gas 
by Trans-Canada. Staff’s position is that we can take action in this case now, 
subject to Trans-Canada’s procurement of the necessary Canadian authorizations. 

Respecting the Alberta authorization, under the Alberta statute the Province 
may grant a permit authorizing the export of gas therefrom, if it is in the 
public interest, having regard to the present and future needs of the people of 
the Province and the present reserves and trend in growth of the reserves of 
gas in the Province. Trans-Canada has been granted permits to remove a total 
of 860,000 Mcf of gas on any one day, 295,000,000 Mcf in any one year, and 
5,870,000,000 Mcf over the term of the permits or until May 14, 1981. On 
September 4, 1959, Trans-Canada filed with the Board an application for an 
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additional permit and an amendment to existing permits to remove additional 
gas from the Province. If granted, the new and amended permits would au- 
thorize Trans-Canada to remove a total of 1,000,000 Mcf on any one day, 
331,000,000 Mcf in any one year, and 6,560,000,000 Mecf over the term of the 
permit. Trans-Canada anticipates that the Board will reach a favorable deci- 
sion on its applications sometime during the latter part of November, 1959. 

The circumstances of this case justify the conclusion that action by the Al- 
berta Board on Trans-Canada’s application will be forthcoming in a reasonable 
time. Accordingly, we conclude that the certificate issued Midwestern herein 
should be conditional on Trans-Canada’s receiving the necessary Alberta permits 
prior to Midwestern’s commencing construction of the facilities it proposes 
herein,’ 

A possible question was raised whether Trans-Canada can use any of the gas 
under existing permits to satisfy the requirements of the Midwestern sale. 
However, it reasonably appears from the record that gas once permitted to be 
removed from Alberta can be disposed of to whatever market is available. The 
Coal interveners contend that Trans-Canada has been remiss in waiting until 
September of this year to file its application for increased removals from Alberta. 
However, our action herein will be subject to the requirement that Trans-Canada 
procure the necessary Alberta authorizations, and if the company succeeds in 
doing so it would become immaterial when the company filed its applications. 

Turning to Canadian Government authorizations, the recently enacted National 
Energy Board Act provides for the establishment of a National Energy Board in 
Canada. Although the National Energy Board has not been brought into opera- 
tion by the issuance of the necessary proclamation, an order in Council issued 
August 10, 1959, named the five members of the Board and authorized the Board 
to acquire housing facilities and a staff. Once the National Energy Board be- 
comes operative, it will, among other things, regulate the transmission of gas 
and oil and control the exportation and importation of gas. The new statute 
provides for the transfer to the National Hnergy Board of any applications 
which may have been filed with the Board of Transport Commissioners under 
the Pipe Lines Act, and with the Minister of Trade and Commerce under the 
Exportation of Power and Fluids and Importation of Gas Act. 

Trans-Canada has already secured a permit from the Board of Transport Com- 
missioners under the Pipe Lines Act to construct an extension for delivery of 
gas to Midwestern at Emerson, but amendments will have to be secured altering 
the route of the line, substituting 30-inch pipe for 24-inch pipe, and extending 
the date presently fixed for completion of construction. Trans-Canada will 
also have to file an application with the Board of Transport Commissioners— 
or the National Energy Board if such be established in the interim—to authorize 
the installation of the additional 40,800 horsepower of compressor facilities and 
74 miles of 34-inch loop on its existing main line needed for the operating year 
1960-1961. 

Trans-Canada’s export application has already been filed with the Minister of 
Trade and Commerce under the Export of Power Act. Although the company’s 
application may be acted on by the Minister of Trade and Commerce before the 
new National Energy Board becomes operative, Trans-Canada’s legal expert 
expected that if Trans-Canada’s export application should be considered by the 
National Energy Board, the hearing would be had by the early part of January 
1960. 


1The same condition should be attached to the certificate issued Michigan Wisconsin. 
556—711—64——__ 52 

















782 FEDERAL POWER COMMISSION 






Here, too, it is reasonable and appropriate to carry out the provisions of the 
Act that the certificate issued Midwestern herein be conditional on Trans- 
Canada’s receiving from the Canadian Government such authorizations as are 
necessary to Trans-Canada’s constructing facilities for the service to Midwestern 
and exporting gas from Canada, prior to Midwestern’s commencing construction 
of the facilties it proposes herein.? 

Although we have no jurisdiction over Trans-Canada, we are concerned with 
those aspects of its operations that have bearing on Midwestern’s proposals since 
we do have jurisdiction over the latter, including the authority under Section 3 
to authorize the importation of gas when not inconsistent with the public interest. 

Much of the foregoing discussion respecting Trans-Canada’s qualifications is 
pertinent in this regard. Trans-Canada is now an operating pipeline, with a 
2,300-mile large diameter pipeline extending from the Province of Alberta to 
eastern Canada. The pipe in the western section from Alberta to Winnipeg is 
34 inches in diameter and was designed to accommodate the sale to Midwestern 
in addition to Canadian markets. The testimony of Trans-Canada’s numerous 
witnesses support the various features of the proposed transaction with Mid- 
western respecting such matters as gas purchase contracts, gas reserves and 
deliverability, design and cost of facilities, financing and markets. The evidence 
establishing the existence of gas supply and markets is summarized above, as 
are the terms of the contract under which Midwestern would purchase the gas. 
The record further establishes that the facilities proposed to be constructed by 
Trans-Canada for the sale to Midwestern at an estimated cost of some $32,677,- 
000, are reasonable in design and estimated cost and can feasibly be financed. 
Undeniably the economics of Trans-Canada’s system will be substantially bene- 
fited by the sale to Midwestern; correspondingly, Midwestern and its customers 
will be bnefited by this new source of gas. In the light of all the circumstances 
in this case, we conclude that the authorizations sought by Midwestern herein 
should be granted on the basis of the contractual agreement herein proposed be- 
tween it and Trans-Canada. Any future proposals for the import of additional 
quantities of gas and the delivery and sale thereof by Midwestern will be sub- 
ject to our scrutiny under the provisions of Sections 3 and 7(e) of the Act and 
we will take appropriate action to assure that the terms and conditions of all 
such proposals, including price provisions, are consistent with the public in- 
terest and required by the public convenience and necessity. 
Facilities 

No questions have been raised respecting the engineering adequacy of Mid- 
western’s facilities or the reasonableness of their estimated cost, and we find 
that the facilities are adequate and their estimated cost reasonable. As indi- 
cated previously, Midwestern’s proposed facilities would consist of a 24-inch 
main line about 504.1 miles in length, extending from the proposed facilities of 
Trans-Canada to the proposed facilities of Michigan Wisconsin at Marshfield, 
Wisconsin. In addition, Midwestern proposes to construct and operate about 
56.1 miles of 3 to 8-inch sales laterals, 21 meter stations and two compressor 
stations at Noyes and Staples, Minnesota, each having a rated capacity of 5,2 
horsepower. The pipeline system would have a designed sales capacity of 221,- 
400 Mcf per day. Total estimated cost of facilities is $52,277,000. 

Midwestern’s proposed facilities would transport for sale 201,400 Mcf of gas 
per day, assuming the receipt of 204,000 Mcf from Trans-Canada,* and could 
transport an additional 20,000 Mcf of gas per day, if available. The total con- 


2? The same condition should be attached to the certificate issued Michigan Wisconsin. 
8 The difference between the two figures represents gas used for compressor fuel. 
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tract demand of all Midwestern’s customers in the third year is 198,610 Mcf per 


day. It thus appears that there remains 2,790 Mcf of gas per day on the sys- 
tem not contracted to be sold. 


Midwestern also proposes to construct facilities, consisting of a side valve 
and about 11% miles of 24-inch line, to effectuate the sale of Midwestern gas 
in the Chicago area if necessary to avoid paying Trans-Canada, under the lat- 
ter’s 95 percent annual minimum bill requirement, for gas Midwestern might 
not be able to sell to its customers on its Northern System. The Chicago sale 
would be accomplished by Midwestern’s delivering up to 30,000 Mcf per day to 
Michigan Wisconsin at Marshfield and Michigan Wisconsin in turn delivering 
on an exchange basis ‘an equal quantity of gas into the facilities of Midwestern’s 
southern system at a point near Joliet, Illinois. The cost to Midwestern of the 


facilities for this exchange is about $91,373 and is included in the overall esti- 
mated cost of the project. 


Markets 


The record establishes and we find that there exist in the area Midwestern 
proposes to serve markets for the gas it would sell in volumes and at prices 
sufficient to support the project it proposes herein. 


Midwestern’s estimate of its sales in the third year, 1963, are set forth in the 
following tabulation: 


, 3-year 
Customer Rate contract 
schedule | demand 
(Mef) 


Ada, Minnesota (city of) 

Argyle, Minnesota (village of) 

Frazee, Minnesota (village of) 

Hallock, Minnesota (village of) 

Hawley, Minnesota (village of) 

Lake Park, Minnesota (village of) --- 

Michigan Wisconsin Pipe Line Company (delivery at Marshfield, Wisconsin) -.. 

Montana-Dakota Utilities Co. (for service to Crookston, Minnesota) 

New York Mills, Minnesota (village of) 

Northern States Pow er Co. (for service to Fargo and Grand Forks, North Dakota; 
East Grand Forks and M: orhead, Minnesota; C ere Falls, Eau Claire 
and Menomonie, Wisconsin) 29, 200 

Perham, Minnesota (village of) 962 

Stephen, Minnesota (village of) 


405 
United Petroleum Gas Co. (for service to Detroit Lakes, Dilworth and Warren, 
Minnesota) 


"537 


1, 847 


Total contract demand 198, 610 








Montana-Dakota Utilities Company, Northern States Power Company, United 
Petroleum Gas Company, and the above-named nine municipalities presented 
evidence sufficiently establishing the market demands shown above. Likewise, 
as set forth hereinafter, the project proposed by Michigan Wisconsin is re- 


quired by the public convenience and necessity, and there is a market for the 
gas proposed to be sold to it. 


Financing and Rate of Return 


Midwestern proposes to finance its northern system by the issuance of $40,- 
000,000 first mortgage bonds (1980) at an estimated 5% percent interest rate, 
$5,000,000 in 5 percent, ten-year unsecured notes, and 800,000 shares of common 
stock with a net paid-in equity of $8,000,000. According to Midwestern, the 
bonds would probably be placed through investment bankers, the notes would be 
sold to insurance companies or other institutional investors, and the common 
stock would be sold to The Cumberland Corporation, a wholly owned subsidiary 
of Tennessee Gas Transmission Company. 
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Midwestern plans to place the securities during 1960 and at the end of thet 
year the capitalization of the company as shown by this record would consist 
of $40,000,000 of First Mortgage Pipe Line Bonds, $45,000,000 Unsecured Notes, 
and $18,607,000 of Common Equity. The unsecured notes are in effect long-term 
debt so that under this financing plan the debt portion represents 82 percent of 
Midwestern’s total capitalization. This exceeds the standard of not more than 
75 percent debt hitherto applied by the Commission. Consistent with our action 
in Opinion No, 320 respecting Midwestern’s southern system, the certificate we 
issue to the company herein will be conditioned to prohibit Midwestern from 
paying any dividends on common stock until the total of the long-term debt, 


including the notes, is reduced to 75 percent or less of the company’s total 
capitalization. 

Midwestern’s plans for the proposed financing of its northern system, as well 
as its proposed rates for sales therefrom, are based on a 7 percent rate of re- 
turn to be achieved in 1963, the third full year of operation. Midwestern under- 
took to show through testimony of the Chairman of its Board that in view of 
the high cost of debt money in today’s money market, this rate of return is neces- 
sary to finance the project. This witness was doubtful that the proposed bonds 
could be sold at 5% percent, testifying that Midwestern had been unable to 
finance its southern system on a permanent basis with the 644 percent rate of 
return allowed in Opinion No. 320, with bonds that were proposed to be sold 
at 5144 percent. He testified that the bonds could not be sold for the reason, 
among others, that Midwestern could not meet the standard ratios of coverage 
of interest charges and maximum annual service charges. It was stated that 
Midwestern was therefore forced into the short-term money market and had 
to finance its southern system with $10,000,000 in common stock and $40,000,000 
in short term bank notes. 

Staff on the other hand takes the position that a 7-percent rate of return is 
excessive, pointing out that Opinion No. 320 provided for a 614-percent rate of 
return for the southern system and that a 614-percent rate of return on the entire 
system would provide a return on the equity component of Midwestern’s capi- 
talization for the first year of about 10.6 percent systemwide, based on existing 
interest costs on short-term notes with which the so-called northern system is 
partially financed, and based on an assumed interest cost of 5.65 percent in 
the long term debt to be issued to finance that portion of the project authorized 
by this order. 

In Opinion No. 320 we permitted a rate of return of 614 percent for the south- 
ern system and we do not contemplate a lower rate of return for the northern 
system. However, construction of the northern system will not commence for 
perhaps six. months due to winter weather conditions and the necessity for 
Trans-Canada to obtain the necessary Canadian governmental authorizations 
for the export of its gas from Canada. In recent months the cost of money has 
been uncertain, and therefore it is difficult to predict what rate of return will be 
needed to secure the financing for the construction of the northern facilities. 
We do not think it wise to attempt to look six months or a year into the future 
and undertake to fix a rate of return now based upon future conditions that 
cannot be known with reasonable certainty. We shall, therefore, require Mid- 
western to file with the Commission, prior to commencing construction, the firm 
proposals for financing as finally consummated and we shall at that time fix a 
rate of return. Thereafter, and no later than 60 days prior to the commencement 
of service, Midwestern shall file rate schedules satisfactory to the Commission 
covering the sales authorized herein, which rate schedules shall be accompanied 
by cost of service data showing the derivation of the specific rates, and which 
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take into consideration, among other things, the resultant cost of financing to 
Midwestern. 
Tariffs and Rates* 

Midwestern’s proposed tariff for the northern system contains Rate Schedules 
CD-1, Cb-2, CD-X3, EX-1 and I-1. Contract Demand service would be 
rendered under Rate Schedules CD-—X3, applicable to the sale to Michigan 
Wisconsin; under Rate Schedule CD-1, applicable to Northern States Power 
Company and the United Petroleum Gas Company; and under Rate Schedule 
CD-2, applicable to Montana Dakota Utilities Company and the Villages of 
Perham and Hawley, Minnesota. Rate Schedule EX-1 would apply to the 
Exchange Service involving Michigan Wisconsin, Rate Schedule I-1 would apply 
to Interruptible Service. The remaining Rate Schedule GS-1, Small General 
Service, would apply to service to the several small municipalities along Mid- 
western’s line shown in the tabulation supra under Markets. 

The basic rate for the contract demand service is a monthly demand charge 
of $4.75 and a commodity charge of 25.3 cents per Mef, as set forth in Rate 
Schedules CD-—X3 and CD-—2, under which deliveries will. be made at Mid- 
western’s main trunk transmission line. The proposed rate for Rate Schedule 
CD-1 is a monthly demand charge of $5.00 and a commodity charge of 25.3 
cents per Mcf; according to Midwestern, the higher demand charge is to defray 
costs associated with construction of laterals for deliveries at city gates. The 
rate under Rate Schedule I-1 for interruptible gas is equal to the commodity 
charge under the three rate schedules for contract demand service. Service 
under Rate Schedule GS—1 will be rendered at a flat charge of 65 cents per Mcf 
delivered with a minimum annual bill based on 30 percent load factor purchase. 

Consistency in Tariff Provisions.—Staff calls attention to several matters of 
form and substance respecting Midwestern’s tariffs and rates. Respecting pri- 
marily the former, Midwestern constitutes one entity and consistent with staff's 
recommendation, its rate schedules for the northern system should be incor- 
porated into the presently effective tariff applicable to the southern system. 
However, Midwestern should be permitted to file its proposed Rate Schedule 
EX-1 in a Volume 2 tariff. Also, staff points out that Midwestern’s southern 
system like the northern system has CD-1 and GS-1 Rate Schedules. The com- 
pany has recognized that it would be necessary to redesignate the proposed 
northern system rate schedules before they are finally filed with the Com- 
mission. The changes should be effected in the revised rate schedules we are 
requiring the company to file prior to commencing service. 

Sections II, III, IV, V, VII and VIII of the Form of Service Agreement as 
proposed for the northern system differ from these sections of the tariff for 
the southern system. Similarly, Sections III, VIII and X of the General Terms 
and Conditions proposed for the northern system differ from the comparable 
sections of the General Terms and Conditions contained in the tariff for the 
southern system. Consistent with staff’s recommendations, Midwestern’s tariff 
should be revised so as to contain only one Form of Service Agreement for 
each class of service and one set of General Terms and Conditions applicable to 
the entire system. 

The foregoing changes eliminating all conflicts and making corrections should 
be effected in the revised rate schedules and other tariff sheets we are requiring 
the company to file prior to commencing service. 


*This discussion is based on the data of record and therefore necessarily assumes a 
rate of return of 7 percent. 




















































































































































786 FEDERAL POWER COMMISSION 






Minimum Bill for GS-1 Customers.—Staff opposes the minimum bill provision 
referred to above applicable under Midwestern’s GS-1 Rate Schedule to small 
General Service Customers. Staff contends that practically no pipeline com- 
panies include in their rates a minimum bill provision applicable to such cus- 
tomers, and that the revenues to be received under this minimum bill provision 
would be insignificant, since estimated revenues Midwestern would receive under 
the GS-1 Rate Schedule would be only about 1 percent of its total estimated 
revenues and the revenues received under this minimum bill provision would be 
only a portion of this. We agree that Midwestern has not justified this feature 
of the GS-1 Rate Schedule and that it should be eliminated. This change also 
should be effected in the revised rate schedules the company must file prior to 
commencing service. 

Lateral Line Charge in CD-1 Rate.—Staff questions the propriety of the 
lateral line charge under Midwestern’s CD-1 Rate Schedule. Midwestern’s 
demand charge of $5.00 per Mcf under this rate is 25 cents per Mcf greater than 
the demand charge of $4.75 applicable to deliveries from Midwestern’s main 
trunk transmission line under Rate Schedules CD-2 and CD-X38. This higher 
charge Midwestern sought to justify as compensation to it for the cost of con- 
structing laterals to furnish city-gate service to customers purchasing under 
Rate Schedule CD-1. Staff states that it would be consistent with the principles 
of proper rate design to apply a portion of the 25-cent demand charge differential 
to the 25.3-cent commodity component of the rate, but reserves its position as to 
the reasonableness of the 25-cent differential until the matter can be investigated 
in a future rate proceeding. 

In our opinion, the propriety of the 25-cent differential and the extent to 
which any differential that may be justified should be applied to the commodity 
component of the rate are matters that can best be determined in the light of 
the operating experience of this portion of Midwestern’s system. Therefore, 
subject to further order of the Commission, we shall require Midwestern to file 
with the Commission at the end of a year’s operation of its northern system 
revised rate schedules based on the company’s operating experience, and support- 
ing data by means of which these questions can be determined to the satisfaction 
of the Commission. 

Proposed Minimum Bill in CD-X8 Rate and “Tilt” in Two-Part Ratcs.—The 
facts disclose that Midwestern would impose a 14.4 percent “tilt” in the demand 
component of its two-part rates, including the rate under proposed Rate Schedule 
CD-X8 covering firm sales to Michigan Wisconsin. In addition, the CD-X3 
rate was negotiated with Michigan Wisconsin to provide for a monthly minimum 
bill equal to the demand charge plus a commodity charge based on a 75 percent 
monthly load factor for the first three years of service and a commodity charge 
based on 87.5 percent monthly load factor thereafter.® In this connection, in 
arriving at Midwestern’s proposed two-part rates, depreciation, taxes and return 
were allocated 67 percent to demand and 33 percent to commodity, thus departing 
from the Atlantic Seaboard® cost classification and allocation formula, which 
calls for the allocation of such fixed costs 50 percent to demand and 50 percent 
to commodity. 





According to Midwestern, this minimum bill is required because the minimum 
bill to Midwestern under the provisions of its contract with Trans-Canada re- 
quires Midwestern to purchase at a minimum monthly load factor of 75 percent 
during the life of the contract and at an additional minimum annual load factor 


5 Rate Schedules CD-1 and CD-2 have no minimum bill other than the demand charge.* 
® In the Matters of Atlantic Seaboard Corporation, 11 F.P.C. 43. 
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of 95 percent beginning in the fourth year of service. Midwestern says that if 
its minimum bill to Michigan Wisconsin were less than that proposed in Rate 
Schedule CD-X3, Midwestern could not be assured of selling all the gas it is 
required to purchase and might thereby be faced with paying for gas it could 
not take from Trans-Canada. Likewise, Midwestern argues that it is important 
that the demand component be kept on the high side to encourage Midwestern’s 
customers to maintain a high load factor. 

Staff takes the position that Midwestern’s costs for the northern system should 
he allocated in accordance with the principles set forth in the Atlantic Seaboard 
case, and that the minimum bill under Midwestern’s proposed Rate Schedule 
CD-X38 should not be allowed to exceed the initial proposed minimum bill based 
on a commodity charge reflecting a 75 percent monthly load factor. 

The inclusion of periodic increases in the minimum bill amount is contrary to 
Section 154.38(d) (3) of our Regulations under the Natural Gas Act. Accord- 
ingly, the provision for the 87.5 percent minimum bill shall not be included in 
the tariff sheets which the company is required to file hereunder. This does not 
preclude Midwestern from making a timely filing three years hence to increase 
the minimum bill provision to 87.5 percent. 

We are of the view that the question of rate tilt can best be determined in the 
light of operating experience. Therefore, we shall require Midwestern to file 
with the Commission at the end of a year’s operation of its northern system, 
revised rate schedules applicable to the sales and service proposed in these pro- 
ceedings based on the company’s operating experience and supporting data by 


means of which this question can be determined to the satisfaction of the 
Commission. 


With respect to this review of Midwestern’s rates on the northern system, by 


that time we will have the benefit of the review of the operations of the southern 
system which we ordered in Opinion No. 320. Of course, Midwestern constitutes 
one entity and the review of these two systems will afford opportunity to con- 
sider at that time the extent to which the company’s operations shall be treated 
as one from the point of view of rates and related matters. 

Finally, staff is of the view that the determination of the proper costs to be 
assigned on Midwestern’s books for the exchange between Midwestern and 
Michigan Wisconsin of 30,000 Mcf of gas per day is a matter to be ascertained 
in the initial rate proceedings involving Midwestern’s system. This matter, and 
other aspects of the exchange agreement we shall consider at the end of a year’s 
operating experience when the revised rate schedules called for above are filed. 


Economic feasibility 


Midwestern adduced evidence of estimated revenues, expenses and income for 
the first three calendar years of operation which establish that its northern 
system would be economically feasible on the rates proposed by the company 
which are based on a 7 percent rate of return. Midwestern’s evidence shows that 
at such rates the company’s northern system would earn on its average net 
property in the first three full years of operation a rate of return of 5.61 percent 
in 1961, 6.18 percent in 1962, and 7.06 percent in 1963. Obviously, in light of 
the company’s market requirements hereinabove discussed, it will be able to 
sell the gas at the rates it is required herein to file. The other relatively minor 
rate modifications required or contemplated by this opinion likewise will not 
materially lessen the economic feasibility of the project. 


Midwestern’s proposed import authorization and presidential permit 


Concluding as we do that the public convenience and necessity require the 
authorizations herein sought by Midwestern and Michigan Wisconsin, on this 
basis and on basis also of the consideration we have given to Trans-Canada’s 
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proposal and operations, summarized above, we further conclude that the im- 
portation of gas proposed by Midwestern is not inconsistent with the public in- 
terest under Section 3 of the Act. We also conclude that the issuance of Permit 
sought by Midwestern under Executive Order No. 10485 is in the public interest. 
Upon approval by the Secretaries of State and Defense the Permit will issne in 
a separate instrument. 





Michigan Wisconsin’s Proposal 


We likewise conclude that Michigan Wisconsin's proposal herein for the con- 
struction and operation of facilities for sales to existing and new customers, as 
modified by the conditions hereinafter enumerated, satisfies the requirements of 
public convenience and necessity under the Act. 





Gas Supply 





Michigan Wisconsin proposes to purchase 158,000 Mcf of gas per day from 
Midwestern. However, employment of its storage facilities in connection 
therewith actually results in an increase of 191,600 Mcf in the company’s peak 
day capacity, or an increase from the present peak day capacity of 1,079,000 
Mcf to a contemplated peak daily capacity of 1,270,600 Mcf. Subject to com- 
pliance by Midwestern with the gas supply conditions attached to its certificate, 
this gas supply is reasonably adequate to support the authorizations proposed 
by Michigan Wisconsin. It should not be understood that this authorization is 
granted upon an incremental supply showing. We are well aware of Michigan 
Wisconsin’s overall supply as recently certificated in Docket No. G—13246. 














Facilities 





Michigan Wisconsin’s proposed facilities, which were summarily described 
earlier in this opinion and are fully detailed in the company’s application, 
would cost an estimated $24,177,000. No question was raised as to the engineer- 
ing of these facilities or their estimated costs. We conclude that the facilities 
proposed are adequate to receive gas from Midwestern at 100 percent load factor, 
to make the sales to new and existing customers proposed herein, and to carry 
out the exchange with Midwestern of 30,000 Mcf of gas summarized previously 
in this opinion, and in general to render the service proposed. The operation of 
these facilities would be sufficiently flexible to provide for substantial volumes 
of gas from other sources in the event of an interruption in supplies from Mid- 


western. The estimated cost of constructing these facilities appears to be 
reasonable. 


Markets and Allocation 





Of the 191,600 Mcf of additional third-year peak day volumes Michigan Wis- 
consin proposes to sell herein, 37,200 Mcf is proposed for new service in the 
Upper Peninsula of Michigan, 42,900 Mcf is proposed for new service in the Cen- 
tral Wisconsin area, and the remaining volume of 111,500 is proposed for the 
requirements of Michigan Wisconsin’s existing customers. In addition, eight 
distributing companies have intervened and applied for service under Section 
7(a). Seven of the applications, which we are granting herein, request a total 
of 18,282 Mcf per day. 

The evidence shows that the markets proposed to be served by Michigan 
Wisconsin can utilize all the gas the company proposes to sell herein at the prices 
proposed. Although the authorizations we grant differ in some respects from 
those Michigan Wisconsin requested, as set forth below, there is no question 
but that the sales authorized herein afford a market adequate to support the 
company’s project. It reasonably appears that the increased rates, discussed 
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hereinafter, which Michigan Wisconsin proposes to put into effect with the 
initial deliveries of Canadian gas would not prevent any of its new or existing 
customers from selling the volumes to be made available to them.’ Also, assum- 
ing that the controverted service to the Upper Peninsula of Michigan, dis- 
cussed hereinafter, were not to materialize, there is a sufficient demand for gas 
on Michigan Wisconsin’s system to absorb those volumes without difficulty. 

For the reasons stated in a later section of this opinion, we have decided to 
authorize the sale of the 37,200 Mcf for new service to the Upper Peninsula of 
Michigan to Michigan Gas and Electric Company, rather than to Michigan Con- 
solidated Gas Company as initially proposed by Michigan Wisconsin. 

Also, we shall authorize the service to the Central Wisconsin area as requested, 
with total sales to eight distributing companies enumerated below in the amount 
of 42,900 Mcf of gas. The need for natural gas by these companies and the 
feasibility of service to the communities they would serve is amply supported 
by the evidence adduced by the distributing companies. We agree with staff 
that in order to assure the adequate development of the local markets to be 
served by these companies the full third-year volumes requested should be 
approved. 

However, for the reasons stated in a later section of this opinion, we have 
decided to direct service in these proceedings to seven of the eight Section 7(a) 
applicants which intervened seeking natural-gas service, having total third-year 
peak daily requirements of 18,282 Mcf. 

Finally, as to present markets, the reduction of the 111,500 Mecf per day pro- 
posed by Michigan Wisconsin by the amount of 18,282 Mcf we have determined 
should be sold to Section 7(a) applicants, would leave 93,218 Mecf of gas for 
Michigan Wisconsin’s existing markets. This remaining volume of 93,218 Mcf 
for existing customers is subject to increase, however. Four of the Section 7(a) 
applicants in these proceedings* are seeking identical quantities of gas in the 
Michigan Wisconsin proceedings in Docket No. G—13246, which involve a system- 
wide allocation of the gas available for sale by Michigan Wisconsin. We here 
approve the four applications for gas to be available in 1960, only to the extent 
that the allocations requested by these applicants cannot be provided from the 
currently available gas in Docket No. G—13246. Thus, to the extent that the 
allocations they request in that docket are granted from gas available there, 
there will be available here equal volumes of gas for allocation to existing 
customers. 

Regarding the allocation of this 93,218 Mcf or more to existing customers, Sec- 
tion 8 of the General Terms and Conditions of Michigan Wisconsin’s FPC Gas 
Tariff, First Revised Volume No. 1 approved as to form by order issued Septem- 
ber 30, 1959, in Docket No. G—17512, provides a method of allocating incremental 
supplies of gas in proportion to the maximum daily quantities initially nomi- 
nated by the customers. Although this tariff is not yet in effect, the method 
contemplated by Section 8 is an appropriate and equitable means of apportioning 
whatever quantity of gas is made available herein to Michigan Wisconsin’s exist- 
ing customers. The initial maximum daily quantities under that tariff are still 
to be determined in the recently reopened proceedings in Docket No. G—13246. 
However, the initial allocations which result therein will govern the allocation 
among existing customers in this proceeding. 


7 These rates must be justified under Section 4(d) of the Act. 
®Central Missouri Gas Company, Illinois Power Company, Iowa Southern Utilities 
Company and New London Gas Company. 





790 


New Service in Upper Peninsula of Michigan: 


Section 7(a) interveners 
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In summary, we conclude that, subject to the foregoing, the sale herein of 
natural gas by Michigan Wisconsin should be authorized and required as set 
forth in the following tabulation: 





Mavimum third-year 


Michigan Ges and Wiectric Company cnn none 

(For service to Cleveland Cliffs Iron Company, Escanaba, Glad- 

stone, Norway, Kingsford, Iron Mountain, Ishpeming, Ne- 
gaunee and Marquette, Michigan) 


New Service in Central Wisconsin Area: 


Wistoddin Padi anil Lignt Gompeey oo a eo ek ce Lee 
(For service to Wausau, Schofield and Rothschild, Wisconsin) 
Wisconsin Public Service Corporation.__................-----..- 
(For service to Stevens Point, Whiting, Park Ridge, Marinette, 
Oconto and Peshtigo, Wisconsin, and Menominee, Michigan) 
Wisconsin Rapids Gas and Electric Company_-__------_---------- 
(For service to Wisconsin Rapids, Biron, Port Edwards, and 
Nekoosa, Wisconsin ) 
Peoples Gee Compeay ut he eo kk 
(For service to Marshfield, Wisconsin) 
Clty Ge CON eS Se 
(For service to Antigo, Wisconsin) 
Bere tilly Cement ee ee 
(For service to Merrill, Wisconsin) 
Central: Wisconsin Gas Obmpenye ici i eh tse 
(For service to Waupaca, Wisconsin) 
Natural Gow Disteitees) Tie in scinsi wen dcthincindbetionavisticesis 
(For service to Shawand, Clintonville, Hortonville, New Lon- 
don, Bear Creek, Embarrass, Bonduel, Gillett, Oconto Falls, 
Seymour and Weyauwega, Wisconsin) 
Total gas for new service in Central Wisconsin 


The 23 existing customers as listed in Exhibit 8 consist of Michi- 
gan Consolidated Gas Company, Michigan Gas and Electric Com- 
pany, Michigan Gas Utilities Company, Milwaukee Gas Light 
Company, Wisconsin Natural Gas Company, Madison Gas and 
Electric Company, Wisconsin Power and Light Company, Wis- 
consin Public Service Corporation, Wisconsin Michigan Power 
Company, Wisconsin Fuel and Light Company, Stoughton Light 
& Fuel Company, Winnebago Natural Gas Corp., Illinois Power 
Company, City of Aledo, Northern Illinois Gas Co. (Approved 
for Service April 24, 1959), Iowa Southern Utilities Co., Keokuk 
Gas Service Co., North Central Public Service Co., Iowa Elec- 
tric Light and Power Co., City of Bloomfield, City of Lamoni, 
St. Joseph Light & Power Co., and City of Bethany (Gas Re- 
served by Order of April 24, 1959. 

Total gas in these proceedings 


Financing and Rate of Return 


daily volumes (Mcf) 


37, 200 


7, 000 


14, 100 


3, 804 


2, 306 


4, 150 


1, 067 


7, 814 


42, 900 


18, 282 
93, 218 


191, 600 


Michigan Wisconsin proposes to finance virtually the entire cost of construc- 





tion by issuing a $24,000,000 bond issue, at an interest rate estimated at 514 
The effect of this will be to give Michigan Wisconsin a capitalization 
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ratio of 67 percent debt and 33 percent common equity, which is well within the 
Commission's general standard of not more than 75 percent debt and not less 
than 15 percent common equity. Michigan Wisconsin’s witness was confident 
that the company could finance its project at the 6%4 percent rate of return 
relied on in its presentation in this case, and we find that the project can be 
financed. 


Rates and Tariffs 


By order issued September 30, 1959, in the Michigan Wisconsin case in Docket 
No. G-17512, 22 FPC 608, we approved Michigan Wisconsin’s First Revised Vol- 
ume No. 1 of its tariff providing for a two-part rate in lieu of a straight-line 
rate, but only as to form. In so doing, we stated that we did not include ap- 
proval of the proposed rate level, consisting of a $2.62 demand and a 24-cent 
commodity component; and we indicated that it was not to become effective 
until such time as service agreements had been signed by Michigan Wisconsin 
with all of its respective customers following the allocation of gas in the con- 
currently reopened proceedings in Docket No. G—13246. 

In this proceeding, Michigan Wisconsin has submitted a revised Rate Sched- 
ule ACQ-1 which provides for an increase in the level of the rates to a demand 
charge of $3.50 and a commodity charge of 26 cents. This proposed increase is 
based on the first full year of operation of the facilities and service proposed 
herein, commencing in 1961, and includes allowance for an increase in the cost 
of purchased gas, expected to occur in 1961 under the current base price and 
escalator provisions in the contracts with Michigan Wisconsin’s principal sup- 
pliers. It appears that in determining the level of this rate, Michigan Wiscon- 
sin has tilted its rates by including all depreciation and ad valorem taxes in the 
demand component. 

The record justifies the conclusion that the rates proposed herein by Michigan 
Wisconsin are adequate to support the issuance of a certificate. Questions re 
ferred to above with respect to rate level and tilt, and other possible related 
rate issues, will be considered in an appropriate rate proceeding on the basis of 
a record adequate for their final resolution. 

In addition to raising the level of rates, the revised Rate Schedule ACQ-1, 
submitted by Michigan Wisconsin in this proceeding, also provides for an in- 
crease in the annual contract quantity of gas to which each customer will be 
entitled. In the order issued September 30, 1959, in Docket No. G—17512, supra, 
the Commission’s approval as to form of the two-part rate embodied in Michigan 
Wisconsin’s FPC Gas Tariff, First Revised Volume No. 1, included approval of 
the provisions therein limiting the annual volumes of gas available to each of 
Michigan Wisconsin's customers to 160 days’ use of the maximum daily quan- 
tity specified in the service agreements. In its revised Rate Schedule ACQ-1, 
offered herein, Michigan Wisconsin proposes to revise its tariff so as to provide 
for 180 days’ use of the maximum daily quantity. However, the tariff proposed 
to be revised is not as yet in effect. Consequently, although the proposed in- 
crease in annual contract quantity is reasonable and appropriate, and is ap- 
proved as an integral part of Michigan Wisconsin’s proposal herein, nevertheless, 
these tariff revisions must be filed at a later date prior to commencing opera- 
tion of the new facilities. Such filing must include an appropriate and accept- 
able revision of the form of service agreement in the tariff. It may be noted 
here that these revisions will in turn require the filing of new service agree- 
ments, to replace those which should result from the pending proceedings in 
Docket No. G-13246. 
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Both the tariff changes and the new service agreements should be filed more 
than 60 days prior to September 1, in the year the new service is commenced, 


since this is the beginning of the contract year established by Michigan Wiscon- 
sin’s tariff. 











Economic feasibility 





Michigan Wisconsin’s proposed rates in these proceedings are predicated on a 
614 percent rate of return, and on the basis of the sales proposed at these rates, 
it reasonably appears that the company’s project is economically feasible. Sys- 
tem-wide operations also appear feasible, showing expected rates of return for 
the first, second and third years of 6.23, 6.48 and 6.67 percent, respectively. It 
appears unlikely that any changes that may be required in the company’s rates 
resulting from the contemplated rate proceedings would render this project or the 
system operations infeasible. 


Service to the Upper Peninsula of Michigan 


This rather subsidiary aspect of these proceedings has been the most con- 
troverted. As stated above, Michigan Wisconsin proposes to deliver 37,200 Mcf 
of gas per day, amounting to some 6,696,000 Mcf per year, at Menominee, Michi- 
gan, to Michigan Consolidated Gas Company ° for service to the Upper Peninsula 
of Michigan, to which, as we indicated in Opinion No. 316, natural-gas service 
would be desirable. Michigan Gas, which is the only gas distributing company 
in the Upper Peninsula and already operates manufactured gas properties there,” 
intervened in these proceedings to secure an allotment of natural gas from 
Michigan Wisconsin so that it can serve the Upper Peninsula. Thus the question 
is presented to which, if either, of these two competing distributing companies 


should Michigan Wisconsin be authorized to sell gas for service to the Upper 
Peninsula. 























Michigan Consolidated’s proposal involves the construction of some 185.4 miles 
of pipeline, ranging in size from 12 to 4 inches in diameter, having an estimated 
cost of $7,996,000, by which it would deliver and sell gas to the City of Escanaba 
for distribution therein; to Michigan Gas for distribution in Marquette, 
Ishpeming, Negaunee, Iron Mountain, Kingsford, Norway and Gladstone; and to 
Cleveland Cliffs Iron Company (Cleveland Cliffs), an iron ore producing and 
processing company and the largest industry in the Upper Peninsula. Gas for 
this service would be purchased by Michigan Consolidated from Michigan 
Wisconsin at Menominee, under the latter’s recently accepted Rate Schedule 
ACQ-1. Michigan Consolidated proposes a straight rate of 70 cents per Mcf for 
the sales to Escanaba and Michigan Gas, and 52 cents per Mcf to Cleveland 
Cliffs. Michigan Wisconsin favors the sale to Michigan Consolidated, although 
it is willing to sell gas to Michigan Gas under the same ACQ-1 Rate Schedule 
for service to the Upper Peninsula. 

Michigan Wisconsin and Michigan Consolidated take the position that service 
to the Upper Peninsula is dependent on the execution of a satisfactory long- 
term contract with Cleveland Cliffs, which would purchase some 4,400,000 Mcf 
of firm gas in the third year, as compared with the estimated third-year firm 












®As previously indicated, Michigan Wisconsin and Michigan Consolidated are both 
subsidiaries of the American Natural Gas System. 

1 Also, Michigan Gas operates distributing facilities in Lower Michigan for which it 
already purchases gas supplies from Michigan Wisconsin, and for which it seeks an addi- 
tional allotment of gas in these proceedings. 
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requirements of Michigan Gas of 1,849,881 Mcf and Escanaba of 434,047 Mcf 
annually, or a total of some 2,283,928 Mcf annually. They argue that Cleveland 
Cliffs was unwilling to sign a 20-year contract with Michigan Gas and that the 
latter was not satisfied with the price Michigan Wisconsin proposed to charge it 
for the gas. However, they contend that because of Michigan Consolidated’s 

large assured market in the Lower Peninsula for any gas that Cleveland Cliffs 

does not take, Michigan Consolidated can give Cleveland Cliffs the flexibility in 

reduced takes which the latter desires so that Cleveland Cliffs is agreeable to 

a ten-year contract with Michigan Consolidated at an initial price of 52 cents 

per Mcf. It is contended that Escanaba is agreeable to the 70-cent rate. Also, 

it is contended that a 70-cent rate would enable the economic operation of Michi- 

gan Gas’ distribution system. It is argued further that such service would not 

impose any burden on Michigan Wisconsin’s other customers resulting from the 

construction by it of facilities in the Upper Peninsula or subject them to any 

of the risks inherent in such a “one industry” project. 

Michigan Gas takes the position that Michigan Consolidated’s proposal is not 
designed to meet the needs of Upper Peninsula markets but was devised basically 
to secure additional volumes of gas for its Detroit markets to be achieved by 
supplying only the firm requirements of Michigan Gas at a straight rate of 70 
cents per Mcf. It contends that this rate is not based on a cost of service but 
vn what Cleveland Cliffs will pay, which is 6 cents less than the average price 
claimed to be needed, with consequent costs being assessed to Michigan Gas and 
Escanaba. It contends that the 70-cent rate, combined with the limited quanti- 
ties of gas Michigan Gas would buy thereunder, would prevent the sale by 
Michigan Gas of off-peak interruptible gas for industrial purposes and would 
foreclose the company from making economic use of its facilities. Consequently, 
Michigan Gas states that it cannot and will not agree to accept service from 
Michigan Consolidated on the terms and conditions proposed. Further, Michi- 
gan Gas contends it could not feasibly purchase the gas directly from Michigan 
Wisconsin under the ACQ-1 Rate Schedule at Menominee and construct the neces- 
sary facilities northward for Upper Peninsula service, since under this Rate 
Schedule firm purchases are limited to a maximum load factor of 49 percent 
whereas the annual load factor of the firm service requirements of the Upper 
Peninsula are approximately 70 percent, so that this limitation together with 
the entire cost of the lines from Menominee, would unduly burden Michigan Gas 
and consumers in the Upper Peninsula. 

Michigan Gas advances two alternatives to Michigan Consolidated’s proposal, 
either of which it contends will enable service to Upper Michigan on a sound 
and economic basis. First, it proposes to purchase the gas needed to serve the 
Upper Peninsula under Michigan Wisconsin’s Rate Schedule ACQ-1, which 
limits annual volumes to 180 days’ use of the maximum daily quantity, provided 
that Michigan Wisconsin would assume over half the cost, some $4,455,950, of 
constructing the transmission facilities in the Upper Peninsula under Michigan 
Wisconsin's “10-cent formula”. Michigan Gas would construct the remainder of 
the facilities. Under the 10-cent formula, which has been applied by Michigan 
Wisconsin to test whether to construct laterals to new markets along its route, 
the operating costs are computed on the basis of 15 percent of the estimated cost 
of constructing the lateral and appurtenant facilities and when thus computed 

the operating costs shall not exceed 10 cents per Mcf on the basis of the esti- 
mated annual firm sales in the third year. Michigan Gas contends that the 10- 
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cent formula is properly applicable to these facilities since its purpose is to 
make possible laterals that would be infeasible for either party to construct en- 
tirely by itself. It argues further that failure to apply the formula here would 
be discriminatory to the Upper Peninsula since the ACQ rate was designed to 
pay for such facilities, and that its application is required to counteract the 
economic disadvantage of the limited load factor imposed by the ACQ Rate 
Schedule. 

Michigan Gas’ second alternative consists of a proposal for the sale of gas 
to it by Michigan Wisconsin at Menominee under a proposed new DCQ Rate 
Schedule which, according to Michigan Gas, is grounded on the principle that 
a differential in rates is justified by differing conditions of delivery or service. 
Under this proposal, Michigan Gas would construct all the facilities needed to 
serve the markets in the Upper Peninsula referred to above. To compensate 
it for this added expense, Michigan Gas would be permitted under the rate 
schedule to purchase its maximum daily quantity, or peak daily requirements, 
for 365 days of the year instead of the 180 days’ usage of the maximum daily 
quantity allowed under Rate Schedule ACQ-1. The company contends that the 
high 95 percent load factor contemplated under this proposal would result in a 
low unit cost for the gas of about 37% cents as compared to 42.3 cents per Mcf 
under Rate Schedule ACQ-1. It is contended that this rate would realistically 
recognize the high load market requirements of the Upper Peninsula and permit 
a developmental buildup of industrial sales. 

Respecting the competing proposals summarized above, staff takes the posi- 
tion that, assuming market commitments can be secured justifying Upper Penin- 
sula service at all, Michigan Wisconsin should be required to serve Michigan Gas 
rather than being authorized to sell gas to Michigan Consolidated for service 
by it. However, according to staff, the sale to Michigan Gas should be made 
under Michigan Wisconsin’s ACQ-1 Rate Schedule rather than under either of 
the alternatives proposed by Michigan Gas. Staff takes the position that re- 
quiring Michigan Wisconsin to build some four and a half million dollars of 
facilities under Michigan Gas’ first alternative or permitting Michigan Gas to 
have a special low rate under its second alternative would impose an excessive 
burden on Michigan Wisconsin’s existing customers or result in discrimination 
in service against them. 

Even though we have no jurisdiction over Michigan Consolidated or Michigan 
Gas, the circumstances of these proceedings make necessary our consideration 
of their competing proposals and we have considered them with care. Advan- 
tages and disadvantages are claimed for each, as discussed above. The fact is, 
however, that Michigan Gas states it cannot and will not accept service from 
Michigan Consolidated on the terms proposed, and without this market the 
latter’s proposal for Upper Peninsula service must fall. However, it does not 
necessarily follow that the Upper Peninsula must be denied natural-gas service, 
in view of Michigan Gas’ interest in serving that area. Michigan Gas has been 
active in attempting to secure natural-gas service for this area for many years, 
and has franchises in all but one of the eight communities proposed for natural- 
gas service in the Upper Peninsula. It now supplies propane-air gas in Mar- 
quette, Negaunee and Ishpeming, and for many years previously it supplied them 
manufactured gas. It is reasonable that it be afforded opportunity to expand 
its operations and provide the service of which it has been the principal ex- 
ponent, if it can feasibly do so on a basis that is reasonably comparable to the 
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competing proposal and otherwise in the public interest. Assuming service 
to Michigan Gas, Michigan Consolidated could have rendered the service to the 
Upper Peninsula on a feasible basis while purchasing from Michigan Wisconsin 
under the latter’s Rate Schedule ACQ-1, without any special concessions from 
Michigan Wisconsin having adverse effects on the other customers that company 
serves; and we think that Michigan Gas should reasonably be held to the same 
requirement. 

Accordingly, we conclude that Michigan Wisconsin should be authorized and 
required to sell and deliver the 37,200 Mcf of gas per day to Michigan Gas 
rather than Michigan Consolidated. The gas, delivered by Michigan Wisconsin 
at Menominee, should be sold under Michigan Wisconsin’s ACQ-1 Rate Schedule 
at the terms applicable thereunder to all Michigan Wisconsin's customers who 
qualify for this service. 

We thus reject the two alternatives advanced by Michigan Gas. As to the 
ACQ proposal based on the 10-cent formula, apart from the question of whether 
we have authority to require Michigan Wisconsin to construct the facilities in- 
volved,” in general this formula is applicable to relatively short laterals. The 
maximum distance Michigan Wisconsin has built under it in the past is a line 
some 17.5 miles long at a cost of approximately $300,000. Also, Michigan Wis- 
consin would invest some $2,377,194 in facilities in the line from Waupaca to 
Menominee for additional capacity solely to provide service to the Upper Penin- 
sula. Thus, providing for purchases by Michigan Gas under the ACQ-1 Rate 
Schedule and construction by it of the necessary Upper Peninsula facilities does 
not discriminate against that company. 

Although Michigan Wisconsin would construct facilities including branch 
lines for city-gate service in its Central Wisconsin project, there are very mate- 
rial differences between that project and the proposal for service to the Upper 
Michigan Peninsula. In order to obtain and utilize the gas from Midwestern, 
which is the primary purpose of its proposal herein, Michigan Wisconsin must 
construct a large diameter pipeline into Central Wisconsin and its action so 
doing redounds to the substantial benefit now and in the future of all its cus- 
tomers. This pipeline would traverse the Central Wisconsin area and logically 
should serve that area. Also this region provides relatively assured and di- 
versified markets, which augurs favorably for the economics of the project and 
its contribution to the Michigan Wisconsin system and the consumers it serves. 
In view of these and other circumstances disclosed by the record, the Upper 
Michigan proposal cannot be assimilated to the Central Wisconsin project. 

As to Michigan Gas’ DCQ proposal, in our opinion it would be discriminatory 
to Michigan Wisconsin’s existing customers if Michigan Gas were allowed to 
purchase gas under this proposed Rate Schedule. Michigan Gas could thereby 
obtain an average cost of gas of 37.5 cents per Mcf while Michigan Wisconsin's 
other customers, being limited to 180 days under the ACQ schedule, would have 
an average cost of firm gas of not less than 42.33 cents per Mcf. Indeed, it 
could be argued that Michigan Wisconsin’s other customers who are qualified 
for service under the ACQ-1 rate would be entitled to the same differential in 
rates. For these and other reasons we must reject this proposal. In conclusion, 
our views with respect to this controversy are well stated in the language of 
the staff at page 56 of its brief: 

Finally, there are certain areas of this country which are situated in 
unfortunate geographical locations in relation to the availability of natural 


11 See Central West Utilities Company v. F.P.0., 247 F. 24 806. 
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gas. It is no fault of these areas that they happen to be victims of 
geography. On the other hand, the existing customers can hardly be 
required to pay excessive costs just to make certain that the areas which 
are located a great distance from the source of supply may have the bene- 
fits of natural-gas service. The hard realities of such circumstances are 
that those areas must be willing to pay the costs associated with obtaining 
natural-gas service or be satisfied with other fuels which may be less desir- 
able but which may be more economical to purchase than natural gas. 

Two prerequisites to service to the Upper Peninsula remain to be satisfied 
by Michigan Gas under Section 7(a). First, it must secure a ten-year contract 
covering the sale to Cleveland Cliffs. As the foregoing discussion indicates, 
the sale to this large industrial customer is essential to an economically feasible 
project to serve this area, and it is correspondingly important that it be estab- 
lished that the sale in fact can and will be made. Second, it must secure the 
necessary authorizations of the Michigan Public Service Commission pertaining 
to the construction and operation of facilities within the State of Michigan and 
meet such other requirements of Michigan law as may apply. The authoriza- 
tion hereunder for service to Michigan Gas by Michigan Wisconsin shall be 
subject to conditions so requiring. We shall allow Michigan Gas until February 
1, 1960, to make filings with the Federal Power Commission showing satisfac- 
tory compliance with these requirements. 

We further conclude that, subject to the qualifications hereinabove discussed 
and subject further to compliance by Michigan Gas with the requirements 
hereinabove imposed, the other criteria applicable under Section 7(a) to Mich- 
igan Gas have been satisfied. The facts establish that Michigan Gas is now 
engaged in the local distribution of gas to the public, that Michigan Wisconsin 
is the most feasible source of natural gas for it, that there is a public need for 
and will be a public benefit from natural-gas service in the Upper Peninsula of 
Michigan, arising from, among other circumstances, the meeting of presently 
unsatisfied markets which desire and can use the gas Michigan Gas would 
make available to them. It further reasonably appears that, on the basis of 
evidence in the record, the project of Michigan Gas for the sale of the gas it 
will receive from Michigan Wisconsin would be economically feasible and could 
adequately be financed. 

Section 7(a) Applicants 


Seven of the eight Section 7(a) applicants * which have intervened for gas 
in these proceedings are, or will be, entirely dependent on Michigan Wisconsin 
for their supplies of natural gas, whereas the eighth, Wisconsin Southern Gas 
Company, Inc. is presently receiving gas from Natural Gas Pipeline Company 
of America. This pipeline company has filed an application with the Commis- 
sion to provide an additional 85,000 Mcf of gas which will be made available 
to its smaller customers, including Wisconsin Southern. Consequently the 
granting of the latter’s application at the present time has not been shown to 
be necessary and will be denied. 


2 This eight does not include the intervener Michigan Gas, whose proposal is dealt 
with separately above. 
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The remaining seven applicants, the communities they would serve, and the 
volume of gas they seek, are shown in the following tabulation: 


Proposed maaimum 
Applicants and communities to be served : third-year daily 
Allerton Gas Company : volumes (Mcf) 
ATRIOS, SII cnitciniticniess destinies tiiminsiiinstentimnnalentilaaraatil 682 
Natural Gas Distributors, Inc. : 
I RUT  ccnictniincasiccpntissssinncninitibniigsies cenit Minne ciel: te eaae ila teeta 1, 649 
We I ncigta cictanaenitecstetgcennpssipelcties imei ial iene lcactsleeiatetinsininas intial 1, 328 
CSUR III IIIE nc tensigtherngtitinosnsmaplipabeennenaiiheuntsapishaimiemmmiummntisuigttediaill 2, 923 


PR eee ee ee ee 


Seymour Gas Company: 


DIE, - TING nc cctiniticecusieteaninnttputintaninatidaientaaimiilin 739 
Central Missouri Gas Company : 

Kirksville, Queen City, Lancaster, Greentop, Missouri... 4, 586 
Illinois Power Company : 

TV RI, EE ia pa ccitesiece states tee ce einen ences hpnapinenniehndiinpengeannomnnaaintiagl 380 


Iowa Southern Utilities Company : 


New London Gas Company: 
TRO Tse, COW Dinca nieces hiniiicasicatatiiieailislinigalien 


Total OF secGits FCG). Ce ccesctepsircn gtitiinscntinneatiil 18, 282 







Staff takes the position that we should consider these requests either in 
Docket No. G—13246 or some subsequent allocation proceeding. However, all these 
applicants have justified the allocations stated above, subject to certain qualifica- 
tions hereinafter discussed, and it is reasonable and appropriate that they be 
granted without further delay. The allocations to the first three of the applicants 
listed will consist of gas to be made available or commencement of service by 
Michigan Wisconsin in 1960 with the facilities authorized herein. The allocation 
to the remaining four is on the same basis, subject to reduction by such volumes 
as they may secure under their pending applications for like volumes in Docket 
No. G-13246. 

Turning to the merits of these applications, Michigan Wisconsin has not opposed 
these applications nor was there any specific opposition to individual projects 
from the other parties of record. The deficiencies in the proposals of the last four 
of these applicants noted in the examiner’s decision issued in Docket No. G—13246 
on August 21, 1959, have been corrected in the evidence offered in this proceeding. 

In general, the evidence presented in support of these seven projects demon- 
strates that the proposed service is necessary and desirable in the public interest, 
and we so find. We also find that granting the volumes requested will not impair 
Michigan Wisconsin’s ability to render adequate service to its existing customers. 
The record sufficiently supports our conclusions that the Michigan Wisconsin 


556—711—-64 53 
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Pipeline is the most feasible source of supply for these applicants; that there is 
a public need for, and a public benefit to be derived from, natural gas service in 
the communities concerned ; that the proposed projects can be adequately financed 
and that they are economically feasible. Three of these companies are going con- 
cerns with large capital reserves, and the other four have demonstrated debt 
service ratios which equal or exceed those required in the past for projects pro- 
posed under Section 7(a) of the Natural Gas Act. 

The evidence offered by the Allerton Gas Company in support of its application 
shows that the economic feasibility of this project depends very largely on the 
assurance of the proposed sales to Central Farm Products Corporation, a milk 
processing plant. Consequently, this project can only be approved subject to the 
applicant’s securing from Central Farm an executed contract for at least ten years 
service. With this condition in the case of the Allerton Gas Company project, 
these seven applications should be approved, and Michigan Wisconsin directed to 
establish physical connection with the facilities of these distributors. 

The cost of these connecting facilities will be borne by Michigan Wisconsin 
within the limits of its 10-cent formula described earlier in this opinion. Under 
this formula, Michigan Wisconsin will provide city-gate service to the commu- 
nities served by Illinois Power Company, New London Gas Company, Seymour 
Gas Company and Allerton Gas Company, but will pay only a part of the cost 
of the laterals to supply Natural Gas Distributors, Inc., Central Missouri Gas 
Company and Iowa Southern Utilities Company. In the last instance, the cost 
of the laterals to Albia and Moravia will be shared by Iowa Southern and Michi- 
gan Wisconsin, under the 10-cent formula. Michigan Wisconsin has agreed to 
build within a mile of the town of Leon in return for Iowa Southern’s agreement 
to build the entire lateral for service to Corydon. This agreement appears to 
be reasonable. 

As to Central Missouri, the staff questions its ability to attach its estimated 
industrial load. The evidence indicates that some 170,000 Mcf of annual sales 
in the third year would be made to consumers where coal is less costly than gas. 
Although Missouri Public Service Commission has issued Central Missouri a 
certificate of public convenience and necessity, we can authorize service to this 
company only if its project meets the requirements of Section 7(a). Acceptance 
of Central Missouri’s estimates would require Michigan Wisconsin, under the 
10-cent formula, to construct approximately $113,300 of lateral facilities resulting 
from the 170,000 Mcf annually of questionable industrial loads. Since there is 
serious question of Central Missouri’s ability to attach these loads, we shall 
direct the sale and delivery to Central Missouri of the volumes of gas requested, 
but limit Michigan Wisconsin’s obligation to construct facilities under the 10-cent 
formula to the 512,000 Mcf of estimated sales that are not questioned. Should 
Central Missouri, by February 1, 1960, file with the Commission executed 10-year 
contracts for natural-gas service to these questioned industrial customers, we 
will require application of the 10-cent formula to the full 679,795 Mcf of estimated 
third-year annual sales. 

With these conditions in the cases of the Allerton and Central Missouri projects, 
these seven applications should be approved, and Michigan Wisconsin directed 
to establish physical connection with the facilities of these distributors. 


The Coal Interveners’ Opposition 


Practically the only opposition to the proposals of Midwestern and Michigan 
Wisconsin herein comes from certain interveners, hereinafter called the Coal 
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Interveners, representing competing fuels and related interests.“ The Coal In- 
terveners take the position, first, that Midwestern has not established that it is 
“able” to render the service proposed herein as required by Section 7(e) of the 
Act for the reasons, among others, that Trans-Canada has not secured the neces- 
sary Canadian governmental authorizations for the export of the gas and since 
reserves and deliverability of gas in the volumes needed for service to all of 
Trans-Canada’s customers have not been shown. These contentions are suf- 
ficiently answered by the determinations we have reached hereinabove, including 
our conclusion to make Midwestern’s certificate conditional on Trans-Canada’s 
securing the necessary Canadian governmental authorizations to export the 
gas. In considering the adequacy of Midwestern’s gas supply, there must be kept 
in mind the enormous reserves of gas that are continuing to be developed in 
Canada and the reasonable prospect that, in the common interest of both Canada 
and this nation, reasonably adequate volumes of such gas will be available 
through the facilities of Trans-Canada for consumption in this country. 

Second, the Coal Interveners contend that Midwestern has failed to prove that 
it can finance its project, because no independent financial expert testified on this 
matter and the witness who did testify stated that if a 7 percent rate of return 
were not allowed, the company would file for a rehearing. However, we think 
that these objections are substantially removed by our conditioning the cer- 
tificate issued Midwestern to finance its project in a manner satisfactory to the 
Commission. 


Third, the Coal Interveners advance numerous objections to the allocation of 
costs and related matters respecting the rates proposed by Midwestern and Mich- 
igan Wisconsin. As described above we are providing for future consideration 
of these and related questions pertaining to the companies’ rates in rate proceed- 


ings which will provide a more suitable basis for their determination and which 
may result in the elimination of the features objected to. 

Fourth, the Coal Interveners object to the agreement between Midwestern and 
Michigan Wisconsin for the exchange of 30,000 Mcf of gas in any one day, on the 
ground principally that neither showed how the 30,000 Mcf per day would be 
utilized in their respective markets. However, this exchange agreement was 
intended primarily as a precautionary measure in the event Midwestern was 
unable to sell all the gas contemplated; since Michigan Wisconsin proposes to 
purchase from Midwestern at 100 percent load factor, the likelihood of it being 
invoked appears remote and the likelihood of any harm to the Coal Interveners 
therefrom is also remote. 

Finally, the Coal Interveners contend that the meager markets and feasibility 
showing do not justify certificating Michigan Wisconsin’s sale of gas for service 
to the Upper Peninsula of Michigan, although as between the two competitors 
for this service they prefer Michigan Consolidated over Michigan Gas and Blec- 
tric. Also the Coal Interveners question the soundness of the market estimates of 
some of the distributing companies seeking gas herein and suggest that this pro- 
ceeding is not the place to deal with the requests of the Section 7(a) inter- 
veners herein. The considerations which justify our rejecting these objections 
have been sufficiently described previously in this opinion and need not be 
repeated here. 


% These are the Fuel Research Council, Inc., National Coal Association, United Mine 
Workers of America, Mid-West Coal Producers Institute, Inc., Upper Lake Docks Coal 
Bureau, Inc., The Chesapeake and Ohio Railway Company, Truax-Traer Coal Company, 
Baukol-Noonan, Inc., and Dakota Collieries Division of North American Coal Company. 
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The Commission further finds: 


(1) Midwestern Gas Transmission Company, a Delaware Corporation with 
it principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act. 

(2) Michigan Wisconsin Pipe Line Company, a Delaware Corporation with 
its principal place of business in Detroit, Michigan, is a “natural-gas company” 
within the meaning of the Natural Gas Act. 

(3) The facilities hereinbefore described are proposed to be used by Mid- 
western and Michigan Wisconsin for the transportation and sale of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, and 
the construction and operation of these facilities and the rendering of these 
sales are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(4) The sales of natural gas hereinbefore described, as more fully described 
in the applications and the evidence herein, will be made in interstate commerce, 
subject to the jurisdiction of the Commission, and such sales, together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(5) Subject to the requirements of this opinion and order and the conditions 
of the certificates issued hereunder, Midwestern and Michigan Wisconsin are 
able and willing properly to do the acts and perform the services proposed and 
to conform to the provisions of the Natural Gas Act, and the requirements, 
rules and regulations of the Commission thereunder. 

(6) The construction and operation of the facilities proposed by Midwestern 
and Michigan Wisconsin, and the sales of natural gas by them, together with 
the construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are required by the public convenience and 
necessity, and certificates therefor should be issued as hereinafter ordered and 
conditioned. 

(7) The public convenience and necessity requires that the certificates issued 
herein shall be conditioned as provided below. 

(8) Midwestern is a “person” within the meaning of Sections 2(1) and 3 
of the Act and the importation of natural gas proposed by it is subject to the 
jurisdiction of the Commission under the provisions of Section 3 of the Act. 

(9) The importation of natural gas proposed by Midwestern in Docket No. 
G-18314 is appropriate and consistent with the public interest and an order 
authorizing such import should be issued as hereinafter provided. 

(10) The issuance of a Presidential Permit, as requested by Midwestern 
in Docket No. G—18315, for the construction, operation and maintenance of 
facilities at the International Boundary, is appropriate and consistent with the 
public interest, subject to the conditions of this order. 

(11) It is necessary and desirable in the public interest that the Commission 
by order direct Michigan Wisconsin to establish physical connection of its trans- 
portation facilities with those of each of the Section 7(a) applicants listed in 
Paragraph (O) of this order, and direct the delivery and sale of natural gas 
by Michigan, Wisconsin to such applicants in the volumes there stated, subject 
to the terms and conditions of this order. 

(12) The applicants referred to in paragraph (11) above are persons engaged 
or legally authorized to engage in the local distribution of natural or artificial 

gas to the public. 








FEDERAL POWER COMMISSION 801 


(13) The requirement that Michigan Wisconsin serve the applicants referred 
to in paragraph (11) above will not place an undue burden upon Michigan 
Wisconsin or impair its ability to render adequate service to its existing 
customers. 

(14) All requested authorizations not granted herein should be denied. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Midwestern Gas Transmission Company to construct and operate the facili- 
ties and to make the sales proposed herein, all as more fully described above, 
in the company’s application, and in the evidence in these proceedings, for the 
transportation and sale of natural gas in interstate commerce for resale, 
upon the terms and conditions of this order. 

(B) Midwestern is granted certificate authority to sell gas to the following 
customers in the amounts stated: 


Third-year contract 
Customer demand (Mef) 


Ada, Minnesota (city of) 

Argyle, Minnesota (village of) 
Frazee, Minnesota (village of) 

Hallock, Minnesota (village of) 
Hawley, Minnesota (village of) 

Lake Park, Minnesota (village of) 
Michigan Wisconsin Pipe Line Company 
Montana-Dakota Utilities Co 

New York Mills, Minnesota (village of) 
Northern States Power Co 

Perham, Minnesota (village of) 
Stephen, Minnesota (village of) 

United Petroleum Gas Co 


Total Contract Demand 198, 610 


(C) The following conditions shall attach to the certificate issued Midwestern 
herein, and to the exercise of its rights thereunder. 

(i). Prior to commencing construction of the facilities authorized herein, Mid- 
western shall file with the Commission satisfactory evidence that Trans-Canada 
has secured the authorizations required by the laws of the Province of Alberta 
authorizing the removal of the volumes of natural gas covered by Trans-Canada’s 
applications and amendments thereto presently pending before the Oil and Gas 
Conservation Board of the Province of Alberta, as described more fully herein- 
above. 

(ii) Prior to commencing construction of the facilities authorized herein, Mid- 
western shall file with the Commission satisfactory evidence that Trans-Canada 
has secured the authorizations required by the laws of Canada to export natural 
gas from Canada in the volumes proposed to be sold to Midwestern, as described 
more fully hereinabove. 

(D) Respecting rates, the following conditions shall attach to the certificate 
issued Midwestern herein, and to the exercise of the rights thereunder. 

(i) Midwestern shall, prior to commencing construction, file with the Com- 
mission its firm proposals for financing as finally consummated. Also, not later 
than 60 days prior to the commencement of service, Midwestern shall file rate 
Schedules satisfactory to the Commission covering the sales authorized herein, 
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which rate schedules shall be accompanied by cost of service data showing the 
derivation of the specific rates, and which take into consideration, among other 
things, the resultant cost of financing to Midwestern. 

(ii) The rate schedules Midwestern is required to file under subsection (i) 
above shall (a) incorporate its rate schedules for the northern system into the 
presently effective tariff applicable to the southern system; (b) redesignate the 
proposed northern system rate schedules to bring them into conformity with 
southern system rate schedules; and (c) revise its tariff so that the tariff con- 
tains only one form of Service Agreement for each class of service and one set 
of General Terms and Conditions applicable to the entire system. 

(iii) The rate schedules Midwestern is required to file under (i) above shall 
contain (a) a revised Rate Schedule GS-1 from which the minimum bill has 
been eliminated; and (b) revised tariff sheets applicable to firm service under 
Rate Schedule CD-X3 from which the 87.5 percent minimum bill provision has 
been eliminated. 

(iv) Midwestern shall, at the end of a year’s operation of its northern system, 
file with the Commission revised rate schedules based on the company’s operat- 
ing experience and supporting data (a) whereby we can satisfactorily determine 
the propriety of the rate differential reflecting lateral line charge under Mid- 
western’s Rate Schedule CD-1; and (b) whereby we can satisfactorily determine 
the propriety of the relative levels of the demand and commodity components 
of Midwestern’s rate schedules. 

(E) Midwestern shall pay no dividends on common stock until its total long- 
term debt is reduced to 75 percent or less of the total capitalization. 

(F) A certificate of public convenience and necessity is hereby issued authoriz- 
ing Michigan Wisconsin Pipe Line Company to construct and operate the facilities 
and to make the sales proposed herein, all as more fully described above, in the 
company’s application, and in the evidence in these proceedings, for the trans- 
portation and sale of natural gas in interstate commerce for resale, upon the 
terms and conditions of this order. 

(G) Michigan Wisconsin is granted certificate authority to sell gas to the 
following customers in the amounts stated : 

Proposed mactmum 


Oustomers third-year datly 

New customers in Central Wisconsin area : volumes (Mcf) 
Wisetnsin Fil Gd TAs Cer 8 nn nec cewengequcun 7,000 
Wisconsin Public Service Corporation._._...._...-...------.--.... 14, 100 
Wisconsin Rapids Gas and Electric Company-_---------------~---- 3, 804 
Se a I irda eck tan icant arden wen cana gig cach gn gh inept peidaiapeiatis 2, 306 
ile SRS CO iets aire acim bentninnn edieutiinmnnmamante 4, 150 
Berth): Gain A ok sini pth i pcticccncdiinitatnbindbnosiben 2, 659 
Central “We CONE Ge COMO aioe icctecindenciasocenbaas 1, 067 


Peres CRE RE I ek a he ea cel eteimneindinsntleanne 


Total new customers in Central Wisconsin area 


Existing customers in present markets: 
Twenty-three customers as listed hereinabove..__...._......--~-. 93, 218 


(H) Any volumes hereby authorized to be sold to existing customers of Michi- 
gan Wisconsin shall be allocated to the individual customers on a pro-rata basis 
in proportion to the maximum daily volumes presently to be determined in the 
proceedings in Docket No. G-13246. 

(I) Respecting gas supply, as a condition attached to the certificate issued 
Michigan Wisconsin herein, and to the exercise of the rights thereunder, Michi- 












FEDERAL POWER COMMISSION 803 


gan Wisconsin shall not commence the construction of facilities until the condi- 
tions set forth in paragraph (C) hereinabove, with respect to the securing of 
Canadian governmental authorizations for the export of natural gas from 
Canada have been met. 

(J) Respecting rates, the following conditions shall attach to the certificate 
issued Michigan Wisconsin herein, and to the exercise of the rights thereunder. 

(i) Michigan Wisconsin shall, not less than 60 days prior to commencing 
service, file appropriate and acceptable tariff changes and service agreements 
consequent on our approval of 180 days’ use of the maximum daily quantity 
under its revised Rate Schedule ACQ-1. 

(K) The general terms and conditions set forth in paragraphs (a), (b), (c) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificates granted in paragraphs 
(A) and (F) above and to the exercise of the rights granted thereunder. 

(L) The time within which the facilities herein authorized shall be constructed 
and placed in actual operation, as provided by paragraph (b) of said Section 
157.20 of the aforesaid Regulations, is hereby fixed at 18 months from the date 
on which this order is issued. 

(M) Midwestern is hereby authorized, subject to the conditions specified 
herein, to import from Canada into the United States a maximum of 204,000 Mcf 
of natural gas per day at a point of interconnection on the International Bound- 
ary near Emerson, Manitoba and Noyes, Minnesota. 

(N) The authorization to import natural gas from Canada granted under 
paragraph (M) above is subject to the following terms and conditions: 

(i) Midwestern shall make, keep, and preserve full and complete records with 
respect to the natural gas herein authorized to be imported, and shall file with 
the Commission annual reports showing, by months, the quantities of gas im- 
ported during the preceding calendar year, together with the volumes imported 
on the peak day of each month, and such other reports with respect to such 
importation as the Commission may deem necessary and in such form and man- 
ner as the Commission may prescribe. 

““(ii) The authorization hereby granted may be modified from time to time or 
terminated, after opportunity for hearing, upon further order of the Commission, 
but in no event shall such authorization extend beyond the termination of the 
Permit we shall issue to Midwestern in Docket No. G—18315. 

(iii) This authorization shall not be transferred in any manner whatsoever, 
but such authorization shall continue in effect for a reasonable time in the event 
of involuntary transfer of the facilities used thereunder by operation of law 
(including transfers to receivers, trustees, or purchasers under foreclosure or 
judicial sale) pending the making of an application for permanent authoriza- 
tion and decision thereon, provided notice is promptly given in writing to the 
Commission accompanied by a verified statement that the facts relating to suffi- 
ciency of supply, rates, and nature of use remain substantially the same as 
before the transfer. 

(iv) This authorization shall be effective only so long as Midwestern complies 
with the conditions of this order and continues the operations hereby author- 
ized in accordance with the Natural Gas Act and all pertinent rules, regulations, 
or orders heretofore or hereafter issued by the Commission. 

(O) Michigan Wisconsin is hereby directed under Section 7(a) of the Act 
to establish and maintain physical connection of its transportation facilities 
with the facilities to be constructed by the followng applicants and to deliver and 
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sell to such applicants through such connections their natural-gas requirements, 
not to exceed the volumes set forth below: 


Mawvimum third-year 


Applicant daily volumes (Mcf) 
Michigan .Gas and: Miectric Company —<.~..-.enn5 sat eenticeneniicnccns 37, 200 
Dapp, 00, COPING fincinitimntncipmrcpibpintntpcceiy cig one mgs paneianticddentecgaiaipe 682 
Diteee), Ri Tas EIN iss raha ce nteet einsh bint schicmniaidmcagumatshiatt 5, 900 
Der O- (AOR. CORO ca sicictietteneateepithscinanaipe tegen inannGaaniochiigtion 739 
Comtenl Milena 4h. On a ncasney ceases gich act bec ems ceapatpgitctiniatibtttesbinimlb ity 4, 586 
TSEAORR: GPCR COMING ais ie icici a aasinhtaetematanamns 380 
Tonya Gouthern. Utilities Oommen ison. ccccissisneniniwad—snprimigewanonny 4, 577 
Near Luanden.-.Gas Oompa noo ictce cenit es she tte Sis crane cba 890 


(P) Michigan Wisconsin shall report to the Commission in writing and under 
oath the date of commencement of operations and service to the respective appli- 
eants enumerated above. 

(Q) Paragraph (O) above shall have no force or effect as to any applicant 
which fails to construct and place its project in operation to the extent of being 
able to receive service from Michigan Wisconsin within one year from the date 
on which this order issues, unless otherwise shown for good cause. 

(R) The direction in paragraph (O) above to Michigan Wisconsin to establish 
eonnection and sell gas to Michigan Gas shall have no force or effect in the 
event Michigan Gas does not meet the following requirements: 

(i) Michigan Gas shall file with the Commission on or before Ferbruary 1, 
1960, a copy of a contract of at least ten years’ duration signed by and covering 
the sale of natural gas to Cleveland Cliffs Iron Company, which contract shall 
be satisfactory to the Commission. 

(ii) Michigan Gas shall file with the Commission on or before February 1, 
1960, satisfactory evidence that it has secured from the Michigan Public Serv- 
ice Commission the necessary authorizations pertaining to the construction and 
operation of facilities within the State of Michigan and has met such other 
requirements of Michigan law as may apply. 

(S) The volumes of gas hereby authorized to be sold to Central Missouri, Illi- 
nois Power, Iowa Southern, and New London shall be reduced by the volumes 
of gas these applicants secure in Docket No. G-—13246. The amount of such 
reductions shall be allocated to the existing customers of Michigan Wisconsin 
as provided in paragraph (H) above. 

(T) The direction in paragraph (O) above to Michigan Wisconsin to estab- 
lish connection and sell gas to Allerton Gas Company shall have no force or 
effect in the event that Allerton Gas Company does not, on or before February 1, 
1°60, file with the Commission and satisfactory to it a copy of a contract of at 
least 10-years’ duration signed by and covering the sale of natural gas to Central 
Farm Products Corporation. 

(U) The cost of making physical connection with the facilities of the appli- 
eants other than Michigan Gas and Electric Company to whom service is directed 
in paragraph (O) above shall be borne by Michigan Wisconsin within the limits 
of its 10-cent formula. In the case of Missouri Central the 10-cent formula shall 
be applied only on the basis of an annual quantity of 512,000 Mcf unless firm 
10-year contracts for the balance of its estimated third-year annual sales are 
executed by its proposed industrial customers now using coal, and filed with the 
Commission by Central Missouri on or before February 1, 1960. 

(V) All requested authorizations not granted herein are denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


IROQUOIS GAS CORPORATION, DOCKET NO. G—19982 


ORDER FOR HEARING, SUSPENDING PROPOSED REVISED TARIFF SHEETS AND ALLOWING 
TARIFF SHEETS TO BECOME EFFECTIVE UPON FILING OF MOTION AND UNDERTAKING 
TO ASSURE REFUND OF EXCESS CHARGES 


(Issued November 4, 1959) 


Iroquois Gas Corporation (Iroquois), on October 5, 1959, tendered for filing 
First Revised Sheets Nos. 19A through 19E to its FPC Gas Tariff, Original 
Volume No. 1. In the above-designated tender Iroquois proposes to pass on to 
Pennsylvania Gas Company (Pennsylvania) and United Natural Gas Company 
(United), its affiliated customers, the cost of the new Texas Severance 
Beneficiary Tax. The proposed tariff change represents an annual increase of 
about $24,000. Iroquois requests an effective date of October 31, 1959, the date 
the first payment of the tax is due. 

Iroquois sells to Pennsylvania and United natural gas purchased from the 
Sheridan Field, Colorado County, Texas. Although Iroquois pays for the pur- 
chased gas and for the entire transportation charge, Tennessee Gas Trans- 
mission Company (Tennessee), transports and delivers this gas directly to 
Pennsylvania and United for the account of Iroquois. The aforementioned tariff 
provides a cost formula under which the rate is the sum of the average cost of 
purchased gas, the average cost of transportation billed to Iroquois by Tennessee, 
and pro-rated administrative charges. The proposed tariff change provides an 
additional monthly component of cost, namely, the average cost of any taxes paid 
to others than the suppliers for gas purchased. It is specifically designed to 
recover the cost of the Texas Severance Beneficiary Tax, which became effective 
September 1, 1959. 

The Commission is advised that litigation is being instituted to challenge the 
constitutionality of the Texas Severance Beneficiary Tax. In consideration of 
this fact, and in order to assure appropriate refund in the event said tax should 
be declared unconstitutional or otherwise held invalid by final judicial decision, 
it is deemed advisable to suspend the said proposed increased rate and charge. 


The Commission finds: 


(1) It is necessary and proper in the public interest, and to aid in the en- 
forcement of the provisions of the Natural Gas Act, that the Commission enter 
upon a hearing concerning the lawfulness of the rate, charge, classification, and 
service contained in Iroquois’ FPC Gas Tariff Original Volume No. 1 as proposed 
to be amended by First Revised Sheets Nos. 19A through 19E as tendered for 
filing on October 5, 1959, and that said proposed revised tariff sheets and the 
rate contained therein be suspended and the use thereof deferred as herein- 
after provided. 

(2) It is appropriate in the public interest and in carrying out the provisions 
of the Natural Gas Act that Iroquois’ proposed tariff sheets be made effective 
as hereinafter provided and that Iroquois be required to file an undertaking as 
hereinafter ordered and conditioned. 


The Commission orders: 


(A) Pursuant to the authority contained in and subject to the jurisdiction 
conferred upon the Federal Power Commission by Sections 4 and 15 of the 
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Natural Gas Act, and the Commission’s Regulations under the Natural Gas 
Act, including Rules of Practice and Procedure (18 CFR, Chapter 1), a public 
hearing be held at a time and date to be fixed by notice from the Secretary of 
this Commission, concerning the lawfulness of the rate, charge, classification, and 
service, subject to the jurisdiction of the Commission, contained in Iroquois’ 
FPC Gas Tariff Original Volume No. 1 as proposed to be amended by First 
Revised Sheets Nos. 19A through 19E as tendered for filing on October 5, 1959. 

(B) Pending such hearing and decision thereon First Revised Sheets Nos. 
19A through 19E to Iroquois’ FPC Gas Tariff, Original Volume No. 1 as ten- 
dered for filing on October 5, 1959, are each hereby suspended, and their use 
deferred until November 6, 1959, and until such further time as they are made 
effective in the manner hereinafter prescribed. 

(C) The rate, charge, classification, and service set forth in the above-desig- 
nated filing shall be effective as of November 6, 1959: Provided, however, 
That, within 20 days from the date of this order, Iroquois shall file a motion as 
required by Section 4(e) of the Natural Gas Act and concurrently execute and 
file with the Secretary of the Commission the agreement and undertaking 
described in paragraph (E) below. 

(D) Iroquois shall refund at such times and in such amounts to the per- 
sons entitled thereto, and in such manner as may be required by final order of 
the Commission, the difference between the presently effective rate and charge 
and the proposed increased rate and charge hereby allowed to become effective 
in the event the Texas Severance Beneficiary Tax is for any reason held to be 
invalid. Should said tax eventually be held invalid and the State of Texas 
make refund, with interest, of the tax monies collected pursuant to said tax, 
then, and in that event, a proportionate part of the interest so received by 
Iroquois herein shall be passed on and paid to the persons entitled thereto at 
such times, and in such amounts, and in such manner as may be required by 
final order of the Commission. Iroquois shall bear all costs of any such re- 
funding; shall keep accurate accounts in detail of all amounts received by reason 
of the increased rate or charge allowed by this order to become effective, for 
each billing period, specifying by whom and in whose behalf such amounts were 
paid; and shall report (original and four copies), in writing and under oath to 
the Commission monthly, for each billing period, and for each purchaser, the 
billing determinants of natural gas sales to such purchasers and the revenues 
resulting therefrom, as computed under the rate in effect immediately prior to 
the date upon which the increased rate allowed by this order becomes effective, 
and under the rate allowed by this order to become effective, together with the 
differences in the revenues so computed . 

(B) As a condition of this order, within 20 days from the date of issuance 
hereof, Iroquois shall concurrently execute and file (original and three (3) 
copies) with the Secretary of the Commission its motion to make the rate 
effective and its written agreement and undertaking to comply with the terms 
of paragraph (D) hereof, signed by a responsible officer of the corporation, 
evidenced by proper authority from the Board of Directors, and accompanied by 
a certificate showing service of copies thereof upon all purchasers under the 
tariff sheets involved, as follows: 

Agreement and Undertaking of Iroquois Gas Corporation to Comply with the 
Terms and Conditions of Paragraph (D) of Federal Power Commission’s Order 
for Hearing, Suspending Proposed Revised Tariff Sheets, and Allowing Revised 
Tariff Sheets to Become Effective Upon Filing of Motion and Undertaking to 
Assure Refund of Excess Charges. 

In conformity with the requirements of the order issued (Date), in Docket No. 
G-19982, Iroquois Gas Corporation hereby agrees and undertakes to comply 
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with the terms and conditions of paragraph (D) of said order, and has caused 
this agreement and undertaking to be executed and sealed in its name by its 
officers, thereupon duly authorized in accordance with the terms of the reso- 
lution of its Board of Directors, a certified copy of which is appended thereto 
this day of » 1959. 

Iroquois Gas CORPORATION 


Attest: 


(Secretary) 

Unless Iroquois is advised to the contrary within 15 days after the date of 
filing such agreement and undertaking, the agreement and undertaking shall 
be deemed to have been accepted. 

(F) If Iroquois shall, in conformity with the terms and conditions of para- 
graph (D) of this order, make the refunds as may be required by order of the 
Commission, the undertaking shall be discharged, otherwise it shall remain 
in full force and effect . 

(G) Neither the tariff here proposed to be amended nor the revised tariff 
sheets hereby suspended shall be changed until the period of suspension has 
expired, unless otherwise ordered by the Commission. 

(H) Interested State commissions may participate as provided by Sections 1.8 
and 1.37(f) of the Commission’s Rules of Practice and Procedure [18 CFR 1.8 
and 1.37(f)]. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


PUBLIC UTILITY DISTRICT NO. 1 OF CHELAN COUNTY, WASHINGTON, 
PROJECT NO. 2145 


ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued November 5, 1959) 


Application was filed June 19, 1959, by Public Utility District No. 1 of Chelan 
County, Washington, licensee for major Project No. 2145, located on the Colum- 
bia River in Chelan and Douglas Counties, Washington, for amendment of 
Article 29 of the license for the project to revise the clearing requirements for 
the project reservoir so that the sides and margins of the reservoir would be 
cleared between the horizontal plane established at elevation 698 feet (5 feet 
below the minimum pool) and an upper limit approximating the annual flood 
line of the reservoir and having a maximum forebay elevation of 710 feet. 

The application states that the proposed changes are necessary and desirable 
to provide satisfactory conditions for the navigation of all craft and for the 
interpretation of the license requirements and that the changes will result in 
considerable reduction in expenditure. 

The Chief of Engineers, Department of the Army, in reporting on the appli- 
cation informed the Commission that there is no objection to the clearing re- 
quirements proposed in the application, but that it would appear that provision 
should be made for removal of non-floatable structures, stumps, or growth of 
sizable diameter less than four feet in height to provide satisfactory conditions 
for navigation of all craft as hereinafter provided. 


The Commission finds: 


(1) The license, further amended as hereinafter provided, will not alter 
any of the basic facts upon which the license was issued. 
(2) Public notice has been given of the filing of the application. 
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The Commission orders: 


(A) The license for Project No. 2145—which was issued July 12, 1956, 16 
FPC 736, effective as of July 1, 1956, to Public Utility District No. 1 of Chelan 
County, Washington, and was subsequently amended—is further amended so 
that Article 29 thereof shall read as follows: 

Article 29. The Licensee, shall, prior to impounding water, clear all lands in 
the sides and margins of the reservoir by removing from the area to be flooded 
any obstruction such as trees, timber, underbrush, refuse, and other material 
between the horizontal plane at elevation 698 feet and an upper limit approxi- 
mating the annual flood line. The upper limit is represented by: 

(i) The project boundary (corresponding to the backwater curve for 718,000 
cfs flow with forebay at elevation 710) from the dam site to river mile 489 (at 
Ribbon Cliff) ; 

(ii) The backwater contour for 125,000 cfs flow with forebay at elevation 
710 in orchards upstream from river mile 489 ; and 

(iii) The backwater curve for 500,000 cfs flow with forebay at elevation 710 
in all areas except orchards upstream from river mile 489, 

The Licensee shall cut all trees and brush within the area below the 698- 
foot elevation so that no brush or trees will protrude above said elevation. The 
Licensee shall dispose of all temporary structures, unused timber, brush, refuse, 
or inflammable material resulting from clearing of the lands or from the con- 
struction and maintenance of the project works. In addition, all trees along 
the margin of the reservoir which may die from operation of the project shall 
be removed. The clearing of the lands and the disposal of the material shall be 
done with due diligence and to the satisfaction of the authorized representative 
of the Commission. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-69038 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued November 6, 1959) 


Gulf States Utilities Company (Applicant), incorporated under the laws of 
the State of Texas and qualified to do business as a foreign corporation in the 
State of Louisiana, with its principal place of business in Beaumont, Texas, filed 
an application on October 1, 1959, as amended October 14, 1959, for an order, pur- 
suant to Section 204 of the Federal Power Act, authorizing the issuance and 
sale at competitive bidding of $16,000,000, principal amount of First Mortgage 
Bonds, Series A due 1989. 

The proposed Bonds will be issued under Applicant’s Indenture of Mortgage, 
dated September 1, 1926, as heretofore supplemented and as to be further supple- 
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mented by a proposed Nineteenth Supplemental Indenture to be dated as of the 
first day of the month in which the proposed Bonds are issued. 

Applicant proposes, on or about November 10, 1959, to invite sealed, written 
bids for the purchase of the proposed issuance of Bonds through newspaper pub- 
lication and by distribution of a Public Invitation for Bids, containing a state- 
ment of terms and conditons relating thereto, together with a form of bid and a 
form of bond purchase contract. 

Each bid, whether from a single bidder or a group of bidders, must be for the 
purchase of the entire issuance of Bonds, and must be on the form of bid furnished 
by Applicant. Bach bid must specify, among other things, (1) the interest rate 
to be borne by the Bonds, which rate shall be a multiple of 4th of 1%; (2) the 
price (exclusive of accrued interest) to be paid to Applicant for the Bonds, which 
price shall be not less than 100% nor more than 1021%4% of the principal amount 
thereof; (3) that the initial public offering price of the Bonds if offered for resale 
shall not exceed the amount of the bid therefor plus 114% of the principal amount 
of the Bonds, or, alternatively, that no public offering of the Bonds for resale is 
intended ; and (4) that Applicant shall be paid the amount of the accrued interest 
on the Bonds from the first day of the month in which the Bonds are issued to 
the date of payment therefor and delivery thereof. 

All bids for the proposed issuance of Bonds must be presented to Applicant at 
The Hanover Bank, Room A, 70 Broadway, New York 15, New York, before 
11:00 A.M., New York Time, on November 24, 1959 (unless postponed). Unless 
Applicant shall reject all bids for the proposed issuance (which it reserves the 
privilege to do) or excludes a bid or bids for reasons specified in the Public Invi- 
tation, it will accept the bid for the Bonds which will result in the lowest annual 
cost of money to it. Each bid must be accompanied by a certified or official bank 
check or checks in the aggregate amount of $480,000. 

The net proceeds to be secured from the proposed issuance and sale of Bonds 
will aggregate approximately $15,900,000, and will be utilized for (1) repayment 
of an estimated $6,000,000, principal amount of Promissory Notes, expected to 
be outstanding as of the date of issuance of the contemplated Bonds; * and (2) 
continuation of Applicant’s current construction program, along with fulfill- 
ment of other corporate purposes. Construction expenditures for the year 1959 
are estimated at a total of $58,000,000; and for the two-year period of 1959-60, 
such expenditures are expected to aggregate about $101,000,000, consisting pri- 
marily of $51,732,000 for electric and steam production plant and $45,811,000 for 
electric transmission and distribution facilities. 

Written notice of the application has been given to the Texas Railroad Com- 
mission and the Louisiana Public Service Commission, and to the Governor of 
each of those States. Notice of the application has also been given by publica- 
tion in the Federal Register on October 15, 1959 (24 F.R. 8389), stating that any 
person desiring to be heard or to make any protest with reference to the aforesaid 
application should file, on or before October 29, 1959, a petition or protest with 
the Federal Power Commission, Washington 25, D.C. No protest, petition, or 
request to be heard in opposition to the granting of the application has been 
received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission as 


*By order issued November 26, 1958, Gulf States Utilities Company, Docket No. B-6848 
(20 F.P.C. 759), the Commission authorized Applicant to issue, not to exceed $20,000,000, 
aggregate principal amount of Promissory Notes, outstanding at any one time, upon the 
condition that the final maturity of all such Notes be not later than December 1, 1959. 
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heretofore described and set forth in the Commission’s order issued November 27, 
1957, Gulf States Utilities Company, Docket No. E-6785 (18 FPC 701). 

(2) The proposed issuance and sale of Bonds, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of securities is, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, upon the terms and conditions 
and for the purposes specified in the application, as described above, are hereby 
authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements, 
and Section 34.2(k) (4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised the 
Commission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations ; 

(ii) The Commission, by a further order, shall have approved the price to 
be received by Applicant for the proposed issuance of Bonds and the interest 
rate thereof. 

(C) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States with respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. G-18836 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


On June 23, 1959, Columbia Gulf Transmission Company (Applicant) filed in 
Docket No. G—18836 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the construc- 


RE 
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tion and operation of 41.1 miles of 24-inch pipeline loop along Applicant’s Hast 
Lateral pipeline in Vermilion and St. Mary Parishes, Louisiana, all as more 
fully set forth in the application. 

Applicant’s existing operations consist solely of the transportation of natural 
gas for United Fuel Gas Company from fields in southern Louisiana to delivery 
points at Means and Leach, Kentucky. The instant application states that 
changed operating conditions result in increased takes of gas on the East Lateral 
section of Applicant’s system, and that operation of a recently completed dehy- 
dration plant and a hydrocarbon extraction plant now under construction will 
necessitate the transportation of additional volumes of gas to maintain required 
deliveries through the East Lateral. 

The proposed loop will enable Applicant to maintain required deliveries 
through the East Lateral. The delivery capacity of the main pipeline system 
will not be changed. 

The estimated cost of the proposed construction is $3,916,000, which will be 
supplied from current funds available to Applicant. 

No question of gas supply is involved herein. 

Temporary authorization to construct and operate the facilities proposed 
under this application was granted to Applicant on August 31, 1959. 

Tennessee Gas Transmission Company filed a petition for leave to intervene 
in this proceeding on July 20, 1959, which petition was denied by the Commission 
by order issued on September 15, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 27, 1959, respecting the matters involved in and the issues presented 
by the application herein. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Columbia Gulf Transmission Company, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued November 5, 1958, in Docket No. G-15524 (20 
FPO 681). 

(2) The facilities hereinbefore described are proposed to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the facilities hereinbefore described, 
as proposed by Applicant, are required by the public convenience and necessity 
and a certificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate granted hereinafter and to the 
exercise of the rights granted thereunder, and that the time within which con- 
struction of the facilities authorized by this order should be completed and 
placed in actual operation should be fixed at 8 months from the date on which 
this order issues. 
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(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Columbia Gulf Transmission Company to construct 
and operate the proposed facilities and to transport natural gas as hereinbefore 
described, all as more fully described in the application in this proceeding, upon 
the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
is hereby fixed at 8 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


EASTERN SHORE NATURAL GAS COMPANY, DOCKET NO. G—18321 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued November 9, 1959) 


On April 15, 1959, as supplemented on June 12 and July 30, 1959, Eastern 
Shore Natural Gas Company (Applicant) filed in Docket No. G—18321 an ap- 
plication pursuant to Section 7(c) of the Natural Gas Act for a certificate of 
public convenience and necessity authorizing the construction and operation 
of certain natural gas facilities within the State of Delaware along Applicant’s 
existing transmission line, and the sale and delivery of natural gas on an in- 
terruptible basis to three direct industrial customers and one distributing 
company for resale, all as more fully set forth in the application, as supplemented. 

The facilities for which authorization is sought herein, and the proposed 
customers to be served are: 

(1) 3,500 feet of 2-inch pipeline, and a measuring and regulator station to 
serve Bramble Canning Company ; 

(2) 1,000 feet of 2-inch pipeline, and a measuring and regulator station to 
serve Standard Bitulithic Company; 

(3) 2,000 feet of 2-inch pipeline, and a measuring and regulator station to 
serve Cole Canning Company; and 

(4) Delaware Power and Light Company, to be served through an existing 
interconnection between facilities of Applicant and Delaware Power and Light 
Company. 

The estimated total cost of the facilities involved in (1), (2) and (3) above 
is $19,450. The estimated annual volumes of gas to be sold, at 14.73 psia, are: 
Bramble Canning, 64,200 Mcf; Standard Bitulithic, 24,000 Mcf; Cole Canning, 
10,300 Mcf; and Delaware Power and Light, 518,670 Mcf. 
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The sales proposed herein will be made from Applicant’s presently available 
gas supply from Transcontinental Gas Pipe Line Corporation. No issue of 
supply or capacity is involved. 

Temporary authorization to construct and operate the proposed facilities and 
to deliver natural gas to the three direct industrial customers as applied for 
in this docket was granted to Applicant on July 10, 1959. Temporary authority 
to make the proposed sale of natural gas to Delaware Power and Light Com- 
pany was granted on August 21, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 27, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 

The Commission finds: 

(1) Applicant, Eastern Shore Natural Gas Company, a Delaware corporation 
having its principal place of business in Salisbury, Maryland, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order issued November 29, 1957, modifying and adopting 
the decision of the Presiding Examiner in Docket No. G—-12200 (Docket Nos. 
G-12059, et al.) (18 FPC 710). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits, as supplemented, in this proceeding, are proposed to be 
used in the transportation and sale of natural gas in interstate commerce, sub- 
ject to the jurisdiction of the Commission, and the construction and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (ce) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 6 months from the date on which 
this order issues. 

(6) The volumes of natural gas to be delivered by Applicant to the direct 
industrial customers herein should be limited to the following maximums: 
Bramble Canning Company, 500 Mcf per day; Standard Bitulithic Company, 
24,000 Mcf per year ; Cole Canning Company, 80 Mcf per day. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


556-711—64—_54 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Eastern Shore Natural Gas Company to construct 
and operate the facilities hereinbefore described, all as more fully described in 
the application and exhibits, as supplemented, in this proceeding, for the trans- 
portation and sale of natural gas as therein set forth, subject to the jurisdiction 
of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the certificate granted in paragraph (A) hereof 
and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(D) The volumes of natural gas to be delivered by Applicant to the customers 
herein shall be limited to the following maximums: Bramble Canning Company, 
500 Mcf per day ; Standard Bitulithic Company, 24,000 Mcf per year; Cole Can- 
ning Company, 80 Mcf per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-18974 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


On July 16, 1959, Panhandle Eastern Pipe Line Company (Applicant) filed 
in Docket No. G—18974 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of field facilities to enable Applicant to take into its 
certificated main pipeline system natural gas which will be purchased from 
producers in the general area of Applicant’s existing transmission system from 
time to time during the 12-month period ending August 1, 1960, at a total cost of 
not to exceed $2,000,000, with no single project to exceed a cost of $250,000. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipeline 
system new supplies of gas in various producing areas generally coextensive 
with its system. 

Applicant will finance the cost of its proposed facilities from funds on hand. 
No new or additional sale of gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 29, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Panhandle Eastern Pipe Line Company, a Delaware corporation 
having its principal place of business in Kansas City, Missouri, is a “natural-gas 
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company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of October 17, 1945, in Docket No. G-254 (4 FPC 
1081). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
from producers thereof during the period ending August 1, 1960, as proposed 
by Applicant, are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before October 1, 1960, 
a statement, under oath, showing by names of fields connected: (a) estimates 
of gas supplies attached, (b) a description of the project or projects that have 
been constructed pursuant to the authorization granted hereunder, (c) the 
location of said project or projects, (d) the costs of the facilities so constructed 
and (e) the names of the independent producers involved together with the 
respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(6) The authorization granted herein should be limited to construction dur- 
ing the period ending August 1, 1960, and the total expenditures for facilities 
to be constructed hereunder should be limited to $2,000,000, with no single 
project to exceed a cost of $250,000. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Panhandle Eastern Pipe Line Company to construct 
and operate the proposed facilities to take natural gas from producers thereof 
during the period ending August 1, 1960, all as more fully dscribed in the 
application in this proceeding, upon the terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above shall be limited 
to construction during the period ending August 1, 1960, and the total expendi- 
tures for facilities to be constructed hereunder shall be limited to $2,000,000, 
with no single project to exceed a cost of $250,000. 

(C) Applicant shall submit, on or before October 1, 1960, a statement, under 
oath, showing by names of fields connected: (a) estimates of gas supplies 
attached, (b) a description of the project or projects constructed pursuant to 
the authorization granted hereunder, (c) the location of said project or projects, 
(d) the costs of the facilities so constructed, and (e) the names of the inde- 
pendent producers involved together with the respective dates of the gas sales 
contracts and the docket numbers of the related producer certificate applications. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


SOUTH GEORGIA NATURAL GAS COMPANY, DOCKET NO. G-—9892; 
SOUTHERN NATURAL GAS COMPANY, DOCKET NO. G-—14587; SECURE 
TRUSTS, DOCKET NO. G—14903; ESTATE OF LYDA BUNKER HUNT, 
DECEASED, DOCKET NO. G-14904; H. L. HUNT, DOCKET NO. G—14905; 
THE TEXAS COMPANY, DOCKET NO. G—15038; OLIN GAS TRANSMIS- 
SION CORPORATION, DOCKET NO. G-15110; EARL G. BATEMAN D/B/A 
BATEMAN DRILLING COMPANY, OPERATOR, ET AL., DOCKET NO. G- 
15141; HUNT OIL COMPANY, OPERATOR, DOCKET NO. G-—15146; THE 
CALIFORNIA COMPANY, DOCKET NO. G—16680; PLACID OIL COMPANY, 
DOCKET NO. G-17746; GULF OIL CORPORATION, DOCKET NO. 
G-17760. 

ORDER, UPON RECONSIDERATION AUTHORIZING NATURAL GAS SERVICE TO THE CITY OF 

LUMPKIN, GEORGIA 


(Issued November 9, 1959) 


On August 28, 1959, the City of Lumpkin, Georgia, filed an application for 
rehearing of the Commission’s Opinion No. 325 and accompanying order issued 
in the above-entitled proceedings on August 7, 1959, 22 FPC 211. In that opinion 
and accompanying order we denied the request of the City of Lumpkin for an 
allocation of natural gas from the system of South Georgia Natural Gas Com- 
pany (South Georgia) upon a finding that the City had failed to show upon the 
record that its proposed project would be economically feasible because it would 
have a minimum debt service coverage ratio of less than 1.5. 

In its application herein Lumpkin alleged that since the record in this pro- 
ceeding was closed, the City has received numerous subscriptions for service 
and paid deposits therefor from 297 prospective customers for gas. Upon this 
basis Lumpkin would have a debt service coverage ratio of not less than 1.89 
based on a third year gas allocation, and 1.96 based on a fifth year allocation. 
Lumpkin also filed a revised engineering report which it offers to support the 
allegations therein and the certification of South Georgia’s proposed sale to it. 
Accordingly, Lumpkin requested that the Commission approve the sale of gas 
to it by South Georgia without further hearing, or alternatively, grant the 
rehearing requested and permit Lumpkin to adduce the new and additional 
evidence. 

Upon consideration of the application for rehearing including the revised 
engineering report submitted therewith we issued our order of September 21, 
1959, in the above-entitled proceeding reopening the record and providing for the 
receipt of said additional evidence provided no protest to the receipt thereof in 
evidence is received from any party or parties to these proceedings within ten 
(10) days after the date of issuance of said order. No protest by any party or 
parties herein has been received within the time specified. 

Comparison of the original and revised engineering reports shows the following : 


Original Report Revised Report 


lst year | 2d year | 3d year | Ist year | 2d year | 3d year 


Number of customers: 


Type A residences. ................... 80 96 103 139 152 166 
Type B residences. ..................- 56 69 74 97 109 120 
Small Commercial..................-- 30 35 40 30 35 40 
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The natural gas requirements of Lumpkin compare as follows: 








y Original Engineering Report | Revised Engineering Report 
Year 
Peak Day Annual | Peak Day Annual 
125 10, 164 194 15, 165 
150 12, 026 217 16, 935 
166 13, 366 | 242 18, 87 
slibaitbdaiarts cedpdectniidaeeh ekhsdgle bial taleindedateen denen | 248 19, 362 
phen in LaOiamubnideaieddaaijuceprehidenite yeaa Digit tonate dio disnstel 254 19, 846 


Based on the revised number of customers and resulting revenues, Lumpkin’s 
debt service coverage ratio would be as follows: 


a GECCCIG SUVUREEEET OG CIE SOE nections naicnencindasmiennen 1. 89 
Gas allocation levelling Gt BIth yeOr...... 2.22 nnn ences 1. 96 


By increasing the number of customers, the increased revenues resulting 
therefrom are sufficient to raise Lumpkin’s debt service coverage ratio to a 
figure that is acceptable to the Commision. It appears that in the revised 
engineering report the natural gas requirements are reasonably estimated and 
that Lumpkin now has an economically feasible project. 


The Commission finds: 


(1) It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act and the public convenience and necessity require that the additional 
evidence submitted by the City of Lumpkin, as described above and more fully 
described in the application for rehearing filed herein, including the revised 
engineering report be received in evidence and made a part of the record in 
this proceeding. 

(2) It is necessary and desirable and the public convenience and necessity 
require that South Georgia be authorized to construct and operate such natural 
gas facilities as are necessary to make physical connection of its transmission 
facilities with the facilities to be constructed by the City of Lumpkin and that 
South Georgia be authorized to sell and deliver to the City of Lumpkin up to 
242 Mcf per day of natural gas as hereinafter ordered. 

The Commission orders: 


(A) The additional evidence submitted by the City of Lumpkin in this pro- 
ceeding, as hereinbefore described, all as more fully described in the application 
for rehearing herein, including the revised engineering report is received in 
evidence and made a part of the record in this proceeding. 

(B) South Georgia is hereby authorized to construct and operate such fa- 
cilities as are necessary to make physical connection of its transmission facilities 
with the facilities to be constructed by the City of Lumpkin and to sell and 
deliver to the City of Lumpkin up to 242 Mcf of natural gas per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G—19079 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


Tennessee Gas Transmission Company (Applicant), a Delaware corporation 
having its principal place of business at Houston, Texas, filed on July 29, 1959, 
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a budget type application for a certificate of public convenience and necessity, 
pursuant to Section 7(c) of the Natural Gas Act, authorizing applicant to 
construct and operate in 1959 and 1960 an unspecified number of metering 
and regulating stations and other appurtenant facilities to establish additional 
delivery points to its existing resale customers, subject to the jurisdiction of 
the Commission, all as more fully represented in the application. 

Applicant estimates the total cost of the proposed facilities, based on past 
experience, will not exceed $200,000 with the total cost of any one project 
not to exceed $50,000. The cost of the proposed facilities will be financed from 
funds on hand. 

Applicant states that deliveries of gas through the proposed facilities will 
be restricted to the authorized contract volumes. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 29, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant is a “natural gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The proposed construction and operation as hereinbefore described is sub- 
ject to the requirements of subsection (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) The proposed construction during 1959 and 1960 and operation by Ap- 
plicant of facilities costing in total no more than $200,000 and for any one project 
no more than $50,000, to establish new delivery points for delivering authorized 
volumes of natural gas to existing resale customers are required by the public 
convenience and necessity and a certificate therefor should be issued as here- 
inafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and perform the 
services proposed and to abide by the provisions of the Natural Gas Act and 
the rules, regulations and orders of the Commission thereunder. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure, was unopposed by any party of record and, not having 


been denied by the Commission, is granted pursuant to Section 1.30(c) (1) of 
said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Applicant to construct during 1959 and 1960 an unspecified number of 
metering and regulating facilities, costing in total no more than $200,000, and 
no more than $50,000 for any one project, and to operate said facilities as addi- 
tional points for delivering authorized volumes of natural gas to its existing 
resale customers, all as more fully described in the application, subject to the 
jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Secticn 157.20 of the Commission’s Regulations under the Natural Gas Act 
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shall attach to the certificate issued in paragraph (A) hereof and to the exercise 
of the rights granted thereunder. 

(C) Tennessee shall submit by March 1, 1961, a report detailing the names of 
customers receiving gas from the new delivery points; description and location 
of facilities at each new delivery point; cost of each facility built hereunder; 
volumes expected to be delivered annually and on peak days at each new de- 
livery point; and related rate schedule applicable to each new delivery point. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NOS. G—19080 
AND G-19081 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


Tennessee Gas Transmission Company (Applicant) a Delaware corporation 
having its principal place of business in Houston, Texas, filed on July 29, 1959, 
applications for certificates of public convenience and necessity authorizing new 
field sales of natural gas to El Paso Natural Gas Company (El Paso) as here- 
inafter described subject to the jurisdiction of the Commission, all as more fully 
represented in the applications. 

Applicant proposes to sell natural gas to El Paso from production from acreage 
in the Blanco and South Blanco Fields, Rio Arriba County, New Mexico. 

Docket No. Producing Horizon Rate Schedule Designation 

G-19080 Pictured Cliffs Formation 
G-19081 Mesa Verde Formation 


Tennessee owns 50% of the working interest in the producing properties and 
El Paso owns the remaining 50%. 

By air mail letter dated September 3, 1959, Applicant was issued temporary 
authorization to render service in both applications. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 29, 1959 respecting the matters involved in and the issues presented by 
the applications. No petition to intervene or protest to the granting of the 
applications has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant is a “natural-gas company” within the meaning of the Natural 
Gas Act, as heretofore found by the Commission. 

(2) The sales of natural gas hereinbefore described, as more fully described 
in the applications will be made in interstate commerce, subject to the juris- 
diction of the Commission, and such sales by Applicant, together with the con- 
struction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 
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(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and the 
requirements, rules and regulations of the Commission thereunder. 

(4) The sales of natural gas by Applicant, together with the construction and 
operation of any facilities subject to the jurisdiction of the Commission neces- 
sary therefor, are required by the public convenience and necessity, and cer- 
tificates therefor should be issued as hereinafter ordered and conditioned. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure, was unopposed by any party of record and, not having 
been denied by the Commission, is granted pursuant to Section 1.30(c) (1) of 
said Rules. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and are hereby issued, 
upon the terms and conditions of this order, authorizing the sales by Applicant 
of natural gas in interstate commerce for resale, together with the construction 
and operation of any facilities, subject to the jurisdiction of the Commission, 
used for the sale of natural gas in interstate commerce, as hereinbefore described 
and as more fully described in the applications and exhibits in this proceeding. 

(B) The certificates are not transferable and shall be effective only so long 
as Applicant continues the acts or operations hereby authorized in accordance 
with the provisions of the Natural Gas Act, and the applicable rules, regulations 
and orders of the Commission. 

(C) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Section 154 of the 
Commission’s Rules and Regulations thereunder requiring the filing of rate 
schedules for the service herein authorized; and is without prejudice to any 
findings or orders which have been or may hereafter be made by the Commission 
in any proceeding now pending or hereafter instituted by or against the Ap- 
plicant. Further, our action in this proceeding shall not foreclose nor prejudice 
any future proceedings or objection relating to the operation of any price or 
related provision in the gas purchase contracts herein involved. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-15192 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


United Gas Pipe Line Company (Applicant), a Delaware corporation having 
its principal place of business at 1525 Fairfield Avenue, Shreveport, Louisiana, 
filed on May 29, 1958, an application as supplemented on June 17 and 23, 1958, 
for a certificate of public convenience and necessity pursuant to Section 7(c) 
of the Natural Gas Act, authorizing the transportation and sale of natural 
gas in interstate commerce and the operation of facilities necessary therefor, 
subject to the jurisdiction of the Commission, all as more fully represented in 
the application. 

The service for which a certificate is sought has been rendered for a number 
of years from Applicant’s system near Beaumont in Polk, Liberty, Hardin, 
Jefferson and Orange Counties, Texas, but it has been an intrastate nonjuris- 
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dictional service. Applicant contemplates that the intrastate facilities, con- 
sisting of a network of pipelines generally between Applicant’s Goodrich Com- 
pressor Station and the Texas-Louisiana border near Lake Sabine, will, in the 
near future, become jurisdictional when the flow direction will be reversed 
through “the action of other parties” not under Applicant’s control. Applicant 
notified the Commission that the change in flow occurred on June 11, 1958. 

Sales for resale from the facilities in question are made to Southern Union 
Gas Company and United Gas Corporation. Southern Union serves Port Acres, 
Port Arthur, and Port Neches, including a number of additions in the latter 
two communities. United Gas Corporation serves Beaumont, Orange, Goodrich, 
ten other communities listed in the application, and unspecified rural areas and 
farm taps. 

Along the pipelines concerned in this application, United also serves gas to 
23 industrial customers who are listed in the application. 

Pursuant to due notice, a public hearing was held in Washintgon, D.C., on 
October 29, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware Corporation hav- 
ing its principal piace of business in Shreveport, Louisiana, is a “natural gas 
company” within the meaning of the Natural Gas Act as heretofore found by 
the Commission. 

(2) The transportation and sale of natural gas in interstate commerce as 
hereinbefore described and the operation of the facilities necessary therefor 
are subject to the requirements of subsection (c) and (e) of Section 7 of 
the Natural Gas Act. 

(3) The proposed transportation and sales, and operation of facilities neces- 
sary therefor are required by the public convenience and necessity and a cer- 
tificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure, was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to perform the services and operate the 
facilities as hereinbefore described, all as more fully represented in the appli- 
cation subject to the jurisdiction of the Commission, upon the terms and con- 
ditions of this order. 

(B) The general conditions set forth in paragraph (e) of section 157.20 
of the Commission’s regulations under the Natural Gas Act shall attach to 


the certificate issued in paragraph (A) above and to the exercise of the rights 
granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 










UNITED GAS PIPE LINE COMPANY, DOCKET NO. G-18983 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 9, 1959) 


On July 16, 1959, United Gas Pipe Line Company (Applicant) filed in Docket 
No. G—18983 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the construction and 
operation of field facilities to enable Applicant to take into its certificated main 
pipeline system natural gas which it will purchase from producers in the general 
area of its existing transmission system from time to time during the calendar 
year 1960, at a total cost not in excess of $3,000,000, with the total cost of any 
single project not to exceed $400,000. 

The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting to its pipeline 
system new supplies of gas in producing areas generally coextensive with its 
system. Applicant will finance the cost of the proposed facilities from current 
working funds. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 29, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 


a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of November 10, 1942, in Docket No. G-232 (3 
FPC 863). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1960 as proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued, as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, prior to March 1, 1961, a state- 
ment, under oath, showing by names of fields connected: (a) estimates of gas 
supplies attached, (b) a description of the project or projects that have been con- 
structed pursuant to the authorization granted hereunder, during the calendar 
year 1960, (c) the location of said project or projects, (d) the costs of the fa- 
cilities so constructed, and (e) the names of the independent producers involved, 
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together with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction during 
the calendar year 1960, and the total expenditures for facilities to be constructed 
hereunder should be limited to $3,000,000, with the total cost of any single 
project not to exceed $400,000. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Gas Pipe Line Company to construct and operate the 
proposed facilities to take natural gas during the calendar year 1960, all as 
more fully described in the application in this proceeding, upon the terms and 
conditions of this order. 

(B) The authorization granted in paragraph (A) above shall be limited to 
construction during the calendar year 1960, and the total expenditures for fa- 
cilities to be constructed hereunder shall not exceed $3,000,000, with no single 
project to exceed a cost of $400,000. 

(C) Applicant shall submit, prior to March 1, 1961, a statement, under oath, 
showing by names of fields connected: (a) estimates of gas supplies attached, 
(b) a description of the project or projects that have been constructed pursuant 
to the authorization granted hereunder, during the calendar year 1960, (c) the 
location of said project or projects, (d) the costs of the facilities so constructed, 
and (e) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) shall attach to the certificate issued in paragraph (A) above and 
to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


RENAPPI CORPORATION (OPERATOR), ET AL., DOCKET NOS. G-11778 
AND G-13313 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued November 13, 1959) 


On October 6, 1959, Renappi Corporation (Operator), et al., for itself and 
for other parties’ of interest (hereinafter referred to collectively as Renappi), 
covered by its Rate Schedule No. 1, tendered for filing an Officer of Settlement, 


2¥Formerly J. C. Trahan Drilling Contractor, Inc., (Operator), et al. By Commission’s 
order, issued June 22, 1959, the proceedings were redesignated Renappi Corporation 
(Operator), e¢ al. 

2The other parties are Coastal States Gas Producing Company, Hudson Gas & Oil Cor- 
poration, E. Fred Herschbach, U. J. Hester, H. G. Lewis, Jr., Robert B. Payne, Miss 
Dorothy Mae Robbins, E. Mace Naylor, Miss Mary Lee Robbins, Trustee, C. H. Davis, Mrs. 
Betty Robbins Davis, John Clinton Robbins, John C. Robbins, Jr., F. G. Cox, Mrs. Clara 
Louise Hagge, L. C. Johnston, Mrs. R. Bruce Johnston, and Bryan W. Payne. 
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pursuant to Section 1.18(e) of the Commission’s Rules of Practice and Pro- 
cedure, of the rate suspension proceedings involved in the above-entitled matters. 
On the same date, October 6, 1959, Renappi tendered for filing a Notice of 
Change in rate dated October 2, 1959, proposing a two-step periodic rate increase 
of 0.4¢ per Mcf from 14.2¢ to 14.6¢ per Mef at 14.65 psia, which has been desig- 
nated as Supplement No. 7 to Renappi’s aforementioned FPC Gas Rate Schedule 
No. 12 An effective date of November 6, 1959, for the proposed increased rate 
is requested by Renappi. The suspension proceedings and proposed increased 
rate involved herein concern Renappi’s jurisdictional sales of natural gas to 
Texas Eastern Transmission Corporation (Texas Eastern) from the South 
Halisville Field, Harrison County, Texas. 

The increased rates, suspended by Commission’s orders issued January 25, 
1957, and September 27, 1957, respectively, and the subject of this Offer of 
Settlement, are as follows: 





Suspended Rate | FPC Gas Rate Date Rate Made 
Docket No. (14.65 psia) Schedule No, Suppl. No. Effective Subject 
¢ per Mef to Refund 
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* The Commission, by letter dated March 9, 1959, redesignated said rate schedule and supplements thereto 
as Renappi Corporation (Operator), et al.. FPC Gas Rate Schedule No. 1 and supplements thereto. 
(Formerly J. C. Trahan, Drilling Contractor, Inc., (Operator), et al., FPC Gas Rate Schedule No. 2). 

** Bilateral agreement to favored-nation rate increase. 


The Offer contemplates that these proceedings be settled on the following 
basis: 

(1) Existing favored-nation and two other clauses affecting the price in a 
minor way * would be eliminated from the subject gas-purchase contract between 
Renappi and Texas Eastern. 

(2) The price schedule of the contract with respect to future fixed price es- 
calations would be amended by converting the existing annual 0.2¢ per Mcf fixed 
price escalation to periodic increases of 1.0¢ per Mcf on November 1, of the years 
1963 ; 1968 and 1973 ; and in return, 

(3) The Commission would accept, without suspension, the proposed 14.6¢ per 
Mcf rate (contained in Supplement No. 7 to Renappi’s FPC Gas Rate Schedule 
No. 1), and allow such rate to become effective without refund obligation as of 
November 6, 1959, and the suspension proceedings in Docket Nos. G-11778 and 
G-—13313 be terminated and dismissed and Renappi be discharged of all refund 
obligations in connection therewith. 

By its terms, the Offer of Settlement is withdrawn if not accepted by the 
Commission prior to November 15, 1959. 

In support of its Offer of Settlement, Renappi states that the favored-nation 
clause was an important element of consideration required for the long-term 
commitment of its gas reserves to the performance of the contract; that it pro- 
vided seller with a means of protecting himself against inflation and increased 


* Erroneously referred to in the Offer of Settlement as Supplement No. 6 to Renappi’s 
FPC Gas Rate Schedule No. 1. 

#One provides for reduction in price of 1¢ per Mecf for gas produced from certain leases 
in the event they are classified as part of the Carthage Field by the Texas Railroad Com- 
mission prior to November 1, 1957 (which is now inapplicable); and the other provides 


for non-payment by buyer of any price which may be disallowed by the Federal Power 
Commission. 
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valuation of the gas during the 20-year term of the contract; and that it was 
included in the contract after arm’s-length negotiations. 

Texas Hastern has concurred in the Offer of Settlement and has agreed, in the 
event the Offer is accepted by the Commission, to make the contract changes or 
amendments provided for in the Offer. The Offer is in accordance with the 
proposals contained in a memorandum furnished to its customers by Texas 
Eastern in connection with the Offer of Settlement filed with the Commission in 
proceeding entitled In the Matter of Petroleum Leaseholds, Inc. (Operator), 
et al., Docket No. G—-18205. None of its customers have intervened in these pro- 
ceedings or expressed on the record any opposition to the Offer of Settlement. 

The Commission’s Staff, however, opposes acceptance of the Offer of Settlement 
on the ground principally that there has not been submitted evidence for finding 
the suspended rates just, reasonable and lawful. 

In our judgment, settlement of these proceedings in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate in carrying out 
the provisions of the Natural Gas Act. Renappi is proposing to delete the 
favored-nation clause and related price provisions from its Gas Purchase Con- 
tract with Texas Eastern herein involved, to waive all its future rights and 
benefits thereunder, and to replace the present 0.2¢ per Mcf yearly escalation by 
1.0¢ per Mcf periodic increases in November 1963, November 1968, and November 
1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate case as might 
otherwise arise under such provisions. The resulting stability in gas costs would 


be welcome to all segments of the natural gas industry. Furthermore, freeing 
the Commission and its staff from the need of considering such proposed in- 
creases would enable us to concentrate our efforts on more important rate cases 


and other matters having possibly more serious consequences for the public and 
the consumer. 


However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rate proposed 
by Renappi under the fixed escalation provision or otherwise. 

The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Renappi on 
October 6, 1959, and in Appendix A* to this order, is in the public interest and 
appropriate to carry out the provisions of the Natural Gas Act and should be 
approved by the Commission and made effective as hereinafter ordered. 

The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Renappi on Octo- 
ber 6, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Renappi shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contract dated March 8, 1956, as amended, filed with the Com- 
mission and now designated as Renappi’s FPC Gas Rate Schedule No. 1, in ac- 
cordance with Appendix A attached hereto. 

(C) Renappi shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to the aforesaid FPC Gas Rate Sched- 
ule No. 1, under Part 154 of the Commission’s Regulations under the Natural 


Gas Act, the executed agreement with Texas Eastern required by paragraph 
(B) above. 


*Omitted in printing. 
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(D) Upon Renappi’s compliance with paragraph (©) above, Renappi’s pro- 
posed increased rate of 14.6¢ per Mcf contained in Supplement No. 7 to its FPC 
Gas Rate Schedule No. 1 is hereby accepted for filing and permitted to become 
effective as of November 6, 1959. 

(E) Renappi’s proposed increased rates contained in Supplements Nos. 3, 4 
and 5 to its aforementioned FPC Gas Rate Schedule No. 1, suspended by our 
orders issued January 25, 1957, and September 27, 1957, in Docket Nos, G-11778 
and G-13313, respectively, are hereby permitted to become effective on the date 
Renappi makes the filing required in paragraph (C) above, and the proceedings 
in these dockets, concurrently with such filing, are terminated. 

(F) Renappi is hereby discharged from any liability for any refunds on ac- 
count of the suspended rates involved herein upon Renappi’s compliance with 
the provisions of paragraph (C) above. 

Commissioner Connole dissenting. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO. 2101 
ORDER APPROVING REVISED EXHIBITS 
(Issued November 138, 1959) 


Sacramento Municipal Utility District, licensee for major Project No. 2101— 
to be known as the Upper American River Project and located on the Rubicon 
River and tributaries, Silver Creek and tributaries, and South Fork of the Amer- 
ican River in El Dorado County, California, and affecting lands of the United 
States within the Eldorado National Forest—filed on October 26, 1959, for Com- 
mission approval and inclusion in the license for the project the following revised 
Exhibit K and pursuant to Article 26 of the license for the project the following 
revised Exhibit L drawings showing the Camino dam: 

Exhibit K-5 (FPC No. 2101-93) entitled “Camino Reservoir, Plan” insofar as 
it shows the dam and reservoir location and the area and capacity curves; 

L-52 (FPC No. 2101-95) entitled “Camino Dam, General Arrangement, Plan ;” 

L-53 (FPC No. 2101-96) entitled “Camino Dam, General Arrangement, 
Blevation ;” 

L-54 (FPC No. 2101-97) entitled “Camino Dam, General Arrangement, 
Sections ;” 

L-55 (FPC No. 2101-98) entitled “Camino Dam, General Arrangement, Basic 
Geometry ;” 

L-56 (FPC No. 2101-99) entitled “Camino Dam, Concrete Outlines, Arch 
Rings, Sheet 1;” 

L-57 (FPC No. 2101-100) entitled “Camino Dam, Concrete Outlines, Arch 
Rings, Sheet 2;” 

L-58 (FPC No. 2101-101) entitled “Camino Dam, Concrete Outlines, Gate 
Openings, Sheet 1;” 

L-59 (FPC No. 2101-102) entitled “Camino Dam, Concrete Outlines, Gate 
Openings, Sheet 2;” 

L-60 (FCP No. 2101-103) entitled “Camino Dam, Outlet Works;” and 

L-61 (FPC No. 2101-104) entitled “Camino Dam, Intake Structure, General 
Arrangement.” 

The above-described Exhibit L drawings supersede Exhibit L-9 (FPC No 
2101-15) insofar as its shows the plan, profile and section of the Camino dam. 
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The proposed Camino dam is a concrete arch structure 110 feet high with a 
crest length of 440 feet and a gated spillway with crest at elevation 2876.5. It is 
located on Silver Creek and forms the diversion structure and forebay for the 
Camino powerhouse. 

The effect of approving the exhibits, among others, will be to substitute a con- 
crete arch dam for a concrete gravity dam; to increase the usable storage 
capacity of the reservoir from 150 to 650 acre-feet ; to raise the maximum water 
surface elevation from 2913 to 2915; and to move the dam to a new site about 
1100 feet downstream from the location originally proposed. 

The Applicant by letter dated October 22, 1959, has informed the Commission 
that the location and design of the Camino dam has been approved by the 
Department of Water Resources of the State of California. 

The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over the Eldorado National Forest, has informed the Commission 
that the Service has no objection to the proposed relocation of the Camino dam 
and its increased height, with the resulting increase in reservoir capacity. 


The Commission finds: 


The above-described revised Exhibit K-5 (FPC No. 2101-93) and Exhibit L 
drawings (FPC Nos. 2101-95 through -104) conform to the Commission’s rules 
and regulations and should be approved as part of the license for the project and 
the above-specified Exhibit L-9 (FPC No. 2101-15), now part of the license for 
the project, insofar is it shows the plan, profile and section of the Camino dam 
should be eliminated from the license. 


The Commission orders: 


(A) The above-described Exhibit K-5 and Exhibit L drawings are approved 
as part of the license for the project. 

(B) The above-specified Exhibit L-9 (FPC No. 2101-15) insofar as it shows 
the plan, profile and section of the Camino dam is eliminated from the license 
for the project. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute accept- 
ance of this order. In acknowledgment of the acceptance of this order, it 
shall be signed for the Licensee and returned to the Commission within 60 days 
from the date of its issuance. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


GEORGIA POWER COMPANY, PROJECT NO. 2263 
ORDER RESCINDING ORDER ISSUING PRELIMINARY PERMIT 
(Issued November 17, 1959) * 


On September 17, 1959, 22 FPC 500, we issued an order granting a preliminary 
permit under the Federal Power Act to Georgia Power Company (Applicant) 
for proposed Project No. 2263, to be located on the Coosawattee River in Murray 
and Gilmer Counties, near Carters and Ellijay, Georgia. According to the 
application, the preliminary permit was requested in order to make studies, in 
cooperation with the Corps of Engineers, Department of the Army, to determine 
the feasibility of construction by Applicant of the power facilities in connection 
with the Corps’ proposed multiple-purpose dam and reservoir on the Coosawattee 
River at the Carters site. 


*Rehearing denied by order issued January 15, 1960. 
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In issuing this preliminary permit we did so believing that the power facilities 
at the proposed Project had not been authorized by Congress for construction 
and operation by an agency of the United States. Since then information came 
to our attention indicating that this was incorrect. By letter dated October 26, 
1959, we so advised the Applicant and provided that it might submit such rep- 
resentations as it deemed appropriate by November 13, 1959. The Applicant, 
on November 13, 1959, filed its response. 

We have considered the Applicant’s response, the provisions of the River and 
Harbor Act of 1945 (59 Stat. 10), related statutes, reports and decisions. As 
a result of such consideration we conclude that Congress authorized a project 
on the Coosawattee River, including power facilities, to be constructed by the 
United States at the approximate site Applicant would investigate under the 
preliminary permit. Consequently the Commission would be without authority 
to issue a license for this particular project and, therefore, lacks authority to 
issue a preliminary permit for the same project which permit, under the pro- 
visions of Section 5 of the Federal Power Act, would be for the sole purpose 
of maintaining priority of application for license under the terms of that Act. 

Under these circumstances we find that it is appropriate that our order of 
September 17, 1959 be rescinded. 


The Commission orders: 


The order issued September 17, 1959 issuing a preliminary permit to Georgia 
Power Company for proposed Project No. 2263 is hereby rescinded. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Artnur Kline. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G-19452 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 17, 1959) 


On September 14, 1959, Colorado Interstate Gas Company (Applicant) filed 
in Docket No. G—19452 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
acquisition from the City of Trinidad, Colorado, and the operation of the Trini- 
dad lateral facilities, consisting of approximately 36 miles of 8-inch transmission 
pipeline extending from Applicant’s 22-inch Amarillo-Denver main line to the 
City of Trinidad, and the town border meter and regulator station for that City, 
all as more fully set forth in the application. 

The City of Trinidad, present owner and operator of the subject facilities, 
purchases gas from Applicant under the latter’s G-1 rate schedule for retail 
distribution to its residents and for direct industrial sales and municipal power 
plant use. 

The purpose of the proposed acquisition is to relieve the City of Trinidad of 
the financial burden of operating the lateral pipeline and to place the City in the 
same position as Applicant’s other G-1 customers who obtain their gas supply 
directly at the town border. 

Applicant proposes to pay the City the original cost of the subject facilities, 
$517,553, less depreciation from January 1, 1952, to the estimated date of sale, 
December 31, 1959, or an estimated net book value of $393,340. Applicant will 
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have an additional expense of approximately $3,000 for minor alterations in the 
town border meter and regulator station. 

No change is anticipated in the volumes of gas presently being sold by Appli- 
cant to the City of Trinidad. Applicant was directed to serve the City of Trini- 
dad by order of the Commission issued December 26, 1950, in Docket No. 
G-1482. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 5, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado Interstate Gas Company, a Delaware corporation 
having its principal place of business in Colorado Springs, Colorado, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of June 5, 1945, in Docket No. G—294 
(4 FPC 936). 

(2) The facilities proposed to be acquired and operated by Applicant, as here- 
inbefore described and as more fully described in the application herein, are 
to be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, and the acquisition and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(3) The acquisition and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) (2), (d)(3) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in paragraph 
(3) above and to the exercise of the rights granted thereunder, and that the 
time within which acquisition of the facilities authorized by this order should 
be completed and said facilities placed in actual operation should be fixed at 3 
months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Colorado Interstate Gas Company to acquire and 
operate the facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits in this proceeding, upon the terms and conditions of this 
order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(d) (2), (d)(3) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
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in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be acquired 
and placed in actual operation by Applicant as provided in paragraph (b) of 
Section 157.20 of said Regulations is hereby fixed at 3 months from the date on 
which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-—19312 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 17, 1959) 


Northern Natural Gas Company (Applicant), a Delaware corporation with its 
principal place of business in Omaha, Nebraska, filed a budget-type application, 
on August 25, 1959, for a certificate of public convenience and neecssity pursuant 
to Section 7 of the Natural Gas Act authorizing the construction and operation 
of unspecified field facilities to enable it to take into its certificated main pipe- 
line system natural gas which it will purchase during the calendar year 1960 
from producers in the general area of its existing transmission facilities, sub- 
ject to the jurisdiction of the Commission, as hereinafter described and all as 
more fully represented in the application which is on file with the Commission. 

Applicant estimates that the total of cost of all facilities proposed will not be 
in excess of $4,000,000 and the total cost of any single project will be limited to 
a maximum of $500,000. These are Applicant’s estimates for budget purposes, 
of its investment to be made in field facilities during the calendar year 1960 and 
are exclusive of facilities to be constructed by Applicant pursuant to certificate 
authorizations heretofore issued by the Commission or that may be issued 
hereafter in any other pending certificate applications. 

Applicant states that the subject filing will eliminate numerous certificate 
filings by Applicant during 1960 for the sole purpose of installing minor facil- 
ities to attach new supplies of gas to its system where expansions of its main 
transmission facilities are not involved. 

Pursuant to due notice, a public hearing was held in Washington, D.C., and 
concluded on November 5, 1959, respecting the matters involved in and the issues 
presented by the application. No appearances other than staff counsel were 
entered upon the record and no evidence offered in opposition to the granting of 
the application. Staff counsel moved orally at the hearing that the intermediate 
decision procedure be omitted and the Commission render a decision herein 
pursuant to Section 1.30(¢c)(1) of its Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation with its principal place of business in 
Omaha, Nebraska, is a “natural-gas company” within the meaning of the Nat- 
ural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used in the 
transportation and sale of natural gas in interstate commerce subject to the 
jurisdiction of the Commission, as an integral part of Applicant’s pipeline 
system and the construction and operation thereof by Applicant are subject to 
the requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(83) The construction and operation of the facilities hereinbefore described 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereafter ordered and conditioned. 
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(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) The public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act should attach to the certi- 
ficate issued to Applicant herein and to the exercise of the rights granted 
thereunder. 

(6) The certificate referred to in paragraph (4) above should be limited 
to expenditures for construction during the calander year 1960 and the total 
extent of facilities authorized to be constructed should not exceed a cost of 
$4,000,000 and the total cost of any single project should not exceed a cost of 
$500,000. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and not 
having been denied by the Commission is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities upon the terms 
and conditions of this order as hereinbefore described, all as more fully 
described in the application in this proceeding. 

(B) The certificate issued herein is not transferable in any manner and 
shall be effective only so long as Applicant continues the operations authorized 
in this order and in accordance with the provisions of the Natural Gas Act and 
the applicable rules, regulations and orders of the Commission thereunder. 

(C) The certificate issued in paragraph (A) above is hereby conditioned 
and limited to include expenditures for construction during the calendar year 
1960 and the total extent of facilities authorized to be constructed by Applicant 
shall not exceed a cost of $4,000,000 and no single project shall exceed a cost of 
$500,000. 

(D) The general terms and conditions set forth in (a) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to and become a part of the certificate granted in paragraph (A) hereof and 
the exercise of the respective rights granted thereunder. 

(E) Applicant shall submit, prior to March 1, 1961, a statement under oath 
showing: (a) estimates of gas supply attached by fields; (b) the cost of each 
project; (c) a description of the project or projects which have been con- 
structed; (d) locations of facilities constructed pursuant to the authorization 
granted herein; (e) names of the independent producers involved and gas 
purchase contract dates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


THE TOWN OF SHUQUALAK, MISSISSIPPI, DOCKET NO. G—19078 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF 
NATURAL GAS AND DISMISSING PETITION FOR LEAVE TO INTERVENE 
(Issued November 17, 1959) 


On July 29, 1959, as supplemented on September 8, 1959, the Town of Shuqua- 
lak, Mississippi (Applicant), filed in Docket No. G—19078 an application pur- 
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suant to Section 7(a) of the Natural Gas Act for an order of the Commission 
directing Tennessee Gas Transmission Company (TGT) to establish physical 
connection of its natural gas transmission facilities with facilities to be con- 
structed by Applicant, and to sell and deliver natural gas to Applicant for 
resale and distribution in Applicant’s service area in Noxubee County, 
Mississippi, all as more fully set forth in the application, as supplemented. 

Applicant proposes to construct approximately 6,400 feet of 3-inch trans- 
mission lateral extending from TGT’s Delta-Portland transmission line now 
under construction west to Applicant’s corporate limits, plus a distribution 
system with sufficient appurtenances to serve the area’s third year requirements. 
The total estimated cost of Applicant’s facilities and related expenses is $95,000, 
which will be financed by the sale of municipal gas revenue bonds. 

Applicant’s estimated gas requirements for the first three years, including 
service to the industrial plant of Atlas Tile and Brick Company, which has 
made a firm commitment to purchase gas froin Applicant, are as follows: 

Requirements, Mof 
Peak day Annual 
147, 825 

147, 825 

293, 825 

On September 3, 1959, Tennessee Gas Transmission Company filed its 
answer to the application herein stating that it can render the requested serv- 
ice to Applicant without adverse effect on service to its existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 3, 1959, respecting the matters involved in and the issues presented 
by the application herein. On October 26, 1959, Tennessee Gas Transmission 


Company filed a petition for leave to intervene in this proceeding, neither sup- 
porting nor opposing. No other petitions to intervene or protests to the grant- 
ing of the application have been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Tennessee Gas Transmission Company, a Delaware corporation having 
its principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order issued February 14, 1947, in Docket No. G-805 (6 FPC 416). 

(2) Applicant, the Town of Shuqualak, Mississippi, is a municipality duly 
authorized to engage in, and will be engaged in, the business of distributing 
and selling natural gas within its corporate limits and immediate environs upon 
the completion and operation of the facilities proposed to be constructed as 
hereinbefore described. 

(3) It is necessary and desirable in the public interest to direct Tennessee 
Gas Transmission Company to establish physical connection of its trans- 
mission facilities with those proposed to be constructed and operated by Appli- 
cant, and to sell and deliver natural gas to Applicant under TGT’s appropriate 
rate schedules on file with the Commission for resale in the area described in 
the application herein. 

(4) TGT should be required to sell and deliver to Applicant up to its 
estimated third year peak-day requirement of 805 Mcf of natural gas daily. 





FEDERAL POWER COMMISSION 833 


(5) Applicant should be prepared to receive natural gas from TGT within 
one year from the date of issuance of this order. 

(6) It is appropriate to dismiss Tennessee’s petition for leave to intervene 
in this proceeding, inasmuch as Tennessee is already a party by virtue of its 
answer to the application, filed on September 3, 1959. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to 
Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Tennessee Gas Transmission Company be and it is hereby directed to 
establish physical connection of its transmission facilities with the proposed 
facilities of the Town of Shuqualak, Mississippi, as hereinbefore described and 
as more fully described in the application, as supplemented, in this proceeding, 
and to sell and deliver natural gas to said Town of Shuqualak pursuant to 
TGT’s appropriate rate schedules on file with the Commission, for resale in 
the area described in the application herein. 

(B) TGT shall sell and deliver to Applicant up to Applicant's estimated 
third year peak-day requirement of 805 Mcf of natural gas daily. 

(C) Applicant shall be prepared to receive natural gas from TGT within 
one year from the date of issuance of this order. 

(D) TGT shall report to the Commission in writing and under oath the 
date of commencement of service to Applicant hereunder, within 10 days after 
such service has begun. 

(E) Tennessee Gas Transmission Company’s petition for leave to intervene 
in this proceeding, being unnecessary, is hereby dismissed. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NOS. 
G-15375 AND G—18010 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued November 17, 1959) 


Trancontinental Gas Pipe Line Corporation (Transco), a Delaware corpo- 
ration, having its principal place of business in Houston, Texas, filed its ap- 
plication in Docket No. G—15375 on June 30, 1958, as supplemented on July 7, 
1958, pursuant to Section 7(c) of the Natural Gas Act, for a certificate of public 
convenience and necessity, authorizing the construction and operation of a tap 
on its existing main transmission line near Ridgefield, New Jersey, and a sales 
meter station, identified as Ridgefield Meter Station, which facilities are re- 
quired to deliver natural gas to Public Service Electric and Gas Company (Public 
Service), in Bergen County, New Jersey. Transco, in its subject application in 
this docket, does not seek authorization to make any additional sales to Public 
Service over and above those heretofore authorized by the Commission. Tem- 
porary authority was issued to Transco on July 23, 1958 to construct and operate 
the proposed facilities. 
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The actual cost of the above-described facilities was $60,142 as of August 6, 
1959. These facilities are to be used initially to deliver surplus valley gas 
available to Public Service for use in its Bergen electric generating station. 
The construction of such facilities by Transco has permitted Public Service to 
utilize natural gas rather than oil as the alternative fuel to coal in the Bergen 
Station at a savings in capital investment in the Bergen Station of $635,000. 

Transco also filed an application in Docket No. G-18010 on March 9, 1959, as 
amended on April 3 and April 15, 1959, pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of a tap on its Trenton-Woodbury line, together with 1.84 
miles of a gas sales lateral and a meter and regulator station, which facilities 
will be required to deliver natural gas to Public Service in Mercer County, New 
Jersey. Transco was granted temporary authority on April 29, 1959 to construct 
and operate these facilities. 

Transco’s present 6-inch supply lateral, which interconnects with the north side 
of Public Service’s Trenton, New Jersey distribution system is asserted to be 
inadequate to meet the natural gas requirements of Trenton in the winter of 
1959-1960. In this connection, conversion to straight natural gas in the Trenton 
distribution system was made in 1959. The facilities proposed in Docket No. 
G-18010 will give Transco an additional delivery point in Trenton to be known 
as Hamilton Meter Station. The proposed gas sales lateral will supply Trenton 
from the south, giving Trenton gas supply facilities on two sides of the distribu- 
tion system. 

The proposed gas supply lateral will make feasible future development in the 
south Trenton area with little or no further capital investment and partially 
reinforce Public Service’s gas supply in the Burlington area south of Trenton. 

The proposed facilities will also permit Public Service to utilize natural gas 
as the alternative fuel to coal in its new Mercer electric generating station being 
constructed on Duck Island near Trenton. The installation of natural gas as the 
alternative fuel rather than oil permits Public Service to reduce its capital in- 
vestment in the Mercer Station by $657,000. 

These savings in capital costs at the Mercer Station will offset the construc- 
tion of additions by Public Service to the Trenton gas distribution system re- 
quired to interconnect with Transco’s proposed facilities and result in a net 
savings in capital investment by Public Service of $437,000 arising out of the 
construction of the new delivery point proposed by Transco. 

The estimated cost of the aforementioned facilities of Transco is $319,400. 
Transco proposes to finance said facilities out of company funds. 

As in Docket No. G-15375, Transco does not seek authorization to make any 
additional sales to Public Service over and above those heretofore authorized 
by the Commission. 

In the circumstances and on the basis of Transco’s proposal, no issue is raised 
as to gas supply or capacity on its system. 

The National Coal Association, United Mine Workers of America and the Fuels 
Research Council, Inc., and Public Service were permitted to intervene in these 
proceedings. No evidence was presented in opposition to the issuance of certifi- 
eates of public convenience and necessity to Transco. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
September 15, 1959 respecting the matters involved in and the issues presented 
by the applications as supplemented and amended. Counsel for Transco moved 
orally at the conclusion of the hearing for omission of the intermediate decision 



















FEDERAL POWER COMMISSION 


procedure and that the Commission render a decision herein pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. Such motion 
was unopposed by any party to the proceedings. 

The Commission finds: 


(1) Transcontinental Gas Pipe Line Corporation, a Delaware corporation, 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act as heretofore found by this 
Commission, In the Matters of Transcontinental Gas Pipe Line Corporation, 
et al., Docket Nos. G—13143, et al. (20 FPC 264). 

(2) The facilities proposed herein by Transco, all as more fully described in 
its supplemented and amended applications, are to be used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission as an integral part of Transco’s existing pipeline system and the 
construction and operation thereof by Transco are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Transco is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
to the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity, and certificates 
therefor should be issued as hereinafter ordered and conditioned. 

(5) A request during the public hearing by counsel for Transco for omission 
of the intermediate decision procedure under Section 1.30 (c) of the Commis- 
sion’s Rules of Practice and Procedure, was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c) (1) of the said Rules. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Rules and Regulations, including the Rules of Prac- 
tice and Procedure, should attach to the issuance of the certificates referred 
to above, and to the exercise of the rights granted thereunder, and that the 
time within which construction of facilities authorized by this order shall be 
completed and said facilities placed in actual operation should be fixed at 3 
months from the date on which this order issues. 


The Commission orders: 


(A) A certificate of public convenience and necessity be, and the same hereby 
is issued, in each of the above-designated dockets, authorizing Transcontinental 
Gas Pipe Line Corporation to construct and operate the facilities hereinabove 
described, which are more fully described in its applications as supplemented 
and amended, for the transportation and sale of natural gas subject to the juris- 
diction of the Commission upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b) (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s regulations under the 
Natural Gas Act shall attach to the issuance of certificates granted in paragraph 
(A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation is hereby fixed at three months from 
the date on which this order issues. 
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TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. 
G-16603; PAN AMERICAN PETROLEUM CORPORATION, DOCKET NO. 
G—16207; SUN OIL COMPANY (SOUTHWEST DIVISION), DOCKET NO. 
G-16526; REPUBLIC NATURAL GAS COMPANY, ET AL., DOCKET NO. 
G-16540; KERR-McGEE OIL INDUSTRIES, INC., DOCKET NO. G-—17381 ; 
PAN AMERICAN PETROLEUM CORPORATION, DOCKET NO. G-—17417; 
PHILLIPS PETROLEUM COMPANY AND SOUTHERN NATURAL GAS 

COMPANY, DOCKET NO. G-17444; PHILLIPS PETROLEUM COMPANY, 

DOCKET NO. G—17447 


ORDER MODIFYING AND ADOPTING AS MODIFIED PRESIDING EXAMINER’S 
INITIAL DECISION 


(Issued November 17, 1959) * 
Syllabus 


. Decision on construction of facilities for “X—20” transportation service to Con 
Edison deferred pending final disposition of court proceedings. P. 838. 

2. Gas supply with 11-year deliverability life approved for existing pipeline, since 
Transco operates in an area of prolific gas supplies and has the ability to 
compete for gas. P. 850. 

3. Proposed initial producer prices for southern and offshore Louisiana gas are 
proper in view of Catco and UGI cases, since they will not establish a new 
price plateau, will have no triggering effect, are not out of line and, in addi- 
tion, there is an urgent need for thegas. P. 839. 

4. Certificate conditioned to require Transco to provide service to intervener. 

P. 849. 

. Commission issues certificates of public convenience and necessity under Sec- 

tion 7 of the Natural Gas Act to applicants. 

Commissioner Connole dissenting. 

James B. Henderson, William N. Bonner, Jr., Richard J. Connor, and John T. 

Miller, Jr., for Transcontinental Gas Pipe Line Corp. 

John F. Jones, Dean J. Capp, William J. Grove, Joe P. Hammond and Clifford 

O. Stone for Pan American Petroleum Corporation. 

H. D. Coe, and Edwin M. Cage for Sun Oil Co. (Southwest Division). 
Jerome Ackerman, and M. T. York, Jr., for Republic Natural Gas Co., et al. 
Jack T. Conn and William Amory Underhill for Kerr-McGee Oil Industries, 

Ine. 

H. D. McHenry, R. B. Stewart, and William 8S. Tarver for Phillips Petroleum 

Co. and Southern Natural Gas Co. 

Harry D. Turner, H. K. Hudson, Kenneth Heady, James G. Williams, Jr., 

Charles E. McGee and Francis H. Caskin for Phillips Petroleum Co. 

James L. Bomar, Jr., for United Cities Gas Co. 
Edwin F. Russell for The Brooklyn Union Gas Co. 
James O'Malley, Jr., Arvin E. Upton, and John A. Lodge for Consolidated 

Edison Company of New York, Inc. 

David F. Anderson and John P. Sinclair for Delaware Power & Light Co. 

R. J. Nery for North Carolina Utilities Commission 

J. Henry Mulhern, Edward 8. Kirby, James R. Lacey, F. M. Broadfoot and 
William Duff for Public Service Electric & Gas Co. 
Morris Cole for South Jersey Gas Co. 
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* Initial decision appears on p. 841. 
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Colley E. Williams and John V. Thornton for Brooklyn Borough Gas Co. 

David K. Kadane and Edward M. Barrett for Long Island Lighting Co. 

E. W. Moise and Norman A. Flaningam for Atlanta Gas Light Co. 

Kent H. Brown, Barbara M. Suchow and Charles J. Cox for New York Public 
Service Commission 

John R. Sailer for Elizabethtown Consolidated Gas Co. 

William Anderson, R. K. Talbott, Brooks E. Smith and Daniel L. Bell for 
Atlantic Seaboard Corp. and The Manufacturers Light & Heat Co. 

Jerome J. McGrath and James A. Gammon for National Coal Association, 
United Mine Workers of America and Fuels Research Council, Inc. 

J. David Mann, Jr. and John E. Holtzinger for Philadelphia Gas Works Divi- 
sion of United Gas Improvement Company, and Eastern Shore Natural Gas Co. 

James Alan Montgomery, Jr. and John Harkins for Pennsylvania Gas Man- 
agement Company and Palmerton Gas Co. 

Lyle R. McClung and Joseph M. Winston for City of Danville, Virginia 

Henry James, Harry 8. Littman and Dale A. Wright for Piedmont Natural 
Gas, Inc. 

Frank Patton Cooke for Public Service Company of North Carolina 

William L. Brunner, Robert L. Russell and Stanley J. Harris, Jr. for the staff 
of the Federal Power Commission 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On October 2, 1959, the presiding examiner issued his initial decision in these 
Section 7 proceedings. Subject to the review of the Commission, the examiner’s 
decision grants a certificate of public convenience and necessity to Transconti- 
nental Gas Pipe Line Corporation (Transco) authorizing construction and opera- 
tion of certain facilities identified as Transco’s “1959 construction”, and per- 
mitting additional sales to 44 existing customers and increased transportation 
service to one other existing customer. As a condition of this certificate, Transco 
is required to establish physical connection with facilities to be constructed by 
Palmerton Gas Company and to sell and deliver up to 7400 Mcf of Natural gas 
per day to Palmerton Gas Company under Transco’s Rate Schedule CD-3. The 
examiner’s decision also grants certificates of public convenience and necessity to 
seven independent producer applicants authorizing the sale of natural gas to 
Transco for resaie in interstate commerce. The examiner’s decision denies au- 
thority for Transco’s “1960 construction” which will not be needed unless and 
until Transco is authorized to provide the X—20 transportation service which the 
tinental Gas Pipe Line Corp., et al., 21 FPC 138.7. These proceedings are before 
tinental Gas Pipe Line Corp., et al., 21 F.P.C. 138.1. These proceedings are before 
us now on exceptions filed to the examiner’s decision. 

Transco and Consolidated Edison Company of New York, Inc. (Con Edison), an 
intervener in these proceedings, take exception to the examiner’s denial of a cer- 
tificate for Transco’s “1960 construction”. Both Transco and Con Edison, for 
whom Transco would provide the X—20 transportation service, urge that a con- 
ditional certificate be issued to Transco whereby construction of the X—20 facili- 
ties would be contingent upon the Commission’s certification of the X-20 service 
at some future date, should the Court of Appeals reverse the Commission’s de- 
cision in Opinion No. 315—-A. While thus supporting Transco’s application for the 
“1960 construction”, and supporting its request for a conditioned certificate, Con 
Edison nevertheless makes clear that it believes the public interest would be bet- 


1 Reversed, Consolidated Edison Oo., et al. v. F.P.C., et al., 271 F. 2d 942, decided 
Noveinber 3, 1959. 
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ter served if the Commission would defer all action on this phase of Transco’s 
application and sever it from the consolidated record in these proceedings for a 
later and separate decision following ultimate disposition of the X-20 case. In- 
deed, Con Edison filed a motion proposing adoption of this procedure on July 
13, 1959; and Con Edison in its exceptions to the examiner’s decision urges the 
Commission to modify that decision by deleting that portion which denies 
Transco a certificate for its “1960 construction”, and to grant the said motion to 
sever. Should the Commission be disinclined to grant said motion, however, Con 
Edison urges the issuance of a certificate conditioned as indicated above. In 
view of the action of the Court of Appeals in the X-20 case,? and the prospect 
of further court proceedings in that case, we conclude that the public interest will 
indeed be best served by granting the motion to sever and deferring action on the 
“1960 construction” until final disposition of the X-20 case, and that the exam- 
iner’s decision should be modified by striking those portions which would dispose 
of this phase of Transco’s application. 

Transco further excepts to the condition attached to its certificate for its 
“1959 construction” by ordering paragraph (D) of the examiner’s decision. 
This condition requires Transco, prior to filing an application for a certificate 
of public convenience and necessity covering any future system capacity, to file 
with the Commission gas supply estimates demonstrating to the satisfaction of 
the Commission an improvement of the deliverability life of its gas supply over 
that shown in these proceedings. Transco, prior to issuance of temporary au- 
thorization to it on July 24, 1959, assured the Commission that it would file such 
gas supply estimates to show improved deliverability life satisfactory to the 
Commission before filing for any future expansion of its system capacity, and 
the temporary authorization was granted upon that assurance. Thereafter, on 
September 19, 1959, Transco filed with the Commission information designed to 
fulfill the terms of the assurance which it had given, and requesting permission 
to file for an expansion of its firm sales capacity by approximately 110,000 Mcf 
per day. At the time the examiner’s decision was issued, the Commission had 
not yet acted on the information filed by Transco, and the examiner quite 
properly attached to the certificate issued to Transco by his decision the con- 
dition contained in ordering paragraph (D). Thereafter, on October 8, 1959, 
we granted Transco permission to file for its further expansion as requested, 
stating that “the information contained in Item B of your filing of September 19, 
1959, meets the terms of the quoted assurance”. Thus the condition imposed on 
Transco’s certificate by ordering paragraph (D) has been satisfied; and inas- 
much as the condition is no longer applicable and is inappropriate as of the date 
of issuance of this order, which is also the effective date of the examiner’s 
decision as adopted, we shall modify the examiner’s decision by striking the 
condition contained in ordering paragraph (D). 

The Public Service Commission of the State of New York, The United Gas 
Improvement Company, Public Service Electric and Gas Company, and Long 
Island Lighting Company take exception to the examiner’s decision insofar as 
it issues unconditioned certificates to the independent producer applicants for 
the sale of natural gas from fields in southern Louisiana and in the Gulf of 
Mexico offshore Louisiana at the proposed initial prices of 21.5 and 22.0 cents 
per Mcf plus applicable taxes up to 2.05 cents per Mcf. These interveners con- 
tend that these prices have not been shown to be required by the public con- 
venience and necessity, and that the examiner erred in relying on the decision 
of the Court of Appeals for the Third Circuit in United Gas Improvement Co., 


3 See footnote 1, supra. 
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et al. v. F.P.C., et al., 269 F. 2d 865, since this case is now the subject of 
a petition for certiorari in the United States Supreme Court. These con- 
tentions are without substance. The evidence of record in these proceedings 
supports the examiner’s finding that the prices proposed will not establish 
any new price plateau,* will not trigger increases in other contracts under 
which Transco purchases gas in southern Louisiana, or elsewhere, and are 
not out of line with the prices which we have authorized to be paid by 
Transco and others in the area. The record also shows that there is an urgent 
need for these additional volumes of gas. In these circumstances, giving con- 
sideration to both the evidence as to price and the evidence of need for the gas, 
we conclude that the examiner properly found the proposed sales to be required 
by the public convenience and necessity and that certificates should be issued 
without condition as to price. This action is in accord with the decision of the 
United States Supreme Court in the “Catco” case, Atlantic Refining Co., et al. 
v. Public Service Commission, et al., 360 U.S. 378, as well as with the decision of 
the Court of Appeals in the United Gas Improvement Co. case, which was de- 
cided in light of and in reliance upon the Supreme Court’s “Catco” decision. 

Having considered the evidence of record in these proceedings, the briefs 
filed, the examiner’s decision and the exceptions filed thereto, we are of the 
opinion that the examiner’s decision should be adopted as our own, subject 
however to the modification hereinabove discussed, and that the exceptions to 
the examiner’s decision, including request for oral. argument, should be denied 
except as herein granted. 

In view of the action taken here, it is not necessary to consider further the 
motion filed by Palmerton Gas Company on October 26, 1959, for a separate 
determination of its request for service from Transco in Docket No. G—16603. 


The Commission finds: 

(1) The initial decision of the presiding examiner, issued herein on October 
2, 1959, should be modified by striking the condition set forth in ordering 
paragraph (D) of that decision, and by striking those portions which would 
dispose of Transco’s application for its “1960 construction”, and as so modified 
should be adopted as the decision of the Commission as of the date of issuance 
of this order. 

(2) The exceptions to the initial decision of the presiding examiner, except as 
granted by the modification herein ordered, and request for oral argument should 
be denied. 

(3) The motion of Con Edison filed herein on July 13, 1959, to sever the “1960 
construction” phase of Transco’s application from the record in these consolidated 
proceedings and to defer action thereon until final disposition on Transco’s pro- 
posed X-20 service in Docket No. G—13590 should be granted. 

The Commission orders: 

(A) The initial decision of the presiding examiner, issued herein on October 2, 

1959, is hereby modified as set forth above, and as so modified is hereby adopted 


as the decision of the Commission as of the date of issuance of this order. 
(B) The exceptions to the initial decision of the presiding examiner, except as 





® See also the discussion and cases cited in South Georgia Natural Gas Oo., et al., Opinion 
No. 325, Docket Nos. G—9892, et al., issued August 7, 1959, 22 F.P.C. 211, 218-221, and 
in Texas Gas Transmission Corp., et al., Opinion No. 827, Docket Nos. G—17335, et al., 
issued August 10, 1959, 22 F.P.C. 378, 386-388, showing that the present price plateau in 
this area does not rest solely upon the so-called “Catco” contracts or the Commission’s 
certification of the “Catco” sales, and that producer prices comparable to those here pro- 
posed were not in effect disapproved by the Supreme Court’s decision in the “Catco” case. 
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granted by the modification herein ordered, and request for oral argument are 
hereby denied. 

(C) The motion of Con Edison filed herein on July 13 1959, is hereby granted, 
and the “1960 construction” phase of Transco’s application in Docket No. G—-16603 
is hereby severed from the record in these consolidated proceedings and final 
action thereon is hereby deferred as set forth above. 
Commissioner Connole dissenting, filed a separate statement. 


ConNOLE, Commissioner, dissenting: 


This record does not support a finding that the public convenience and neces- 
sity has been shown to require sales of gas from south Louisiana at prices as 
high as 23.05¢ per Mcf. The decision of the majority is erroneous in fact in 
stating the record does support such a showing and is erroneous in law in stating 
that the Supreme Court’s mandate has been met which requires ‘‘a most careful 
scrutiny and responsible reaction to initial price proposals of producers under 
Section 7.” Atlantic Refining Company, et al. v. Public Service Commission of 
the State of New York, et al., 360 U.S. 378 at 391. Accordingly, I dissent from 
this order. 

This is but one of a series of orders in which the justification for high pro- 
ducer prices is found in the existence of accepted rate filings at somewhat com- 
parable levels. The trouble is, of course, that these other accepted rate filings 
are themselves the result of orders based on errors of fact and law such as those 
exposed in the CATCO decision, supra, by the Supreme Court and which I have 
repeatedly pointed out in my dissents. 

I think the interpretation of the Supreme Court’s decision as contained in 
this and a number of similar orders issued on and after August 6, 1959, is 
inexcusably restrictive. Notice, for example, the basis on which majority’s 
conclusion rests that these proposed prices are in fact within the range of going 
prices in the area. It is remarked first, that they will not establish any price 
plateau. This is true only if we are willing to accept as the altitude for that 
plateau the mark set by the CATCO contracts of 1956, for these were the first 
to reach such heights. But, of course, the Supreme Court has stated that this 
price level has not been justified Secondly, majority contends that the proposed 
prices will not trigger increases in other contracts under which Transcontinental 
purchases gas in southern Louisiana or elsewhere. This conclusion suffers the 
same infirmity. There will be no triggering only because the triggering has al- 
ready taken place by virtue of the same price levels which themselves are 
suspect and, as yet, unproved. Thirdly, majority asserts that these prices are 
not out of line with prices which we have authorized to be paid by Transcon- 
tinental and others in the area. Plainly of course, we may not cite our own 
error to justify compounding that error in another proceeding. 

I say again that this Commission has yet to find a record on which there has 
been any support for the conclusion that the public convenience and necessity 
requires the sale of gas at the prices set in the original CATCO contracts and 
perpetuated in all but a handful of the score or more of contracts filed in that 
level since. As I have said repeatedly, it is not within my ken to prescribe a 
rate level for southern Louisiana at this juncture. Neither do I know whether 
these prices are too high, too low or just right, but I think it is inconsistent with 
common sense, with plain judicial language from the highest bench in the land 
and inconsistent with our responsibilities under the Natural Gas Act to continue 
certificating prices at this level until we have had some satisfactory showing 
why consumers should be required to pay for gas at these prices. I applaud the 
eoncern for rising (or rather, risen) producer prices that is reflected in the 
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opinions of the Commission dealing with new pipelines * and in public statements 
by my Brethren. I only wish, however, the horse was still in the barn. It may 
be difficult indeed to put him back in his stall. As an example of the impact 
these prices are having on the rate structures and levels of existing pipelines 
consider the recent filing by Tennessee Gas Transmission Company, Docket 
G-19983. Of the nearly $20 million increase in the cost of purchased gas claimed 
by Tennessee for its test year, about $14 million comes about through increases 
in rates paid for gas in south Louisiana, brought about by redetermined contracts 
with its producers and by new contracts at high initial prices. 

Until such time as a record is made which will support the conclusion that 
prices as those approved here, the principles of this dissent, of the United States 
Supreme Court in the CATCO case and of my various other dissents in kindred 
matters remain valid. Accordingly, I dissent from so much of this order that 
would certificate such sales. 


1See for example Midwestern Gas Transmission Co., G-16841, Opinion 320, 21 F.P.C. 
653, especially the separate statement of my Brother Kline. 


DECISION 
UPON APPLICATIONS FOR CERTIFICATES OF PUBIIC CONVENIENCE AND NECESSITY 
(Issued October 2, 1959) 


Ivins, Presiding Examiner: This proceeding arose upon a number of applica- 
tions seexing certificates of public convenience and necessity, pursuant to Section 
7(c) of the Natural Gas Act, as amended (the Act). In Docket No. G—16603, 
Transcontinental Gas Pipe Line Corporation (Transco), an interstate pipeline 
company, seeks authorization for the construction and operation of additional 
facilities identified as “1959 construction” for the purpose of expanding its sys- 
tem capacity so as to permit additional sales to 44 existing customers and to en- 
large its transportation service to one existing customer, Sun Oil Company. The 
total estimated cost of these facilities is $53,373,449. Seven independent pro- 
ducer applicants, namely Pan American Petroleum Corporation (Pan Am) in 
Docket No. G—16207, Sun Oil Company (Sun Oil), Docket No. G—16526, Republic 
Natural Gas Co., et al., (Republic, et al.), Docket No. 16540, Kerr-McGee Oil 
Industries, Inc. (Kerr-McGee), in Docket No. G-17381, Pan American Petroleum 
Corporation (Pan American) in Docket No. G—17417, Phillips Petroleum Com- 
pany and Southern Natural Gas Company in Docket No. G—17444, and Phillips 
Petroleum Company (Phillips) in Docket No. G—17447, each seek authorization 
to sell and deliver natural gas which they produce, to Transco for resale in inter- 
state commerce, pursuant to gas sales contracts which they have entered into 
with Transco. 

The Proceedings 


On October 20, 1958, Transcontinental filed its original application in Docket 
No. G—16603 which was amended by subsequent filings made on December 22, 
1958, March 13, 1959, and June 10, 1959, seeking a certificate of public con- 
venience and necessity authorizing the construction and operation of certain 
facilities grouped under a so-called “1959 construction” and a “1960 construc- 
tion” as follows: 

(a) 1959 construction—129.15 miles of transmission loop line, 52.90 miles of 
gas purchased laterals, and 59.280 compressor horsepower. 

(b) 1960 construction—122.73 miles of transmission loop line, and 19,500 com- 
pressor horsepower. 


1Certain other facilities which Transco identifies as “1960 Construction” are herein- 
after discussed, and authorization to build the latter facilities is disallowed. 
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On November 12, 1958, Transco also filed a request in this docket for a tem- 
porary authorization to render additional service as of December 1, 1958, to 25 
of its small general service resale customers located in Southern states. Such 
request did not require construction of any additional facilities, involved the 
daily additional sale of only 9,910 Mcf, and was granted by the Commission on 
January 6, 1959. 

On March 19, 1959, Transco filed a second application for a temporary certifi- 
cate, and sought authority to construct and operate a portion of the facilities in- 
cluded in the 1959 program referred to above. This was denied by the Commis- 
sion on April 15, 1959. 

On May 26, 1959, Transco filed a third application for temporary certificate 
herein. In that application Transco sought authorization to construct and 
operate 55,280 compressor horsepower, 17.68 miles of 20-inch transmission loops, 
12.98 miles of 24-inch gathering loops, 3 meter stations and other appurtenances. 
The total cost of these facilities, including franchises and consents, general over- 
head, interest during construction, and contingencies is estimated at $29,457,000. 
This request for temporary authorization was granted by the Commission on 
June 24, 1959. 

The following independent producers’ applications were filed requesting au- 
thority to sell gas to Transco for resale in interstate commerce for production of 
certain units, leases, or acreage, located as follows: 







Docket 
No. 





Applicant Source of Gas 


G-16207..| Pan American Petroleum | Tulsa, Oklahoma.....-- Cooke Field, LaSalle Coun- 
Corporation. ty, Texas. 
G-16526_.| Sun Oil Company--.-.....- Wellies, Teens. 2. .2.<k 6 SS LaSalle Coun- 10-6-58 
ty, Texas. 
G-16540..| Republic Natural Gas | Dallas, Texas..........- Raceland Field, LaFourche 10-6-58 
Company, et al. Parish, Louisiana. . 
G-17381..| Kerr-McGee Oil Indus- | Oklahoma City, Okla- | Blocks 28, 32 Fields, Ship | 12-22-58 
tries, Inc. homa,. Shoal Area, Offshore Ter- 
rebonne Parish, Louisiana. 
G-17417..| Pan American Petroleum | Tulsa, Oklahoma......- Blocks 28, 32 Fields, Ship | 12-31-58 
Corporation. Shoal Area, Offshore Ter- 
rebonne Parish, Louisiana. 
G-17444..| Southern Natural Gas | Birmingham, Alabama..| Ship Shoal Block 28 Field, 1-2-59 
Company-Phillips Pe- Offshore Terrebonne Par- 
troleum Company. ish, Louisiana. 
G-17447..| Phillips Petroleum Com- | Bartlesville, Oklahoma..| Ship Shoal Block 32 Field, 1-2-59 
pany. Offshore Terrebonne Par- 


ish, Louisiana. 


The Secretary of the Commission on March 10, 1959, issued a notice consolidat- 
ing for hearing Transco’s application with the applications of the seven producer 
applicants, and scheduling the hearing to commence on May 18, 1959. The 
application of R. R. Frankel, another independent producer who sought certifi- 
cate authorization to make certain sales of gas to Transco was also included in 
said notice, but was severed and continued by the Secretary’s subsequent notice 
issued May 7, 1959. 

Petitions to intervene and notices of intervention in this proceeding were filed 
by various parties and State Commissions, and the Commission by orders issued 
May 14 and June 5, 1959, permitted various parties to participate in the consol- 
idated proceeding. 

Following publication and service of notice thereof, the consolidated proceed- 
ing came on for hearing and was heard before the undersigned presiding exam- 
iner commencing on May 18, 1959, and concluding on June 25, 1959. 

The parties to the proceeding were afforded an opportunity to present evi- 
dence, to examine and cross-examine witnesses, to argue issues orally upon the 
record, and to file briefs. 
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Briefs were subsequently filed by Transcontinental Pipe Line Corporation, Pan 
American Petroleum Corporation, Sun Oil Company, Republic Natural Gas Com- 
pany, et al., Kerr-McGee Oil Industries, Inc., Phillips Petroleum Company and 
Southern Natural Gas Company, Phillips Petroleum Company, Brooklyn Union 
Gas Company, Consolidated Edison Company of New York, Inc., Public Service 
Electric and Gas Company, South Jersey Gas Company, Long Island Lighting 
Company, Atlanta Gas Light Company, Elizabethtown Consolidated Gas Com- 
pany, Atlantic Seaboard Corporation, Eastern Shore Natural Gas Company, 
Palmerton Gas Company, Piedmont Natural Gas Company, Inc., Philadelphia 
Gas Works Division of The United Gas Improvement Company (U.G.I.), Public 
Service Commission of the State of New York, National Coal Association, et al. 
(The Coal Interests), and Commission Staff Counsel. 


Jurisdiction 


Transco is a “natural-gas company” within the meaning of the Natural Gas 
Act as heretofore found by the Commission in its Opinion No. 315, and accom- 
panying order In the Matter of Transcontinental Gas Pipe Line Corporation, 
et al., Docket No. G—13143, et al., issued September 4, 1958.” 

As will more particularly hereinafter appear, the proposed sales of natural 
gas to Transco by each of the seven independent producers will be sales for re- 
sale in interstate commerce, and as such subject of the jurisdiction of the 
Commission, and each of the independent producer applicants will be a “natural- 
gas company” within the meaning of the Natural Gas Act and the Commission’s 
regulations. 

Positions Taken By The Parties 


The customer company interveners, in general supported Transco’s applica- 
tion. However, during the course of the hearing, United Gas Improvement 
Company (UGI) and the Public Service Commission of the State of New York 
(New York Commission) raised questions as to whether the proposed initial 
prices for natural gas from fields in southern Louisiana, and the area of the 
Gulf of Mexico, offshore Terrebonne Parish, Louisiana proposed to be sold to 
Transco by certain of the producer applicants, were in the public interest. In 
their respective briefs UGI, New York Commission, South Jersey Gas Company 
and Long Island Heating Company each contend that these producers have not 
proven that the proposed initial prices are in the public interest, and they fur- 
ther contend that any certificates issued to these independent producers should 
be conditioned as to price. The prices proposed by Pan American and Sun Oil 
Company for the sales to Transco from the Cook Field, La Salle County, Texas 
(Dockets No. G—16207 and G—16526) are not in issue. 

Palmerton Gas Company (Palmerton) of Lehighton, Pennsylvania, a re- 
cently incorporated distributing concern, intervened to secure a supply of nat- 
ural gas from Transco’s facilities. 

The Coal Interests in their joint petition to intervene allege, among other 
things, that “the large quantities of natural gas to be delivered through the 
pipeline facilities as proposed will be wastefully and uneconomically used for 
inferior industrial purposes for which bituminous coal may be used with equal 
or superior efficiency”, and also allege that such proposed use of natural gas 
“would be contrary to the public interest.” However, the Coal Interests do not 
specifically refer to this contention in their brief, but ask that the Presiding 
Examiner, either grant (1) these interveners motion made during the hearing 
to strike from the record all evidence pertaining to Transco’s so-called “1960 
construction”, or, in the alternative, (2) to deny authorization for the construc- 


#20 F.P.C. 264, 284. 
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tion and operation of the facilities included in the “1960 construction”; and 
also to deny the request of the intervener, Palmerton Gas Company (Palmerton) 
for a supply of natural gas on the ground that Palmerton has failed to show 
“that its proposed service is in the public interest”. 

The Commission Staff in its brief takes the position that Transco’s application 
covering the “1959 construction” should be granted. The Staff, however, 
would condition such certificate authorization so as to (1) require Transco to 
establish physical connection with the facilities proposed to be constructed by 
Palmerton, and to sell and deliver gas supplies to Palmerton. The Staff also 
urges the attachment of a condition providing that before Transco shall file any 
future application for a certificate of public convenience and necessity ccvering 
system capacity expansion, the Company shall file with the Commission gas sup- 
ply estimates demonstrating, to the satisfaction of the Commission, improve- 
ment of the deliverability life of its gas supply over that shown in this 
proceeding. 

The Staff asserts that the record requires the issuance of certificates of 
public convenience and necessity to the independent producer applicants and 
recommends the issuance of such certificates without price conditions. Staff 
Counsel during the hearing stated that the Staff in Docket No. G—13143, et al. 
had opposed the X-—20 service to which the “1960 construction” facilities relate, 
and still felt that it should not be authorized. The Staff in its brief further 
ealls attention to the fact that Transco’s so-called “1960 construction” is to be 
used to provide additional capacity to meet the X-20 transportation service 
for Consolidated Edison Co. of New York, Inc., (Consolidated Edison); that 
the Commission by its order accompanying Opinion 315-A* denied Transco 
authorization for this service, and that the matter is now on appeal to the 
United States Court of Appeals for the Third Circuit. 


Transcontinental’s Proposed “1960 Construction” 


The matter of the facilities identified in Transco’s application as ‘1960 Con- 
struction” should be disposed of at this point. Transco conceded during the 
hearing and in its briefs that these facilities were not needed and will not be 
built unless and until Transco is authorized to provide the X—20 service ‘* which 
the Commission heretofore denied in Docket Nos. G—13590 et ai.° The Com- 
mission’s denial of the X—20 service is now on appeal before the United States 
Court of Appeals for the Third Circuit.® 

The Commission having heretofore denied the application for the X—20 service, 
on the ground that the granting of authority to effect such service will not be 
in the public interest, and such determination being binding upon the under- 
signed, it follows that the application to construct facilities to enable such 
service to be made must be denied as not serving the public convenience and 
necessity.” 
























221 FPC 138 (Jan. 30, 1959) ; reh. den. 21 FPC 399 (March 26, 1959). 


4Tr. 46-47; Transco’s initial brief, pages 15-16, and reply brief pages 10-11. 

5 Opinion No. 315—-A, In the Matters of Transcontinental Gas Pipe Line Corporation, 
et al., 21 FPC 138, 139. 

® Consolidated Edison of N.Y., Inc. v. F.P.C., No. 12908, City of New York v. F.P.C., No. 
12929, and Transcontinental Gas Pipe Line Corporation vy. F. P. C., No. 12930. [271 F. 
2d 942] 

7It is noted that on July 13, 1959, after the close of the hearing, Consolidated Edison 
filed .with the Commission a motion to sever from this consolidated record “for a later 
and separate decision” the issues and evidence relating to the “1960 Construction”, and 
that the motion is still pending before the Commission. 
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While the undersigned is not disposed to strike from the record any evidence 
contained therein, the denial of authority to build the “1960 Construction” dis- 
poses, for all practical purposes, of the motion made by the Coal Interests 
during the hearing to strike certain evidence relating to such construction 
and specifically described in the record (Tr. Volume 9, pages 1469-1471). 


Questions Presented 
The ultimate questions presented for decision in this proceeding are as follows: 
In Docket No. G—-16603 


1. Does the public convenience and necessity require the construction and 
operation of the facilities described as “1959 construction”? 

2. Should any certificate authorization issued to Transco herein be conditioned 
SO as; 

(a) to require Transco in connection with the filing of any subsequent appli- 
eation for a certificate of public convenience and necessity for system capacity 
expansion, to file with the Commission gas supply estimates demonstrating, 
to the satisfaction of the Commission, improvement of the deliverability life of 
its gas supply over that shown in its application filed herein ?, and/or 

(b) to require Transco to establish physical connection with the facilities 
proposed to be constructed by Palmerton Gas Company, and to sell and deliver 
supplies of natural gas to that company? 

In Docket Nos. G—16207 and G—16526 * 

3. Does the public convenience and necessity require the issuance to these 

independent producers of the certificates applied for? 


In Docket Nos. G—16540, G—17381, G-17417, G-17444, and G-17447? 


4. Does the public convenience and necessity require the issuance to these 
independent producers of the certificates applied for, and if so, 

5. Should such certificates be conditioned as to the initial base prices of 
the gas. 


Discussion of Transco’s Project and the Evidence 


As stated above, Transco seeks a certificate of public convenience and neces- 
sity in Docket No. G—16603 authorizing the construction and operation of cer- 
tain facilities, hereinafter described, for the purpose of receiving, purchasing 
and selling increased quantities of natural gas to 44 existing resale customers, 
and to increase its existing firm transportation service to Sun Oil Company 
(Sun). Transco’s proposal provides for an additional transportation service 
of 9,000 Mcf of gas per day for Sun under Transco’s rate schedule X-11. 
Transco is presently authorized to deliver under such rate schedule 20,000 Mcf 
per day. The additional delivery of 9,000 Mcf will be produced from Sun’s 
reserves. 


8 These dockets involve proposed sales by Pan American and Sun Company, respec- 
tively, of gas produced in the Cook field, La Salle County, Texas, and no issue has been 
raised by any party regarding these applications or the sufficiency of the supporting 
evidence. 

® These dockets involve proposed sales by Republic, e¢ al., Kerr-McGee, Pan American, 
Phillips and Southern Natural Gas Company (Southern), and Phillips from fields in 
southern Louisiana and the area of the Gulf of Mexico offshore Terrebonne Parish, Louisi- 
ana. As hereinabove indicated, certain interveners contend that any certificates issued to 
these applicants should be conditioned so as to provide lower initial base prices than those 
provided in the respective gas sales contracts. 


556-711-6456 
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A detailed description of the facilities proposed herein by Transco are set out 
in Exhibit No. 2. The “1959 Construction” element of the proposal has been 
summarized in Transco’s initial brief as follows: 

(1) 130 Miles of 16-inch, 20-inch, 30-inch and 36-inch main line loops to be 
located in the states of Texas, Louisiana, Alabama, Georgia, North Carolina, 
Virginia, Pennsylvania and New Jersey. 15.15 miles of the proposed 36-inch 
main line loops have already been installed in Alabama, Georgia, North Caro- 
lina and Virginia under temporary authorization originally obtained by Transco 
from the Commission in Docket No. G-12059,” Transco is at present operating 
those facilities under temporary authorization from the Commission for the 
purpose of rendering presently authorized service to existing customers. Final 
authorization is sought in Docket No. G—16603 to operate these facilities for 
the purpose of providing the additional service herein proposed. 

(2) 59,280 horsepower of additional compression to be installed as follows: 
37,280 horsepower to be installed in four new intermediate compressor sta- 
tions; the remainder to be installed as additional horsepower in ten existing 
compressor stations. In addition, Transco proposes to add facilities to some 
of its compressor stations such as scrubbers, gas cooling by-passes, station 
piping and dwellings at the four new intermediate compressor stations. 

(3) 53 miles of gas purchase laterals ranging in size from 8’’ to 24’’, 

(4) two gas purchase meter stations required to take gas from the pro- 
ducers in Block 28 and Block 32 offshore Terrebonne Parish, Louisiana. 

(5) three distribution meter stations required for the proposed sales to 
Piedmont Natural Gas Company and Atlantic Seaboard Corporation and the 
proposed transportation service for Sun. 

The facilities identified as “1959 Construction” provide Transco with suf- 
ficient additional capacity to render all of the new service which Transco pro- 
poses herein. 

The construction and operation of the facilities identified as “1959 Construc- 
tion” will increase Transco’s estimated allocable capacity by approximately 
155,107 Mcf, giving Transco a total allocable system delivery capacity of ap- 
proximately 1,263,636 Mcf exclusive of storage and 1,604,088 Mcf including stor- 
age. Taking into account the additional service of 138,589 proposed herein by 
Transco, Transco will have on its system additional allocable capacity of ap- 
proximately 17,000 Mcf upon completion of the facilities identified as “1959 


construction”.” 


MARKETS 


Transco proposed to use the facilities described as “1959 Construction” for 
the purpose of selling increased firm volumes of gas to its 44 existing resale 
customers and to increase its existing firm transportation to Sun Oil Company 
as follows: 


2% These are the so-called Vepco facilities. 

2 While Transco’s witness Schorre refers to 18,000 Mcf per day of unallocated capacity 
at Tr. 951, the increase of 1000 Mcf in proposed service to South Jersey Gas Company 
(See Third Amendment to Application in Docket No. G-16603) reduces this figure to 
approximately 17,000 Mcf. 
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Rate Add’l. Mef/ 









Customer Sched- | Day @ 14.7 
ule psia 

Consolidated Edison Company of New York, Inc........................---.-.- CD-3 35, 000 
Brooklyn Union Gas Company.................-..-.---.---.. ---| CD-3 1 500 
Delaware Power and Light RIN: ctctcandidmnnedadatnee CD-3 3, 000 
Eastern Shore Natural Gas Company-.-..-................-.-.-. CD-3 480 
Elizabethtown Consolidated Gas Company...............-.... CD-3 1, 500 
Tictae See CN COI oo ooo cccccccnececccoccencucssse CD-3 10, 000 
Bans TOR I CI inert nntacstiinnicinangudacnesiteis CD-3 3 5,000 
United Gas Improvement Company..-..............-.-.-.-.-.-.- CD-3 5, 000 
De Oe Ge ikea seteitnnddmbdiasaapescnbecidbtivsnenanccaeals X-11 9, 000 
PS Ee ae G-3 500 
AE TC bb edcniiniencaintnbindeacncitanccesemsiatbuntion CD-2 25, 000 
Careline: Fees Geet CI iiicanidcnindiveniccatianastinatateididanbsotiine CD-2 300 
I. OS I i ahnintnciindotcdcenmtninaenguangiemdimdutnecnbipbegdinaein CD-2 2, 000 
pO RR SSE. TL Ra es CD-2 500 
be Sa ae CD-2 13, 461 
Public Service Company of North Carolina, Inc..............-..-.-...---.-.-.-- CD-2 9, 000 
ee Fa RIE ESS G-2 50 
Fountain Test, Gents Cassie: “ROwe 06. ..< cnccacccccnsasdecesscaduséenccscsesset 221 
Lexington, North Carolina, City of. 378 
RE TRE TERE RES SEE 1,000 
South Carolina Gas Company (Division of United Cities Gas Company)-.-...... G-2 175 
Coen VE CIEE CIID so bic cmeciccdacccncencasesccutcesqacncnasicden 800 
Atlanta Gas Light Company-.---............ CD-1 2, 000 
DIET Ce, EE SIE Bil ictncncnscstgutsennininiachmineipnmaionmecmedl G-1 810 
OG, Cs SHEE Mica dnt badisccndectecssuddccencunintdceigeiddensubiinniel G-1 54 
Buford, Georgia, City Mice tiliiditctivaeus bani Kdiddeacikdgintibneatetsignaidatatetiieiaemaaamdia G-1 860 
Butler, Alabama, Town of_.... G-1 200 
Clanton, Alabama, City of........ G-1 808 
Commerce, Georgia, City of............. G-1 800 
Covington, Georgia, City of............. G-1 1, 500 
East Central Alabama Gas District-_. G-1 512 
TRIO, CR Ch a a chieececitn ne cenidcticcapncinbaninnan G-1 600 
Georgia Gas Company (Division of United Cities Gas Company) -.--.- G-1 235 
i CS GE nis rdnracawndacaducnusendedudbamioadioetinn G-1 800 
Joareeeh, Gaeta, CON Gest sc snccundcntnnsiicnnsces QG-1 600 
Lawrenceville, Georgia, City of..................-..... G-1 900 
ee ee G-1 82 
ae G-1 932 
po SD SS eee SA G-1 900 
TCR, RI, CINE Gir ccanccccensesscucsectoniedisdadeeds G-1 600 
Uy SI i lncnncnannntiscdinnsinhhtintndtenntinnemunintiae QG-1 451 
ee OE EU F ESSE) IT G-1 150 
SE, Ce litt cccenscnnta cadena cia eminatacidiatindninniaaeaampaanaaaata G-1 790 
PRONE, Simm “STII a on sin n.cnnscinndnitecinemiidubecinseiganthanieeunhnniaahinniinain G-1 240 
pF a a es seenasnietingenina G-1 900 

DURE i cincccccnntadecdbdsindeubnnnducestsinidatsandanentsbianinuhapendteuneinl 138, 589 





1 Brooklyn Borough merged with Brooklyn Union June 1, 1959 (Tr. 223, 224) and in Transco’s third 
amendment the additional volume of daily allocation is transferred to Brooklyn Union. 

2 South Jersey Gas Company’s additional allocation has been raised from 4,000 Mef per day to 5,000 
Mef per day. Transco’s 3d amendment covers this augmented additional allocation. 


Transco’s proposal to provide Sun with additional firm transportation service 
of 9,000 Mcf per day will permit Sun to take gas from its own reserves in Texas 
and have its volumes transported and delivered to the Pennsylvania-Delaware 
border where the gas will be utilized in a new plant being constructed by Sun- 
Olin Chemical Company (SunOlin), an affiliate of Sun. The sale by Sun to 
SunOlin, the ultimate consumer, is non-jurisdictional. 

The gas will be used in the production of anhydrous ammonia and urea 
products. Urea is used in agriculture and the manufacture of plastics. The 
record establishes that natural gas is necessary in this process. This trans- 
portation service involves what clearly appears to be a superior use of natural 
gas. Sun warrants that it will keep adequate uncommitted recoverable gas re- 
serves necessary for the transportation service and the record shows that Sun 
now has uncommitted reserves in excess of those required to support the present 
firm transportation service of 20,000 Mcf and the additional 9,000 Mcf service 
here proposed. 
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Transco’s proposed increase of 9,000 Mcf per day of its presently authorized 
transportation service for Sun is not contested and on the basis of the record 
evidence should and will be authorized herein. 

The “1959 Construction” program will enable Transco to perform the Sun 
transportation service, satisfy the demands of its 44 present resale customers, 
and also make the sale of 7,400 Mcf per day to Palmerton under Transco’s CD-3 
rate schedule. The sufficiency of market evidence supporting the need for the 
service as proposed by the applicant has not been contested, is uncontradicted, 
and a detailed discussion thereof would serve no useful purpose here. 
Palmerton’s proposal will now be considered. 


Palmerton—An Additional Market 


Palmerton Gas Company of Lehighton, Pennsylvania, intervened in these 
proceedings, seeking a supply of natural gas from Transco’s facilities. Pal- 
merton is a recently organized Pennsylvania gas distributing corporation, and 
Pennsylvania Gas Management Company owns a controlling interest in 
Palmerton. 

Palmerton proposes to construct and operate the following facilities: 


Estimated 
cost 
17.5 miles of 8-inch transmission line from Transco’s “Leidy Line” 


near Saylorsburg, Pennsylvania, to the west plant of New Jersey 
Zinc Company in the Borough of Palmerton, Carbon County, Penn- 
sylvania, and 5 miles of 4-inch transmission line from the above 
terminal in the west plant to the Borough of Lehighton, Carbon 


SIRE; TOUT Soccernet ncn cin ttatitn enn sits Mes niasboiiai $540, 776 
eee Ree DRUeriear Ts os a inc eck iene 25, 750 
Miscellaneous Supplies and Expenses____-..----..-----------_--- 27, 500 


Interest, Financing and Working Capital 


One of the purposes of Palmerton’s project is to supply retail natural gas 
service in the Borough of Palmerton and the townships of Lower Towanmensing 
and East Penn. Palmerton was granted a franchise by the Borough of Pal- 
merton on February 9, 1959. The New Jersey Zinc Company of Pennsylvania, 
which operates two plants in the Borough of Palmerton, has executed a contract 
with Palmerton, to purchase daily up to 7,000 Mcf of natural gas on a firm basis 
for a period of 20 years. Another purpose, pursuant to its May 7, 1959 agree- 
ments, is to furnish total gas requirements of the Lehighton Gas Company and 
the Jim Thorpe Gas Company (also controlled subsidiaries of Pennsylvania 
Gas Management Company), for a period of 20 years. The Boroughs of Lehigh- 
ton and Jim Thorpe are presently being served with manufactured gas by their 
respective companies. 

Palmerton proposes to finance the proposed project by the sale of a $450,000, 
twenty-year, 6 percent note secured by a First Mortgage, and $220,000 in equity 
securities. A commitment letter has been received by Palmerton from Fidelity 
Mutual Life Insurance Company of Philadelphia, Pennsylvania, obligating that 
company to the purchase of the note. It is stated that all securities have been 
similarly subscribed for. 

Insofar as gas supply and requirements, and rate of return to Palmerton are 
concerned, the evidence discloses that in the third year Palmerton’s peak-day 
requirements will be 7400 Mcf, annual requirements 2,272,304 Mcf, and the rate 
of return will be 7.1 percent. As the Staff has pointed out, and as Transco 
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apparently concedes, Palmerton’s proposal appears to be economically feasible 
and financeable. 

Palmerton is the only intervener which seeks allocation of gas through a con- 
dition attached to the certificate authorization sought herein by Transco. While 
Transco did not in its application propose to serve Palmerton, it is willing to do 
so should the Commission attach a condition requiring such sale to the certifica- 
tion authorization sought herein and Transco concedes that upon the completion 
of the installation of its “1959 Construction” it would be able to provide Palmer- 
ton with its daily requirements of 7400 Mcf per day in April or May 1960, under 
Transco’s Rate Schedule CD-3. The service would be rendered from Transco’s 
24-inch Leidy Gas Line at an approximate location of about one mile west of 
the town of Saylorsburg. It is clear from the record that Transco will have 
adequate unallocated capacity to commence deliveries to Palmerton early in 
1960 if Transco has installed all its “1959 Construction.” 

The only opposition to Palmerton’s proposal is made by the Coal Interests who 
claim that Palmerton has failed to show that the “proposed service is in the 
public interest.” However, in their petition to intervene, the Coal Interests indi- 
cated opposition to Transco’s entire project on the ground of what they conceive 
to be economic damage to them. They did not introduce any evidence during the 
hearing. 

It should be pointed out that this gas to Palmerton is to be used principally to 
replace manufactured gas, to provide natural gas service where it is not now 
available, and for processing purposes. The purposes of this character cannot be 
considered inferior, such as gas being used for boiler fuel or dump purposes. 

It is concluded and found that it is in the public interest to grant the relief 
sought by Palmerton and the certificate of public convenience and necessity 
which will be issued to Transco will be conditioned accordingly. 


Construction Costs 


Transco has estimated that the cost of constructing facilities identified as 
“1959 Construction” will be $53,373,449. The principal items comprising the 
companies cost estimates for such construction as set forth in Exhibit 2 are as 
follows: 


“1959 
Item Construction” 


. Main line construction $36,842, 460 
ic Gm aaa. DIT cae deeen iice sith sista coin mnt apipisantonscpapenenac cdi iibitilllaaaitadiaa 6,248, 334 
i RO TaN bc gicsctircerec cnn nena cca ints gna nnciagiinlp ican tial 72, 100 
. Other pipelines 4,165, 447 
5. Franchises and consents 200, 000 
. General overheads 1,004, 348 
. Interest during construction 2,398, 270 
. Contingencies 2,442, 490 
Total Estimated Cost 53,373, 449 
The estimated “1959 Construction” cost includes actual cost already experi- 
enced in the amount of $2,081,449 representing cost of installing the 15.15 miles 
of main line loops authorized by the Commission under the temporary certificate 
issued in Docket No. G—12059. There is no controversy regarding the reason- 
ableness and adequacy of Transco’s construction cost estimates, and the record 
evidence establishes that the cost so estimated for the “1959 Construction” is 
reasonable and adequate. 
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Financing and Economic Feasibility 


Transco’'s financing proposals contain a capital structure as follows: 





Principal Proposed 
Amount Date of 
Issuance 





First Mortgage Pipeline Bonds: 
es E,W RU. 5S achsiicisdoneliddndaliduanhdiwhbddsioebbndakdcadscunel $20, 











, 000,000 | July 1, 1959 

I a cen todas renee minim apiaghian aesiiel 15,000,000 | Nov. 1,1959 

re ty NS oo ns nh dana bandapatadneideenbedestenedinctes 40,000,000 | June 1, 1959 

I, CE set erect ceneddntta codsamsnniicameteatinabieengl 15,000,000 | Nov. 1,1960 
a i ca ctl aa hte ee ideanadionll 90, 000, 000 

Preterres. Geeek: Commintie GF, Bett ...nqccccnccccncdccccccccaccancsscsnees 15,000,000 | July 1,1959 
CommonStock: 500,000 Shares (50¢ par value)...........-.-..----...----...- 11, 500, 000 
ee I. ncn sn cduccenineinisnetcedmmninnineee 116, 500, 000 

Capitalization 
The capitalization of Transco at December 31, 1958 was: 
Amount Percent 

Long-Term Debt $290, 216, 000 64.2 

Preferred Steck... ........2.<.c0-- 65, 388, 500 14.4 

Common Stock and Surplus 96, 936, 377 21.4 

Obi ee a UR ee ee eee edaene 452, 540, 877 100.0 





As we have observed, the “1960 Construction” has not been allowed herein. 
In the absence of such “1960 Construction” the capital ratios will be as follows: 


December 31 Long-Term Debt} Preferred Stock | Common Equity 
65. 2 14.5 20.3 
67.0 14.0 19.0 
66. 5 14.3 19.2 
65.9 14.6 19.5 








These capital ratios will be within the minimum Commission standard of not 
over 75% of long-term debt and not less than 15% of common equity. 

These ratios contemplate a reduction in First Mortgage Pipeline Bonds from 
$90,000,000, as shown above, to $70,000,000. The coverage is adequate to assure 
reasonable return to the Applicant, as well as the marketability of the bonds 
proposed to be issued. 

There is no question as to the financial capacity of Applicant, the market- 
ability of its securities, or the economic feasibility of the proposed project. No 
issue is raised by the Staff or any party with regard thereto. The undersigned 
concludes that the proposal is economically feasible. 


Transco’s Gas Supply 


The record shows that Transco’s gas supply, including uncertificated reserves 
covered by the independent producer applications here involved,” and certain 
non-flow tested reserves, has a full deliverability life of 11 years as of January 1, 
1960. This is one year less than the 12-year deliverability life which the Com- 


48 These independent producer applications are hereinafter granted. 
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mission indicated it deemed a minimal requirement in Opinion No. 320, issued 
May 12, 1959, In the Matters of Midwestern Gas Transmission Company, et al., 
Docket G—16841, et al., 21 FPC 653. However the Staff in its brief stated that 
in its “view” the “overall estimates of reserves as presented [by Transco] are 
reasonable.” In this connection is was pointed out that in Opinion No. 321, issued 
May 22, 1959, In the Matters of Trunkline Gas Company, et al., Docket Nos. 
G-15394, et al., 21 FPC 704, the Commission stated: 
As stated above, the record shows that as of January 1, 1958, the delivera- 
bility life claimed by Trunkline is 15 years. The record also shows that 
certain reservoirs were not flow tested, and there is a question as to the 
availability of gas from these reservoirs. The record further shows that if 
the gas reserves claimed to be in the non-flow tested reservoirs is excluded, 
the deliverability life is reduced to 13.5 years. It is evident, therefore, that 
if a more significant starting date of January 1, 1960 is used in computing 
deliverability life, the deliverability life of Trunkline’s gas supply is a 
maximum of 13 years and a minimum of 11.5 years. Although this is mini- 
mal, we consider the gas supply available to Trunkline to be reasonably 
adequate [21 FPC 704, 709]. 

Transco operates in an area which has prolific gas supplies and has shown in 
the past that it has the ability to contract for gas supplies in competition with 
other natural gas companies. Considerations of this character received Com- 
mission attention in Opinion No. 320, supra. The Staff in its brief referred to 
the following language in that opinion: 

As offsetting the apparent slimness of its gas supplies, we agree with Ten- 
nessee that it is securing its gas supplies from a most prolific area. It is 
well known to us that Tennessee’s supply lines traverse an area in which 
new sources of gas are being discovered. It is also well known that Tennes- 
see has demonstrated its ability to contract for additional supplies in com- 
petition with other natural gas companies that secure their supplies from 
this same general area. Although it may also be true that Tennessee has 
entered into new purchase contracts, these contracts are not before us or a 
part of this record. Neither the amount of these claimed additional reserves, 
their location with respect to Tennessee’s system, nor the reasonableness of 
the terms of the purchase agreements are known to us [21 FPC 653, 657]. 

The situation of Transco is substantially similar to that referred to in the 
quotation and the views expressed therein would appear applicable to Transco 
in the present proceeding. 

The Commission considered the deliverability life of Transco’s gas reserves 
in granting the temporary certificate on June 24, 1959 (Transco’s third applica- 
tion for a temporary certificate of public convenience and necessity hereinabove 
referred to), which increased Transco’s obligation to its customers by 137,589 
Mcf per day. The remaining “1959 Construction” here involved and not covered 
by such temporary authorization is required by Transco to meet this increased 
obligation in the future.” 

The Commission’s letter of June 24, 1959, to Transco granting the temporary 
authorization specifically provided that 

This authorization is granted upon Transcontinental’s assurance that before 
it files an application for a certificate of public convenience and necessity for 
system capacity expansion beyond that applied for in this proceeding it 


3% As shown in footnote 6, supra, the facilities will also provide an additional 1,000 
Mef per day for South Jersey Gas Company and approximately 17,000 Mcf per day of 
unallocated capacity. 
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will file with the Commission gas supply estimates demonstrating, to the 
satisfaction of the Commission, improvement of the deliverability life of 
its gas supply over that shown in its application filed in this docket October 
20, 1958.** 


The Staff in its brief refers to Transco’s having assured the Commission 
that it will undertake to improve its gas supply and the deliverability life of its 
reserves prior to the filing of any future application for system expansion. The 
Staff states that “Therefore, in view of Transco’s assurance, the Staff does not 
challenge its gas supply except to the extent noted herein.” “ 

The staff** proposes that the certificate of public convenience and necessity 
which may issue to Transco herein should issue: 

Upon the express condition that before Transco shall file an application 
for a certificate of public convenience and necessity covering system capacity 
expansion at any time in the future, it shall file with the Commission gas 
supply estimates demonstrating, to the satisfaction of the Commission, im- 
provement of the deliverability life of its gas supply over that shown in this 
proceeding (Docket G—16603). 

Transco in its brief opposes the attachment of such a condition. It is clear 
that Transco’s gas supply situation should be improved before it seeks new cer- 
tificate authority covering further system capacity expansion. In these circum- 
stances, the condition proposed by the Staff to be attached to the certificate 
appears to be a reasonable one, and the order issued herein will contain such a 
condition. With the attachment of a condition of this character it is found and 
concluded that the Transco gas supply is adequate for the purposes of this 
proceeding. 

On the basis of the record evidence, it is concluded and found in Docket No. 
G-16603 that the public convenience and necessity require the issuance to Transco 
of a permanent certificate authorization for the construction and operation of 
the facilities identified as “1959 Construction”.” However, the public convenience 
and necessity also require that such certificate authorization be conditioned in 
the manner and for the purposes already indiczted. 


The Independent Producer Applications 


Pan American Petroleum Corporation, Sun Oil Company, Republic Natural 
Gas Company, et al., Phillips Petroleum Company and Southern Natural Gas 
Company, and Phillips Petroleum Company have filed applications pursuant to 
Section 7 of the Act for certificate authority to sell natural gas to Transco. 
Pan American, in Docket No. G—16207, and Sun Oil, in Docket No. G—16526, 
propose to sell gas from the Cook field, La Salle County, Texas, to Transco, 
for an initial base price of 13.5 cents per Mcf at 14.65 psia, plus .018 cents per 
Mcf to cover Texas occupation tax. The contracts are for a term of 20 years 
and provide for an initial minimum delivery of 2500 Mcf per day from Pan 
American and a maximum delivery of 3500 Mcf per day, and an initial mini- 
mum delivery of 450 Mcf per day from Sun and a maximum delivery of 620 
Mcf per day. Transco’s pressing need for the Texas gas and the gas from the 
other independent producers was fully established through the evidence 


4 Tr, 1510. 
15 Staff's brief, page 19. 

36 No other participant has raised any question regarding the adequacy of the gas supply. 
17 Of., In the Matter of Kansas Pipe Line Oompany, et al., 2 FPC 29. 
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presented by Transco and its customers and there is no issue regarding the same. 

The gas from all of the producer applicants will be commingled with gas 
from other sources in Transco’s interstate system, and used to meet Transco’s 
interstate system requirements, including the additional sales to the 44 cus- 
tomers for resale hereinbefore discussed. The reserves involved in the seven 
independent producer applications were estimated to be 243,399 Mmcf. 

Neither the Staff nor any party raises any issue regarding the initial prices 
of the Texas gas. The Staff in its brief pointed out that 

The purchase price of gas which Transco proposes to obtain from inde- 
pendent producers in Texas is identical or less than the initial prices at 
which it is presently purchasing gas under contracts wth independent 
producers in Texas. 

Pan American filed an amendment to its application in purported compliance 
with the Commission’s Order No. 190 to cover gas of Charles Sapp, a non- 
operator co-owner, stated to own a 24.2968% interest in the wells of which Pan 
American is the operator. In the amended application filed April 23, 1959, 
Pan American states “This application is filed by Applicant as ‘Operator’ for and 
on behalf of such non-operator, co-owner under the compulsion of Order 
No. 190. Applicant has not been authorized by such party to make this filing 
for him or in his behalf or to represent him before the Commission in any way 
or for any purpose.” 

In these circumstances, it would appear that Pan American in its amend- 
ment to its application has raised a question of “due process” insofar as its 
application relates to the rights of Sapp. However, in form at least, the 
amendment conforms to the provisions of Order 190. It is entirely possible 
that “due process” considerations, as they may affect Sapp, required notice of 
the amendment to Pan American’s application to have been served on Sapp. 
There is, however, nothing in the record before the Examiner to indicate 
whether or not Sapp had actual notice of these proceedings, which presumably 
affects his property rights, served upon him. The record does reflect, how- 
ever, the fact that notice of this hearing was published in the Federal Register. 
Pan American has raised no issue regarding Order 190 and as to its effect on 
the non-operator co-owner in the hearings or in its brief, neither has any other 
party in the proceeding taken any position regarding any possible violation of 
“due process” requirements as raised by implication in Pan American’s 
amendment. 

In these circumstances, the order to be issued will cover not only Pan Ameri- 
can’s interest in the Cook field gas, but also that of the non-operator interest 
as well. 

The applications covering the gas supplies from Texas will be certificated 
(Docket Nos. G—16207 and G—16526). However, the limitation of the certifi- 
eate for the 20 year term of the contract as requested by Pan American in 
Docket No. G—16207 will be denied and a certificate of indefinite duration will 
be issued therein.” Section 7 of the Act requires that certificates be cranted 
in both these dockets. If, at the end of 20 years, the producers or Transco 
desire abandonment, an application can be filed at that time and will be 
considered then. 


13See Sunray Mid-Continent Oil Company v. F.P.C., 267 F. 24 471 (CA10—May 27, 
1959), also Commission’s order issued June 19, 1959, In the Matters of Pan American 
Petroleum Oorporation, Docket No. G-4063 et al., 21 F.P.C. 845. 
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Republic Natural Gas Co., Earl G. Bateman, and Lohman-Bricker and Com- 
pany, a partnership in Docket No. G—16540, propose to sell gas to Transco, 
which they produce in the Raceland field, Lafourche Parish, Louisiana, for an 
initial base price of 21.5 cents per Mcf at 14.65 psia, plus 2.05 cents Louisiana 
severance tax. The contract is for a term of 20 years and the initial mini- 
mum and maximum deliveries are to be established by the parties. A tem- 
porary authorization was issued by the Commission in this docket on March 9, 
1959, and deliveries of gas to Transco were commenced on April 13, 1959. 

The remaining producer applications, namely, Docket Nos. G-17381, G-17417, 
G-17444, and G—17447, involve natural gas produced in the Ship Shoal Area off- 
shore Terrebonne, Louisiana. Kerr-McGee, Docket No. G-17381, is operator 
of certain wells in the Block 28 and Block 32 fields of the Ship Shoal Area. 
On November 28, 1956, Phillips and Southern Natural entered into a joint 
venture agreement. The parties to this agreement (Docket No. G-17417) and 
three other independent producers, namely, Kerr-McGee (Docket No. G-17381), 
Pan American (Docket No. G-17417), and Phillips (Docket No. G—17447) all 
propose sales from the Ship Shoal Area relating to the adjoining Block 28 and 
Block 32 fields. 

Kerr-McGee is the operator of both fields. The Block 28 field is a single 
operating unit and comprises 30,000 acres (Exhibits 30 and 31). It includes 
Blocks 27, 28, 29, 34, 35, and 36. There are five completed gas wells in the field. 
Two additional wells are now being drilled (Exhibit 31, Tr. 521). 

Phillips and Southern Natural own a 5 working interest in the lease covering 
Block 28 and a % interest in the leases covering the other blocks in the Block 
28 field. Pan American owns a *% interest in the lease in Block 29, and Kerr- 
McGee owns the remaining interest in the field. Pan American, the parties 
to the joint venture agreement, and Phillips, are non-operators. As indicated, 
these four producer applicants own all the gas reserves in the two Ship Shoal 
fields. 

The contract between Transco and Phillips and Southern Natural commits to 
Transco all of the gas held jointly by them in the Block 28 field down through 
the 14,000 foot sand. The gas to be delivered is sweet, dehydrated, high- 
pressure gas. The initial base price is 22¢ per Mcf (at 15.025 psia). The tax 
reimbursement provisions of the contract depend, in their application, on the 
outcome of the Supreme Court litigation to determine whether the area in which 
the field lies belongs to the State of Louisiana or the Federal Government. If 
it is determined that the leases are State lerses, the buyer will be obligated to 
reimburse the seller 2.05¢ per Mcf of Louisiana severance tax payments. If 
title to the area is determined to be in the Federal Government, the tax reim- 
bursement will amount to only 0.2625¢ per Mcf. 

The price to be charged by the other independent producers for the offshore 
gas is the same as that set forth in the contract between Transco and the 
parties to the joint venture agreement. 

Transco plans to withdraw from the Block 28 field, Ship Shoal Area, slightly 
in excess of 25,000 Mcf per day from January 1960 to 1981. Insofar as Docket 
Nos. G—17381, G-17417, G—17444, and G—17447 are concerned, the applications do 
not set forth the delivery rate per Mcf per day which was reserved for future 
determination between the parties. The contracts do provide for delivery over 
a 22-year period at the initial base price of 22¢ per Mcf, plus the tax reim- 
bursement referred to above. The only issue raised regarding these applications 
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and the application of Republic Natural Gas Company, et al., in Docket No. 
G-16540 relates to the proposed initial prices. 

The only real opposition to the granting of these certificates at the proposed 
prices is made by the New York Commission, U.G.I., South Jersey Gas Com- 
pany, and Long Island Heating Company, based upon their interpretation of the 
Catco decision.” The latter decision was the subject of consideration by the 
Third Circuit in its recent decision” upon review of the Commission’s Opinion 
No. 315. Opinion No. 315 and accompanying order, supra, which the Court of 
Appeals affirmed, supports the proposition that it is appropriate for the Com- 
mission to issue a certificate without a price condition where, as here, the prices 
will not establish any new price plateau and will not trigger increases in other 
contracts under which Transco purchases gas in southern Louisiana, in the Gulf 
of Mexico, offshore southern Louisiana, or elsewhere, and where the proposed 
prices are not out of line with the prices which the Commission has authorized 
to be paid by Transco and others in the area. Under these circumstances, the 
producer applications in Docket Nos. G-16540, G-17381, G-17417, G—17444, and 
G-17447 should, and will, be granted herein.” 


ADDITIONAL FINDINGS 


Upon consideration of the entire record herein, the evidence adduced and 
the briefs filed, it is found and concluded, in addition to the findings and con- 
clusions hereinbefore set out, that: 

(1) Transcontinental Gas Pipe Line Corporation, a Delaware Corporation, 
having its principal place of business in Houston, Texas, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its Order issued September 4, 1958, In the Matter of Trans- 
continental Gas Pipe Line Corporation, et al., Docket No. G-13143, et al., 20 
FPC 264, 284. 

(2) The facilities proposed to be constructed and operated by Transconti- 
nental Gas Pipe Line Corporation and identified as “1959 Construction” all as 
set forth in its application, as amended, in Docket No. G—16603 constitute an 
integral part of the Transcontinental’s interstate-transmission system and the 
sales to be made therefrom as hereinafter ordered and conditioned will be sales 
of natural gas in interstate commerce for resale, and such sales and facilities 
are subject to the jurisdiction of the Commission. 

(3) As hereinabove found, the public convenience and necessity do not require 
authorization for the facilities identified and described hereinabove as Transco’s 
“1960 Construction.” 





% Atlantic Refining Company, et al., v. Public Service Commission, et al., 360 U.S. 378 
(June 22, 1959), 

® United Gas Improvement Company, et al., v. F.P.C., et al., 269 F. 2d 865 (August 4, 
1959). This is generally referred to as the Transco Case and involves an earlier 
certificate application by Transcontinental. 

#1 Commission’s Opinion No. 325, In the Matters of South Georgia Natural Gas Com- 
pany, et al., Docket Nos. G-9892, et al, 22 FPC 211, Commission’s Opinion No. 327 In the 
Matters of Texas Gas Transmission Corporation, et al., Docket Nos. G—17335, et al., 22 FPC 
878, both issued August 10, 1959, and orders also issued by the Commission on August 
10, 1959, in Superior Oil Company, et al., Docket No. G—16380, et al., 22 FPC 369. The 
California Company, et al., Docket No. G-16108, et al., 22 FPC 252, Sun Oil Company, 
et al., Docket Nos. G—-15122, et al., 22 FPC 351, Sunray Mid-Continent Oil Company, Docket 
No. G-—14753, 22 FPC 361, and J. M. Huber Corporation, Docket No. G-13800, 22 FPC 338. 
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(4) The construction of the facilities referred to in finding (2) above, and 
the service proposed by Trancontinental and referred to hereinabove, are re- 
quired by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered upon the terms and conditions hereinafter 
set forth. 

(5) Transcontinental is able and willing properly to do the acts and perform 
the service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules, and regulations of the Commission thereunder. 

(6) Service by Transcontinental, as described hereinabove, to Palmerton Gas 
Company is in the public interest and required by the public convenience and 
necessity and the certificate hereinafter issued to Transcontinental should be 
conditioned accordingly. 

(7) Each of the independent producer applicants, namely : 

(a) Pan American Petroleum Corporation (Docket No. G—16207) 
(b) Sun Oil Company (Docket No. G—16526) 
(c) Republic Natural Gas Company, Earl G. Bateman and Lohman- 
Bricker & Company (Docket No. G—16540) 
(d) Kerr-McGee Oil Industries, Inc. (Docket No. G—17381) 
(e) Pan American Petroleum Corporation (Docket No. G—17417) 
(f) Phillips Petroleum Company and Southern Natural Gas Company 
(Docket No. G-17444) 
(g) Phillips Petroleum Company (Docket No. G—17447) 
is or, upon initiation of the proposed sale to Transcontinental, will be a “natural- 
gas company” within the meaning of the Natural Gas Act, and the proposed 
sale for which a certificate of public convenience and necessity is herein sought 
by each of these applicants is a sale of natural gas in interstate commerce for 
resale and subject to the jurisdiction of the Commission. 

(8) The sale proposed by each of said producer applicants is required by 
the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(9) Each said producer applicant is able and willing to do the acts and per- 
form the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(10) Issuance of the certificates to all applicants as hereinafter ordered is 
appropriate and necessary for carrying out the provisions of the Natural Gas 
Act. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission, pursuant to 
its Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity be, and the same hereby 
is issued, authorizing Transcontinental Gas Pipe Line Corporation to construct 
and operate the facilities identified as “1959 Construction”, hereinabove de 
scribed, and more fully described in the application in Docket No. G—16603, 
as amended, and in the evidence of record for the transportation and sale of 
natural gas as hereinafter set forth subject to the jurisdiction of the Commission 
upon the terms and conditions of this order. 

(B) Transcontinental is hereby authorized and directed to transport, sell, 


and deliver, additional volumes of natural gas to its customers, as set forth 
below : 
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Customer 





Consolidated Edison Company of New York, Inc.................-...--.-----..- 
SOGEED Green CHO GRIND, . cnnnenccacecccacetuagageecenasoned 
Delaware Power and Light Company--.....................-.-.-.--.- onda! 
Eastern Shore Natural Gas Company- --.-- 
Elizabethtown Consolidated Gas Company - espaedl 
Long Island Lighting Company.-...................-...-.-.---.- we 
EL NN Gi oii sain nentinemodisnnamnieninnaitiiee 
United Gas a II cs chisastn sibinepickn sh eaesinistseieaanobin halewail 
De Ce on cncnntednnnmedodicseieanat 

Atlantic Seaboard Corporation ........................-...-.- 
Gapetns asus Gas TIGNGRNRIOR, 6. ccnccccccdneccsndcncsenttnatmonnnsenscsneetn 
Danville, Virginia, City of. ........ 
SE CG SE Ql echrticdcccccqeussseuwscéctacuddasétvuadéanbcctions 
Piedmont Natural Gas Company, Inc..............-ccccccccencceeenencesseceses 
Public Service Company of North Carolina, Inc..................--..--.--.----. 
Binsksburs,. Goutls Case, TOW. . cc cccn ec nnsocccqcescensenscsscchecspona 
cn,  , A... nce neenegenanbeaninecannees 
Lexington, North Carolina, City of...............-.-- 
North Carolina Gas Service 
South Carolina Gas Company (Division of United Cities Gas Company) - -_---- 
Southwestern Virginia Gas Company - ---- ochapaiitinmcinpatindgentnnticnppapugincemanceel 
ee SE cinncccadtecadcaccdnuenstscsmipagesnenemmentnniaee 
Demeae Cihe, Bi CN Clea hice cnscitn cen cvctnnsccccdsecusectiinsetebesdiada 
FI NI i a sn tsdeiadtineinaietanel manana 
LD eee eres 
nes, Ain TORR OE og nadaucinnnunnsaiiangensis ian 
CEL, SUIS SORT cecicsennerousaniaaicentencepesdenareienserinpeipaeiemeianaapeinerkaartinint 
CORI, I BD Cin hice ctidbcndddcntiiddaccndatieecinightbattnietadied 
I I int cienhaccieinstpai mp aecisan gpa tsi talabininee lade nae beaniiaash dial 
Bast Central Alabems Gas District. . 2.22. ccc ccccccnscccccccseccccescssescsss 
pO SO OY ea ee en 
Georgia Gas Company (Division of United Cities Gas Company) -.......--....- 


















Es CN inci patie einntnandbitipidninieainittininntsbennneiiiiins 


Jefferson, Georgia, City of..................-.-.- 
Lawrenceville, Georgia, City of. ...........-..-- 
Maplesville, Alabama, Town of_-...........---.- 
Mid-Georgia Gas Company. .......-..----.-.-- 
Monroe, Georgia, City of...............-...- 

Roanoke, Alabama, City of. --~.... siedaiceed 

Royston, Georgia, City of- ._-. 
Sugar Hill, Georgia, Town of_......-- 
Toccoa, Georgia, City of. ...........--- 
Wedowee, Alabama, Town of_-.....---..-.- 
I UNI OF os eat ceerepmanencannaipaesaeaaninentiiatimaieiaed 
Sun Oil Company (Additional transportation service) 








Rate 
Schedule 


roposed 
Add’. 
Mef/Day 
@ 14.7 psia 
35, 000 
500 
3, 000 








(C) As a condition of the certificate issued to Transcontinental in para- 
graph (A) hereof, and to the exercise of the rights granted thereunder, 
Transcontinental shall establish a physical connection of its Leidy transmission 
pipeline at an approximate location of about one mile west of the town of Say- 
lorsburg, Pennsylvania, with the facilities proposed to be constructed by Pal- 
merton Gas Company, and when Transcontinental has completed the con- 
struction of the facilities authorized herein, to sell and deliver up to 7,400 Mcf 
of natural gas per day to Palmerton Gas Company under Transcontinental’s 


Rate Schedule CD-3. 


(D) As a further condition of the certificate issued Transcontinental in para- 
graph(A) hereof, and to the exercise of the rights granted thereunder, before 
Transcontinental shall file an application for a certificate of public convenience 
and necessity covering system capacity expansion at any time in the future, 
Transcontinental shall file with the Commission gas supply estimates demon- 
strating, to the satisfaction of the Commission, improvement of the deliver- 
ability life of Transcontinental’s gas supply over that shown in this proceeding 


(Docket No. G—16603). 


(E) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) (c) (4) and (e) of Section 157.20 of the 


Commission’s regulations under the Natural Gas Act (18 CFR 157.20) should 
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and will attach to the certificate issued to Transcontinental in paragraph (A) 
hereof, and to the exercise of the rights granted thereunder. 

(F) The certificate issued in paragraph (A) hereof, shall be accepted in 
writing and under oath by a responsible official of Transcontinental within 30 
days after the order herein becomes effective, otherwise the construction and 
operation of the facilities authorized herein shall cease forthwith. 

(G) Transcontinental shall commence construction of facilities herein author- 
ized within 90 days of the issuance of the final order herein and shall complete 
construction of the facilities within 24 months of the date of issuance of this 
order. 

(H) A certificate of public convenience and necessity be, and the same hereby 
is, issued in each of the above identified producer dockets, authorizing the 
applicant or applicants therein as referred to in finding (7) hereinabove to 
make the sale in interstate commerce and to deliver to Transcontinental vol- 
umes of natural gas from the field hereinabove identified in accordance with 
the gas purchase contract between Transcontinental as buyer, and the inde- 
pendent producer or producers as seller, which is in evidence, and the operation 
of any facilities subject to the jurisdiction of the Commission necessary therefor 
(except insofar as time limitations for rendering service are contained therein), 
all as more fully described in the applications as amended and exhibits in these 
proceedings, upon the terms and conditions of this order. 

(1) The certificates issued by paragraph (H) shall be deemed accepted and 
in full force and effect, unless refused in writing and under oath by a responsi- 
ble official of the respective applicants within 30 days from the issuance of this 
order. 

(J) The service authorized by paragraph (H) shall be undertaken within 
24 months from the date of the issuance of this order. 

(K) The grant of the certificates herein by paragraph (H) shall not be con- 
strued as a waiver of the requirements of Section 4 of the Natural Gas Act or 
of Section 154 of the Commission’s Rules and Regulations thereunder, requiring 
the filing of rate schedules for the sales herein authorized and is without preju- 
dice to any findings or orders which shall be or may hereafter be made by the 
Commission in any proceedings now pending or hereinafter instituted by or 
against the applicants. Further, the action taken in this proceeding shall not 
foreclose nor prejudice any future proceedings or objection relating to the oper- 
ation of any price or related revision in the gas purchase contracts herein 
involved. 

RicHarp N. Ivins 
Presiding Examiner 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


AUSTRAL OIL COMPANY, INCORPORATED, DOCKET NO. G-15819; 
JOHN W. MECOM, DOCKET NO. G-16975; SEADRIFT PIPELINE COR- 
PORATION, DOCKET NO. G-17044; UNION OIL COMPANY OF CALI- 
FORNIA, DOCKET NO. G-17263 


ORDER DENYING APPLICATION FOR REHEARING AND RECONSIDERATION OF 
ORDER DENYING INTERVENTION 


(Issued November 19, 1959) 


An application for rehearing and reconsideration of the Commission’s order 
issued October 8, 1959, 22 FPC 658, in the above-entitled proceeding was filed, 
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October 26, 1959, by the Public Service Commission of the State of New York 
(PSC). By that order we denied PSC’s participation herein as an intervenor, 
stating that PSC was required “* * * to set forth with specificity its grounds of 
interest * * *.” This PSC had failed to do, and in fact had not alleged a single 
interest in its Notice of Intervention filed herein. 

The principal contention of PSC in its application for rehearing is that, as a 
State Commission, it ‘“* * * is entitled to intervene * * *, as of right, simply 
by filing its Notice of Intervention.” In support thereof, PSC cites Section 
15(a) of the Natural Gas Act (Act) and Sections 1.37(f) and 1.8(a)(1) of the 
Commission’s Rules of Practice and Procedure (Rules). It is our view that 
PSC’s understanding of the Act and the Rules thereunder is misconceived and 
erroneous, as the plain language of each required that PSC be an interested State 
Commission. Clearly, where the Notice of Intervention filed is devoid of any 
allegations of direct and immediate interest, it cannot be said that any basis has 
been established upon which PSC must be permitted to intervene as of right. 
Lacking such right, PSC’s request for permission to intervene is addressed to our 
sound discretion, and in the exercise of our discretion we have not been apprised, 
nor have we been able to ascertain how PSC’s participation herein would have 
accrued to the public interest. We are required therefore, in consideration of 
these premises, to deny intervention. 

Additionally, PSC asserts that “* * * it is also entitled to intervene under 
Section 1.8(b) (2) * * *” of the Rules because of the initial price levels of the 
natural gas being sold to Trunkline Gas Company (Trunkline). This assertion 
of interest is not timely, but assuming that it is, we are of the opinion that PSC’s 
concern or interest in these prices is remote, conjectural and factually insufficient 
to demonstrate aggrievement entitling PSC to intervention as of right. Memphis 
Light, Gas & Water Division v. FPO, 243 F. 2d 628, 632 et seq. (CADC). 

Finally, PSC argues that the order under reconsideration is onerous because 
it requires PSC to be specific as to its interests herein and is thus tantamount toa 
rewriting by us of our Rules. Neither the Act nor the Rules grant an interven- 
tion as of right. The right accrues only upon a clear and proper showing of in- 
terest and absent such showing we are impelled to deny PSC intervention in this 
proceeding. 


The Commission further finds: 


The assignments of error contained in the application for rehearing and re- 
consideration of our order issued October 8, 1959, filed in this proceeding, sets 
forth no facts or principles of law which were not fully considered by the Com- 
mission when it issued its order of October 8, 1959, or which having new been 
considered warrant any change or modification of that order. Such specifications 
of error, contentions and arguments contained in the above application for re- 
hearing as are not specifically disposed of in the foregoing are without reasonable 
basis in law, or are immaterial to the correct decision of this case, and should 
be denied. 


The Commission orders: 


The above application for rehearing is hereby denied. 
Commissioner Connole dissenting. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


GENERAL AMERICAN OIL COMPANY OF TEXAS (OPERATOR) ET AL., 
DOCKET NO. G-—14556 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued November 19, 1959) 


On January 30, 1958, General American Oil Company of Texas (Operator), 
et al? (General American), tendered for filing Supplement No. 7 to its FPC 
Gas Rate Schedule No. 18 and Supplement No. 7 to its FPC Gas Rate Schedule 
No. 19, proposing increased rates and charges for its sales of natural gas to 
Texas Eastern Transmission Corporation (Texas Eastern). By order issued 
February 28, 1958, the Commission suspended and deferred the use of said 
Supplement No. 7 until August 2, 1958, and “until such further time as [it] is 
made effective in the manner prescribed by the Natural Gas Act” and ordered a 
hearing to be held on the lawfulness of the proposed increased rates. 

On October 20, 1959, General American tendered an Offer of Settlement 
pursuant to Section 1.18 (e) of the Commission’s Rules of Practice and 
Procedure, which offer was agreed to by Texas Eastern. 

In its Offer of Settlement, General American stated that, in consideration for 
allowing the suspended rates of 13.8733¢ per Mcf to be made effective upon 
the effective date of the order of acceptance and the termination and dismissal 
of this proceeding, General American would agree to eliminate from both rate 
schedules the favored-nation and price-redetermination clauses and substitute 
0.5¢ per Mcf periodic increases in February 1963 and February 1968 for the 
present periodic escalations of 0.2¢ per Mcf yearly contained in these rate 
schedules. General American stated further that this offer will remain 
outstanding until November 20, 1959. 

In support of its Offer of Settlement, General American states, inter alia, 
that the favored-nation and price-redetermination provisions were important 
elements of consideration required by General American for the long-term com- 
mitments of these gas reserves to the performance of the contracts; that these 
two elements of consideration provided sellers with a means of protecting them- 
selves against inflation and increased valuation of gas during the long-term of 
the contracts; and that these provisions were included in the contracts after 
arm’s-length negotiations. General American states that “it is now willing to 
give up the advantage” of the provisions of these contracts in the interest of 
settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the offer. Texas Eastern has transmitted a 
copy of the offer, and a memorandum stating its position with respect thereto, 
to its customers. None of its customers has intervened in these proceedings or 
expressed on the record any opposition to the Offer of Settlement. 

In the judgment of Commission, settlement of this case in accordance with the 
Offer of Settlement is desirable in the public interest and appropriate to carry 
out the provisions of the Act. General American is proposing to eliminate all 


2General American’s FPC Gas Rate Schedule Nos. 18 and 19 consist of contracts dated 
March 25, 1952 and June 1, 1953 between Deep Rock Oil Company and Texas Bastern 
with the rate schedules redesignated to General American after it acquired a working 
interest in the property and became a unit operator. 
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favored-nation and price-redetermination clauses in the contracts with Téxas 
Eastern involved herein, to waive all its future rights and benefits thereunder, 
and to convert the annual escalation now provided in the contracts to a fixed 
0.5¢ per Mcf escalation in February 1963 and February 1968. Although General 
American would in exchange be permitted to receive the price of 13.8733¢ per Mcf 
presently under suspension, this price when compared with existing area prices 
is not an excessive price currently for the gas produced and developed under the 
contracts involved herein, and is considerably below said recently negotiated 
prices. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Hastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the two clauses. The resulting stability in gas 
costs would be welcome to all segments of the natural-gas industry. Further- 
more, freeing the Commission from the need of considering such proposed in- 
creases would enable it to concentrate its efforts on more important rate cases 
and other matters having possibly more serious consequences for the public and 
the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
General American under the fixed escalation provisions or otherwise. 


The Commission further finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by General American 
with the Commission on October 20, 1959, and in the Appendices * to this order, 
is in the public interest and appropriate to carry out the provisions of the Nat- 
ural Gas Act and should be approved by the Commission and made effective 
as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by General American 
on October 20, 1959, is hereby approved in accordance with the provisions of 
this order. 

(B) General American shall execute with Texas Eastern amendments to 
these parties’ Gas Purchase Contracts dated March 25, 1952, and June 1, 1953, 
as amended, filed with the Commission as General American’s FPC Gas Rate 
Schedules Nos. 18 and 19, in accordance with Appendices A and B, attached 
hereto. 

(C) General American shall, within 30 days from the date of issuance of 
this order, file with the Commission as supplements to the aforesaid FPC Gas 
Rate Schedule Nos. 18 and 19 under Part 154 of the Commission’s Regulations 
under the Natural Gas Act, the executed agreement with Texas Eastern re- 
quired by paragraph (B) above. 

(D) General American’s proposed increased rates contained in Supplement 
No. 7 to its aforesaid FPC Gas Rate Schedule Nos. 18 and 19 and suspended 
by Commission order issued herein on February 28, 1958, are herewith per- 
mitted to become effective on the date General American makes the filing re- 
quired in paragraph (C) above, notwithstanding the date specified in Appen- 
dices A and B. The proceedings in this docket are hereby terminated. 


* Omitted in printing. 


556-—711—64 57 
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(E) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings, which are presently being 
heard, or in any other proceeding now pending or hereinafter instituted by or 
against General American. 

Commissioner Connole dissenting because of the lack of finding of justness 
and reasonableness. (Amarillo-Borger Eapress, Inc. v. United States, 138 F. 
Supp. 411) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


E. J. HUDSON, ET AL.,’ DOCKET NOS. G-13312 AND G-17611; PAUL R. 
DAVIS AND LESTOR B. WOOD, DOCKET NOS. G—13287 AND G-17607 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued November 19, 1959) 


On December 31, 1958, Hudson Gas & Oil Corporation (successor in interest 
to E. J. Hudson, et al., (Hudson) and Paul R. Davis and Lestor B. Wood (Davis 
& Wood) tendered for filing proposed increased rates and charges for jurisdic- 
tional sales of natural gas to Texas Eastern Transmission Corporation. The 
proposed rates of 14.6¢ per Mcf are based upon periodic escalation provisions 
in the contracts, and were designated Supplement No. 7 to Hudson’s FPC Gas 
Rate Schedule No. 1 and Supplement No. 5 to Davis & Wood’s FPC Gas Rate 
Schedule No. 1. By order of the Commission issued January 30, 1959, the in- 
creases were suspended until July 1, 1959, in Docket Nos. G-17611 and G-—17607 
respectively. 

Hudson and Davis & Wood have rates of 14.2¢ per Mcf currently in effect 
subject to refund in Docket Nos. G-—13312 and G—13287 respectively. These 
rates are designated as Supplement No. 6 to Hudson’s FPC Gas Rate Schedule 
No. 1 and Supplement No, 4 to Davis and Wood’s FPC Gas Rate Schedule No. 1. 

On October 6, 1959 both Hudson and Davis & Wood submitted offers of settle- 
ment. Davis and Wood state that they will eliminate from their contract the 
favored-nation clause which it contains in return for acceptance of the 14.6¢ 
per Mcf rate under suspension in Docket No. G—17607 and Hudson states that 
it will eliminate both favored-nation and price redetermination clauses in return 
for permitting the 14.6¢ per Mcf, less 0.5¢ line amortization, rate under sus- 
pension in Docket No. G-17611. A periodic increase of 1.0¢ per Mcf every five 
years would be substituted for present escalation provisions. In addition, Hud- 
son and Davis & Wood ask that the proceedings in Docket Nos. G—17611 and 
G-17607 be terminated together with the proceedings in Docket Nos. G—13212 
and G-13287 involving rates superseded by the later filings. 

Texas Eastern Transmission Corporation (Texas Eastern) concurs in and 
approves the Offers of Settlements. 

In our judgment, settlement of these cases in accordance with the Offers of 
Settlement are desirable in the public interest and appropriate to carry out the 
provisions of the Act. Hudson and Davis & Wood are proposing to eliminate 
any favored-nation and price-redetermination clauses in their contracts with 


2In the Offer of Settlement filed by Hudson Gas & Oil Corporation, it was recited that 
it was the successor in interest to BD. J. Hudson, et al., but no other notification of this 
succession has been received by the Commission. 
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Texas Eastern involved herein, to waive all its future rights and benefits there- 
under and to convert the annual escalations now provided in the contracts to 
a fixed 1.0¢ per Mcf escalation in November 1963, November 1968, and November 
1973. 

The proposed Offers of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as might 
otherwise arise under the two clauses. The resulting stability in gas costs 
would be welcome to all segments of the natural-gas industry. Furthermore, 
freeing the Commission from the need of considering such proposed increases 
would enable us to concentrate our efforts on more important rate cases and 
other matters having possibly more serious consequences for the public and the 
consumer. 

However, we desire to make it clear that acceptance of these Offers of Settle- 
ment shall not be construed as approval of any future increased rates proposed by 
Hudson and Davis & Wood under the fixed escalation provisions or otherwise. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described herein, 
as more fully set forth in the Offers of Settlement filed by Hudson and Davis & 
Wood with the Commission on October 6, 1959, and in the Appendices * to this 
order, is in the public interest and appropriate to carry out the provisions of 
the Natural Gas Act and should be approved by the Commission and made effec- 
tive as hereinafter ordered. 


The Commission orders: 


(A) The Offers of Settlement filed with the Commission by Hudson and Davis 
& Wood on October 6, 1959, are hereby approved in accordance with the pro- 
visions of this order. 

(B) Hudson and Davis & Wood shali execute with Texas Eastern amendments 
to Hudson’s Gas Purchase Contract dated March 27, 1953 and Davis & Wood’s 
Gas Purchase Contract dated June 2, 1955, filed with the Commission as Hudson’s 
FPC Gas Rate Schedule No. 1. and Davis & Wood’s FPC Gas Rate Schedule No. 1, 
in accordance with Appendix A and Appendix B attached hereto. 

(C) Hudson and Davis & Wood shall, within 30 days from the date of issu- 
ance of this order, file with the Commission as an amendment to Supplement 
No. 7 to Hudson’s FPC Gas Rate Schedule No. 1 and Supplement No. 5 to Davis 
& Wood’s FPC Gas Rate Schedule No. 1, under Part 154 of the Commission’s 
Regulations under the Natural Gas Act, the executed agreements with Texas 
Eastern required by paragraph (B) above. 

(D) The proposed increased rates contained in Supplement No. 7 to Hudson’s 
FCP Gas Rate Schedule No. 1 and Supplement No. 5 to Davis & Wood’s FPC Gas 
Rate Schedule No. 1, suspended by our orders issued on January 30, 1959, are 
herewith permitted to become effective on the date of this order. The proceed- 
ings in Docket Nos. G—-17611 and G—17607 are hereby terminated. 

(E) The rates in effect subject to refund in Docket Nos. G-13312 and G—13287 
are superseded by the rates proposed in Docket Nos. G-17611 and G-—17607 respec- 
tively, and are also hereby terminated. 

Commissioner Connole dissenting because of the lack of finding of justness and 
reasonableness, (Amarillo-Borger Express, Inc. vy. United States, 128 F. Supp. 
411.) 


* Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CITIES SERVICE GAS COMPANY, DOCKET NO. G-—18990 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued November 20, 1959) 


Cities Service Gas Company (Applicant), a Delaware corporation with a 
principal place of business in Oklahoma City, Oklahoma, filed an application in 
Docket No. G—18990 on July 20, 1959, for a certificate of public convenience and 
necessity, authorizing the construction and operation of additional metering and 
regulating facilities to its existing regulating station serving Osage City, Kansas, 
to enable Applicant to sell and deliver natural gas to the City of Burlingame, 
Kansas, for resale and distribution in Burlingame, all as more fully described 
in the application on file with the Commission. 

The record shows that Burlingame is located approximately 6.5 miles north 
of Osage City, 13.8 miles from the proposed meter station and has no existing 
gas distribution system. It will build approximately 13.8 miles of 6-inch trans- 
mission lines from the Cities Service meter to the town, paralleling Osage’s 
line for 6.5 miles. Burlingame will operate its line and also construct and operate 
a distribution system in the town. 

The estimated cost of construction of Burlingame’s entire project is $250,560, 
including fees and contingencies, which Burlingame proposes to finance by issu- 
ing $150,000 in general tax obligation bonds together with $100,000 in gas revenue 
bonds maturing in 20 years. The proposed additional metering and regulating 
facilities of Cities Service are estimated to cost $5,050, excluding overheads, 
which will be paid for out of Cities Service’s treasury cash, subject to reimburse 
ment by Burlingame. 

In addition to the sale proposed herein, Applicant proposes to sell gas to 
Burlingame for use by it in its power plant which now uses oil for boiler fuel. 
Cities Service states that authority for the delivery to the power plant is re- 
quested in its budget-type application in Docket No. G—18869. 

Burlingame’s estimated annual and peak day requirements are as follows: 


Volumes Mef @ 14.73 psia 





lst Year 2d Year 3d Year 


SE TAI, dninncdesaannoniincimmuniambehienssbesclae 52, 327 58, 510 64, 692 
SEEy BT COI on comiteincceeidn elncnpplquhnensbertdaocie 535 596 656 


These estimates do not include the requirements of Burlingame’s power 
plant which are estimated at 30,000 Mcf per year. 

Gas supply is not an issue in this proceeding since the volumes of gas 
involved will not appreciably affect Applicant’s over-all system reserves. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 10, 1959, respecting the matters involved in, and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 
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The Commission finds: 

(1) Applicant, a Delaware corporation, having its principal place of busi- 
ness in Oklahoma City, Oklahoma, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used in 
the transportation and sale of natural gas in interstate commerce subject to 
the jurisdiction of the Commission, and the construction and operation thereof 
by Applicant are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1), (ec) (8), (ce) (4) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder, and that the time 
within which installation of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed at 
one year from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ce) (3), (e) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations is hereby fixed at one year from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-18948 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued November 20, 1959) 
On July 9, 1959, as supplemented on August 27, 1959, El Paso Natural Gas 


Company (Applicant) filed in Docket No. G—18948 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
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necessity authorizing the construction and operation of approximately 530 feet 
of 2%%-inch lateral pipeline and necessary metering facilities, extending from 
Applicant’s existing 16-inch Yuma lateral line to a point on the Arizona-Cali- 
fornia boundary on or near the river crossing bridge adjacent to the Southern 
Pacific Railroad bridge north of the City of Yuma, Arizona, all as more fully 
set forth in the application, as supplemented. 

Applicant seeks authorization for the above facilities in order to sell and 
deliver natural gas on a firm basis to Western States Utilities Company ( West- 
ern States) for resale in and about the community of Winterhaven, Cali- 
fornia, which does not now have natural gas service. Deliveries are proposed 
to be made under a new rate schedule, Rate Schedule A-2-X, providing a rate 
based upon rates suspended in Docket No. G—17929 and allowed to become 
effective subject to refund, August 1, 1959. 

The estimated cost to Applicant of the facilities required to provide the subject 
service to Western States is $6,000. Western States estimates the total cost 
of its facilities to provide service to the Winterhaven area to be $39,800. Appli- 
cant will defray its expense from current working funds. Western States’ 
plans, including financing, have been approved by the Public Utilities Commis- 
sion of the State of California. 

The total estimated requirements of Western States for the first three full 
years of operation are: 


Mef @ 14.73 psia 


lst Year 2d Year 3d Year 


7, 093 7, 464 
146 153 


These volumes are too small to have any significant impact on Applicant’s gas 
supply. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 12, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation having 
its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of January 11, 1944, in Docket No. G-288 (4 FPC 486). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding and the exhibits appended thereto, are proposed to 
be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as integral parts of Applicant’s 
existing pipeline system, and the construction and operation thereof by Ap- 
plicant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 
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(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which the 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at one year from the date on which 
this order issues. 

(6) The certificate hereinafter issued to Applicant should be conditioned 
to require a reduction in Applicant’s proposed Pipe Line Service Rate Schedule 
A-2-X rate level proportionate with any reductions which may be ordered in 
Docket No. G-17929 of the rates upon which the proposed A—2-X rate is based, 
and to require refund of amounts collected which are in excess of such recom- 
puted rate. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to construct and 
operate the facilities hereinbefore described, all as more fully described in the 
application in this proceeding and the exhibits appended thereto, for the trans- 
portation and sale of natural gas subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of said Regulations is hereby fixed at one year from the date on 
which this order issues. 

(D) The certificate granted in paragraph (A) hereof is hereby further con- 
ditioned to require a reduction in Applicant’s proposed Pipe Line Service Rate 
Schedule A-2-X rate level proportionate with any reductions which may be 
ordered in Docket No. G—17929 of the rates upon which the proposed A-2-X rate 
is based, and to require refund of amounts collected which are in excess of such 
recomputed rate. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


HOPE NATURAL GAS COMPANY AND EQUITABLE GAS COMPANY, 
DOCKET NO. G—18534 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 20, 1959) 


Hope Natural Gas Company (Hope) and Equitable Gas Company (Equitable), 
hereinafter referred to collectively as “Applicants”, filed on May 4, 1959, a joint 
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motion to amend the Commission’s order issued May 29, 1958, 19 FPC 824, in 
Docket Nos. G—14780 and G—14781 to authorize delivery of natural gas on an 
exchange basis between the two parties during 1959 and 1960, as hereinafter 
described, and as more fully represented in the joint motion to amend. 

The joint motion herein is in effect an application for a certificate of public 
convenience and necessity, pursuant to Section 7 of the Natural Gas Act and 
will, hereinafter be treated as such. 

In the joint application Equitable proposes to sell and deliver to Hope up to 
2,040,000 Mef (at 14.73 psia) of natural gas during each of the summer seasons 
of 1959 and 1960 (June through October), and Hope proposes to sell the same 
volumes to Equitable during the 1959-60 and 1960-61 winter seasons (November 
through March). It is proposed that the exchange deliveries will be made 
through existing interconnections between the parties’ respective systems and 
will require no additional facilities. 

There is no question of gas supply involved since each of the Applicants will 
receive the same volumes as it sells to the other. 

The application states that Equitable expects to have excess gas available to 
it during the summer seasons of 1959 and 1960, and anticipates the need for 
additional gas during the 1959-1960 and 1960-1961 winter heating seasons over 
and above its available supply. Hope, on the other hand, states it can absorb 
Equitable’s excess gas during the summer seasons through the use of its greater 
storage capacity, and will be able to return equivalent volumes to Equitable 
during the winter heating seasons without any detrimental effect on service to 
its existing customers. Deliveries by each party will be on an interruptible 
basis. 

Concurrently, with the Motion To Amend Certificate Order, Equitable filed its 
Rate Schedule S—-1 (Third Revised Sheet No. 10-A) and a service agreement 
dated April 24, 1959, and on May 22, 1959, Hope filed its Rate Schedule WS-1 
(Original Sheet No. 3-C) and a service agreement dated May 15, 1959. 

Equitable’s Rate Schedule S-1 is generally available for service on an inter- 
ruptible basis for the two summer periods, June 1 through October 31, 1959 and 
1960, and provides a price of 25 cents per Mcf. 

Hope’s proposed service agreement dated May 15, 1959, provides for the sale 
of the same volumes during each winter season under Rate Schedule WS-1. 
This rate schedule provides for delivery of gas on an interruptible basis at a 
rate of 48.19 cents per Mcf. 

By letters dated June 25 and October 28, 1959, the Commission granted Bqui- 
table and Hope, respectively, temporary authority to render the proposed service 
and accepted their related Rate Schedules S-1 and WS-1, as hereinabove 
described. 

Pursuant to due notice a public hearing was held in Washington, D.C., on 
November 10, 1959, respecting the matters involved in and the issues presented 
by the joint application. No petition to intervene or protest to the granting of 
the application has been received. Staff Counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicants are “natural-gas companies” within the meaning of the Nat- 
ural Gas Act as heretofore found by the Commission. 
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(2) The sales of natural gas by the respective Applicants, as hereinbefore 
described and as more fully described in the joint application will be made in 
interstate commerce, subject to the jurisdiction of the Commission, and such 
sales are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) The sales of natural gas by the respective Applicants are required by the 
public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(4) Applicants are able and willing properly to do the acts and perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Applicants have tendered for filing the related rate schedules and service 
agreements pursuant to Part 154 of the Commission’s Regulations for the sales 
of natural gas as hereinbefore described. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commission’s 
General Rules and Regulations, including the rules of practice and procedure, 
should attach to the issuance of the certificate referred to in paragraph (3) above 
and to the exercise of the rights granted thereunder. 

(7) A request during the above hearing by Staff Counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record and, not hav- 
ing been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of said rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued upon the 
terms and conditions of this order authorizing the sales by the respective Appli- 
cants of natural gas in interstate commerce for resale, subject to the jurisdiction 
of the Commission as hereinbefore described, and as more fully described in the 
joint application and exhibits in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s General Rules and Regulations, including the 
rules of practice and procedure shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-—19287 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIO CONVENIENCE 
AND NECESSITY 


(Issued November 20, 1959) 
On August 20, 1959, as supplemented on September 9, 1959, Northern Natural 


Gas Company (Applicant), filed in Docket No. G-19287 an application pursuant 
to Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
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necessity authorizing the construction and operation during the calendar year 
1960 of unspecified measuring and regulating stations and appurtenant facilities 
necessary for the establishment of new and additional delivery points for the 
sale and delivery of natural gas to Applicant’s existing utility customers for re- 
sale in the vicinity of its pipeline system passing through the states of Oklahoma, 
Kansas, Nebraska, Iowa, South Dakota, and Minnesota, all as more fully set 
forth in the application, as supplemented. 

Upon establishment of the proposed delivery points, service will be rendered 
to the ultimate consumers either through Applicant’s People’s Natural Gas Di- 
vision (Peoples Division) which is Applicant’s distributing division, or through 
Northern’s utility customers. All firm volumes to be delivered will be provided 
from the existing contract demand of the requesting utility company or Peo- 
ples Division, and all interruptible sales will be subject to curtailment under the 
provisions of Applicant’s presently effective tariff. 

Applicant estimates that the total cost of all measuring and regulating stations 
and appurtenances under this application will not exceed $200,000, and that the 
total cost of no individual project will exceed $18,000. 

The purpose of this budget-type application is to secure authorization for in- 
stallation of delivery points without the delay in receiving authority and in ren- 
dering service to customers which would be necessitated by the filing and proc- 
essing of individual applications for each separate project. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 10, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of April 6, 1943, in Docket No. G-280 (3 FPC 967). 

(2) The facilities proposed to be constructed, as hereinbefore described and 
as more fully described in the application as supplemented, herein, are proposed 
to be used for the transportation and sale for resale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, as integral parts of 
Applicant’s existing pipeline system and are, therefore, subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation during the calendar year 1960 by Appli- 
eant of the facilities described in paragraph (2) hereof are required by the 
public convenience and necessity and a certificate therefor should be issued, as 
hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach to 
the certificate issued to Applicant herein and to the exercise of the rights 
granted thereunder. 
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(6) Gas deliveries made by means of the facilities hereinafter authorized 
should be restricted to deliveries to Applicant's existing utility customers and 
Peoples Division in quantities which will not result in any increase in Applicant’s 
authorized delivery obligations or Applicant’s system salable capacity, and all 
interruptible sales should be subject to curtailment under the provisions of Ap- 
plicant’s presently effective tariff. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit by February 1, 1961, a statement 
under oath showing: (a) the names and locations of customers receiving de- 
liveries by means of each new delivery point constructed, (b) a description of 
the facilities installed at each new delivery point, (c) the actual costs of the 
facilities constructed for each project, (d) the volumes of gas expected to be 
delivered at each new delivery point and (e) the rate schedule to be applied 
to each proposed new delivery. 

(8) The authorization granted hereinafter should be limited to construction 
during the calendar year 1960, and the total expenditures for facilities so au- 
thorized should not exceed an aggregate cost of $200,000, with no single project 
to exceed a cost of $18,000. 

(9) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is hereby 
issued to Northern Natural Gas Company authorizing the construction and op- 
eration of natural gas facilities for the purposes stated, as hereinbefore described 
and as more fully described in the application, as supplemented, in this proceeding, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) above and to the exercise 
of the rights granted thereunder. 

(C) The certificate issued in paragraph (A) above is hereby conditioned to 
authorize gas deliveries only to Applicant’s existing utility customers and Peoples 
Division in quantities which will not result in any increase in Applicant’s au- 
thorized delivery obligations or Applicant’s system salable capacity, and all 
interruptible sales shall be subject to curtailment under the provisions of Appli- 
eant’s presently effective tariff. 

(D) The certificate issued in paragraph (A) above is hereby further con- 
ditioned and limited to construction of measuring and regulating stations and 
appurtenances during the calendar year 1960, and the total expenditures for such 
facilities shall not exceed an aggregate cost of $200,000, with no single project 
to exceed a cost of $18,000. 

(E) Applicant shall submit, not later than February 1, 1961, a statement 
under oath showing: (a) the names and locations of customers receiving de- 
liveries by means of each new delivery point constructed pursuant to this au- 
thorization, (b) a description of the facilities installed at each new delivery 
point, (c) the actual costs of the facilities constructed for each project, (d) the 
volumes of gas expected to be delivered at each new delivery point, and (e) the 
rate schedule to be applied to each proposed new delivery. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


MISCELLANEOUS AMENDMENTS TO EXPEDITE COMMISSION PRO- 
CEEDINGS AND SHORTEN RECORDS, DOCKET NO. R-177 


18 CFR, PARTS 1, 154, 157, AND 250 


ORDER NO. 217 
AMENDING RULES OF PRACTICE AND PROCEDURE AND REGULATIONS 
UNDER THE NATURAL GAS ACT 


(Issued November 20, 1959) * 


By letter dated June 11, 1959, the Federal Power Bar Association submitted 
to the Commission for its consideration a series of proposed amendments to 
its rules and regulations designed to expedite hearings and shorten the records 
thereof. Although no public notice is required by the Administrative Pro- 
cedure Act prior to the adoption of amendments of this type, the Commission 
was desirous of obtaining the views of the practitioners and members of the 
industries primarily affected thereby, and initiated a formal proceeding by 
issuing a notice of proposed rulemaking which was published in the Federal 
Register on August 15, 1959 (24 F.R. 6658). Copies were mailed to interested 
persons including State regulatory commissions. Submittals received in response 
to the notice expressed general agreement with the amendments proposed and 
several suggested specific changes, mostly of a clarifying nature. These changes, 
to a large degree, have been adopted in the amendments hereinafter ordered. 
In particular, one submittal suggested a change in the proposed amendment 
to section 154.94(e) which requires the producer to submit information and data 
in connection with rate changes. The suggestion, which we are adopting, will 
relieve the producer of filing a portion of the information required in many 
cases where the information is not necessary to the Commission’s consideration 
of a proposed rate change. 

Since strenuous objection was made to the proposed amendment to section 
1.20(h), redesignated 1.26(c), relating to prepared testimony, consideration 
thereof will be postponed and no action thereon will be taken at this time. 

The ultimate objective of the amendments herein adopted is, as stated above, 
to expedite the Commission’s hearing proceedings. That objective is intended 
to be accomplished by a more extensive use of conference procedures both prior 
to and during hearings, and the paragraphs which follow give some expression 
of the Commission’s views with respect to the use of such procedures. 

The administrative process was instituted as a practical solution to a very 
practical problem, namely, the prompt and expeditious disposition of a great 
volume of proceedings, usually technical and complex, which the courts were 
not equipped to handle. 

Today, the administrative process is under considerable criticism because 
of the alleged failure of administrative agencies to fulfill this promise of prompt 
and expeditious disposition of proceedings. The administrative process has 
been slowed in many cases to the point where its usefulness is seriously impaired 
and is, in fact, being questioned. It is essential, then, that every effort, con- 
sistent with the public interest and the rights of all of the parties to the Com- 
mission’s proceedings, be made to reduce the retarding influences. The use of 


*Published in Federal Register, November 25, 1959 (24 F.R. 946 et seq.). 
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the conference procedures prior to and during hearings, the Commission believes, 
offers opportunity for significant success in those efforts. 

Although it will be found to have some value in almost every case, the con- 
ference procedure is principally intended for use, and will be found most use 
ful, in the more complicated and important proceedings. Its ultimate purpose 
is to shorten the period between the date on which a hearing is initiated and 
that on which the final order of the Commission is issued disposing of the matter. 
This purpose will be acheived by shortening the period devoted to the public 
hearing, shortening the record which must be studied and reviewed by the 
Hearing Examiner and the Commission, and simplifying that record so that a 
lesser period of time will be needed for such study and review. 

The objective will be obtained by (1) discussion in advance of the hearing 
of the most expeditious manner and order of presentation, (2) the segregation 
of the features of the case concerning which there is to be controversy from 
those on which there will not, and the legal from the factual matters in dis- 
pute, (3) stipulation as to undisputed legal and factual matters so as to avoid 
the necessity for detailed proof with respect to them, and (4) exploration of 
the legal and factual matters upon which there is controversy, (a) to determine 
the extent of the differences and the possibility of agreement with respect to 
at least portions of them, and (b) to identify and agree upon limited treatment 
of those matters which, although in dispute, do not have an important bearing 
upon the issues upon which the case will ultimately turn. 

If the conference procedure has been successfully employed, the detailed evi- 
dence needed can be presented most expediously and will be more closely con- 
fined to the legal and factual matters in controversy and limited to points within 
larger issues. Under present procedures, at the opening of a hearing the issues 
are rarely defined. 

One who views a hearing as a contest of legal skill and ingenuity, and has 
not yet, in Commission proceedings, been disillusioned will perhaps accept the 
conference technique with some reluctance. 

The conference procedure will be found effective only by those who earnestly 
desire a reduction in the days devoted to hearing, the pages of transcript and 
the number and bulk of the exhibits and the time required for decisions. Rules 
alone cannot assure success. 

In addition to an ardent and active interest in accomplishing these objectives 
one must enter upon a conference prior to or during hearings, (1) in a spirit of 
fairness and candor, (2) with an adequate knowledge of the case, and (3) with 
the authority to bind, to the extent that such is necessary, the parties whom 
he represents. 

Under the amendments adopted today, it is contemplated that the initial notice 
or order initiating a hearing will specify the deadline for the filing of petitions 
to intervene, which would be a reasonably prompt date, but would not fix the 
date of hearing itself, except in cases to be handled under a shortened pro- 
cedure or in other cases deemed appropriate by the Commission. The presiding 
officer would be designated in the notice or order initiating the hearing. 

Under his designation, the presiding officer will review and, as far as possible, 
familiarize himself with the filings made by the parties in the proceeding. 
Following action on the petitions to intervene, the presiding officer will carefully 
weigh the chances of conserving time, expense and the hearing record by means 
of a conference prior to hearing. If, after such consideration, he should con- 
clude that such a step will prove fruitful and some such saving could be accom- 
plished, he will direct that such a conference be held for the purposes set out 
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in section 1.18 of the Commission’s rules; and having regard for the convenience 
and necessity of the staff of the Commission and the parties, to fix a time and 
place for the convening thereof, giving, unless otherwise agreed upon by the 
parties and participants, at least fifteen days notice thereof. Attendance should 
be mandatory. The attorney who is to try the case or one who has equal 
knowledge of it and equal authority to act should be present for each participant. 

Since the success of such a conference is founded upon the desire of the par- 
ticipants to conserve time and effort and a willingness on their part to discuss 
frankly and understandingly the problems involved, the conference should be 
held in a climate most conducive to admissions and concessions. 

This immediately raises the question whether such conference should be 
open to the public and the press or confined to the presiding officer, the lawyers 
and their consultants. The course should be followed which is most acceptable 
to the participants and which assures the greatest prospect of success of the 
conference. 

Ordinarily, the conference discussion will not be recorded by a reporter. 
Full and free exchange should be encouraged and concessions invited. It should 
be made very clear that concessions proposed, but which are not productive, 
may not thereafter be used to the prejudice of the offerer. 

In any instance in which the presiding officer or one or more of the parties 
feels that compromise might prove successful by the temporary withdrawal of 
the presiding officer, the presiding officer may, upon his own initiative or will, 
upon request, withdraw from the conference. 

As has been indicated, the conference cannot be expected to be successful 
unless all of the participants are prepared and each knows the definite objective 
he wishes to achieve. The attorneys should be prepared to declare their views 
as to what the exact issues of law and fact are that have to be litigated and 
state definite positions as to each. They should come prepared to make such 
admissions of fact as they consider appropriate and what they wish and expect 
their opponents to concede. 

The presiding officer may begin the conference by stating his understanding 
of the case. Counsel for the party having the duty to go forward first at the 
hearing may then be called upon to make a careful and concrete statement 
of the factual elements of his case and his legal contentions. By questions from 
the conferees and the presiding officer, counsel may be asked to elaborate in 
more detail on certain aspects of his proposed presentation or to clarify certain 
features. Counsel for other parties and the staff will then be called upon to 
state their respective positions in order that the area or areas of disagreement 
may be discovered and defined. 

Instances will occur in which counsel is prepared to make neither admission 
nor denial, or to furnish the other parties with desired data. If such data are 
narrow in scope, arrangements should be made to make it available prior to 
the convening of the hearing. If it is more extensive and the position of the 
other parties may be dependent upon it to a substantial extent, arrangements 
should be made to provide the data and the conference may be recessed until 
the required data can be supplied. It should be understood that the number 
of such conferences is not limited but they may be employed so long as there 
is the possibility that the basic purpose can be furthered. 

It may develop that one of the parties proposes to present a line of evidence 
to which one or more of the others will have objection and the ruling upon 
which will be appealed. The discussion may disclose the advisability of a pro- 
cedure which would enable the parties to get a ruling from the Commission 
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without the necessity of assembling and producing in its entirety immediately 
the factual proof contemplated. 

There should be no attempt by the presiding officer, or anyone else to compel 
agreements on controverted matters. 

At the end of the conference, the objective would be the issuance of a ruling 
by the presiding officer which would recite the action taken at the conference 
and the agreements reached by the parties, if any, as to any of the matters 
considered. Such an order would limit the issues for hearing to those not 
disposed of by admissions or agreements, and it would control the subsequent 
course of the proceedings unless modified for good cause by a subsequent order. 
(See President’s Conference on Administrative Procedure, Recommendation 9, 
page 37.) 

Various techniques can be used to accomplish the drafting of such an order. 
One method, which is used successfully by some courts in their pre-hearing 
conference procedure, involves calling in a stenographer, whenever a given 
problem has been fully discussed and agreement reached, for the purpose of 
recording the agreement. The presiding officer, with the aid of such econtribu- 
tions or suggestions as the parties might offer, would dictate the specific 
provision to be included in the order disposing of that particular matter. By 
that procedure, shortly after the conclusion of the conference, the complete 
order could be transcribed and then submitted to the parties for their comments. 
Parties to the conference should be afforded the opportunity to record their 
objections on the record at the hearing to the ruling as finally adopted by the 
presiding officer. 

In the course of the conference, there will be discussed the number and the 
names of witnesses to be called to support issues not stipulated upon or only 
partially stipulated upon, the nature of such evidence, the manner in which the 
party who will call them wishes to adduce it, and such other arrangements as 
are necessary to assure a full and fair hearing on the disputed issues in the 
shortest possible time. 

At the conclusion of the conference, after obtaining the views of the parties, 
the presiding officer, subject to the approval of the Chief Hearing Examiner, 
would determine the date upon which the public hearing should be scheduled 
to commence and would thereupon issue a notice of hearing fixing the time 
and place thereof. 

The Commission expects that the use of the conference procedure will result 
in shorter hearings and records. Accordingly, its policy will be to use that pro- 
cedure in every possible instance. In addition to the matters outlined above, 
the Commission hereby expresses its policy to encourage the use of the technique 
of advance distribution of proposed exhibits and of prepared written testimony 
required to explain such exhibits, reasonably in advance of the hearing session 
at which they are to be offered—wherever it appears that this would make a 
substantial contribution to expediting the proceeding, and would not impose an 
undue burden upon the party involved. This was one of the important recom- 
mendations of the President’s Conference on Administrative Procedure, sub- 
mitted to the President in March 1955. (See Recommendation BE. 10, page 38 of 
Report, and Comment on pages 74-76 of Report.) The Commission feels that 
the wider use of this technique would make a substantial contribution toward 
reducing the time presently devoted to clarifying questions in open hearings, 
reducing the length of recesses required to prepare for cross-examination, and 
making it possible for the parties to come to the hearing more fully prepared, 
with the result that interrogation of witnesses could more successfully be limited 
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to material points. The Commission recognizes, however, that advance distribu- 
tion of such material can accomplish little unless the parties will devote the time 
to make a full study of such material prior to the hearing. The Commission 
will therefore expect that, where this technique is used, the parties will take 
the time to take full advantage of such material. 

The Commission has considered the proposed amendments as published on 
August 15, 1959, and the comments thereon, in the light of its experience under 
the existing rules and regulations. It gave particular consideration to the alter- 
native proposals to amend section 1.18(d) and concludes that the additional 
authority granted the presiding examiner by the second proposal (p. 4A of attach- 
ment to notice) will be more conducive to the basic purposes of the amendments. 

In view of the foregoing, the Commission finds: 

(1) The amendments herein adopted are necessary and appropriate to carry 
out the provisions of the Federal Power and Natural Gas Acts. 

The Commission, acting pursuant to the authority granted by the Federal 
Power Act, particularly sections 308 and 309 thereof (16 U.S.C. 825g, 825h), 
and the Natural Gas Act, particularly sections 4, 5, 7, 15, and 16 thereof (16 
U.S.C. 717¢, 717d, 717f, 717n, and 7170), orders: 

(A) Part 1, Rules of Practice and Procedure, of Subchapter A, General Rules, 
Chap. I of Title 18, Code of Federal Regulations, is amended to prescribe therein 
the new or amended sections set out in the accompanying attachment. 

(B) Part 154, Rate Schedules and Tariffs, and Part 157, Applications for 
Certificates of Public Convenience and Necessity, of Subchapter E, Regulations 
Under the Natural Gas Act, Chap. I of Title 18, Code of Federal Regulations, are 
amended to prescribe therein the new or amended sections set out in the accom- 
panying attachment. 

(C) Part 250, Forms, of Subchapter G, Approved Forms, Natural Gas Act, 
Chap. I of Title 18, Code of Federal Regulations, is amended by adding a new 
section 250.5 as set out in the accompanying attachment. 

(D) Consideration of the proposed amendment to section 1.20(h), redesig- 
nated 1.26(c) (2) (iii), as set out in the notice of proposed rulemaking herein, 
is postponed. 

(E) The amendments herein prescribed shall become effective January 1, 1960. 

(F) The Secretary shall cause prompt publication of this order to be made 
in the Federal Register. 


AMENDMENTS TO PART 1—RULES OF PRACTICE AND PROCEDURE 
(18 CFR, Part 1) 


§ 1.8, Intervention, is amended by amending paragraph (d) to read: 

“(d) Filing and service of petitions. Petitions to intervene and notices of 
intervention may be filed at any time following the filing of a notice of rate or 
tariff change, or of an application, petition, complaint, or other document seeking 
Commission action, but in no event later than the date fixed for the filing of 
petitions to intervene in any order or notice with respect to the proceedings 
issued by the Commission or its Secretary, unless, in extraordinary circum- 
stances for good cause shown, the Commission authorizes a late filing. Service 
shall be made as provided in §1.17. Where a person has been permitted to 
intervene notwithstanding his failure to file his petition within the time pre- 
scribed in this paragraph, the Commission or officer designated to preside may, 
where the circumstances warrant, permit the waiver of the requirements of 
§ 1.26(c) (5) with respect to copies of exhibits for such intervener.” 
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§ 1.12, Motions, is amended by adding a new paragraph (e) as follows: 

“(e) Commission action. With respect to any motion filed with the Com- 
mission after a hearing has commenced, or made to a presiding examiner after 
a hearing has commenced and referred to the Commission, unless the Commis- 
sion acts within 30 days after such filing or referral, whichever is later, the 
motion shall be deemed to have been denied. The presiding examiner shall 
notify the parties to the proceeding of the date on which a motion is referred to 
the Commission either by an announcement on the record where the hearing is 
in session or by written notice if the hearing is in recess.” 

§ 1.14, Filings, docket, hearing calendar, is amended by amending subparagraph 
(2) of paragraph (c), Hearing calendar, to read: 

“(2) In the absence of cause requiring otherwise, and as time, the nature of 
the proceedings, and the proper execution of the Commission’s functions permit, 
matters required to be determined upon the record after hearing or opportunity 
for hearing will be placed upon the hearing calendar. Proceedings pending 
upon this calendar will in their order of assignment, so far as practicable, be 
heard at the times and places fixed by the Commission, its Secretary, or the 
officer designated to preside, giving due regard to the convenience and necessity 
of the parties or their attorneys; however, in its discretion with or without 
motion, the Commission or its Secretary, for cause, may at any time with due 
notice to the parties advance or postpone any proceeding on the hearing 
calendar.” 

§ 1.18, Prehearing conferences ; offers of settlement, is amended as follows: 

1. Delete the word “Prehearing” from the caption. 

2. Amend paragraphs (a), (b), (c), and (d) and add a new paragraph (f) 
to read: 

“(a) To adjust or settle proceedings. In order to provide opportunity for 
the submission and consideration of facts, arguments, offers of settlement, or 
proposals of adjustment, for settlement of a proceeding or any of the issues 
therein, or consideration of means by which the conduct of the hearing may be 
facilitated and the disposition of the proceeding expedited, conferences between 
the parties to the proceeding and staff for such purposes may be held at any 
time prior to or during such hearings before the Commission or the officer 
designated to preside thereat as time, the nature of the proceeding, and the 
public interest may permit.” 

“(b) To expedite hearings. At such prehearing or other conferences as may 
be held to expedite the orderly conduct and disposition of any hearing, there 
may be considered, in addition to any offers of settlement or proposals of adjust- 
ment, the possibility of the following: (etc.)” 

“(c) Initiation of conferences. The Commission or officer designated to 
preside, with or without motion, and after consideration of the probability of 
beneficial results to be derived therefrom, may direct that a conference be held, 
and direct the parties to the proceeding, their attorneys, the Commission’s staff 
and staff counsel to appear thereat to consider any or all of the matters enumer- 
ated in §1.18(b). Due notice of the time and place of such conference will be 
given to all parties to the proceeding, their attorneys, the Commission’s staff 
and staff counsel. Failure of a party to attend such conference, after being 
served with due notice of the time and place thereof, shall constitute a waiver of 
all objections to the agreements reached, if any, and any order or ruling with 
respect thereto.” 

“(d) Specification of conference results. Following such conference or a 
reconvened session thereof, the Commission or officer designated to preside shall 
make an order or ruling, as may be appropriate, which recites the agreements 
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reached, if any, with respect thereto, including agreements which limit the 
issues for hearing to those not disposed of by admissions or agreements. Such 
order or ruling shall control the subsequent course of the hearing unless modified 
for good cause shown. The order may also, irrespective of consent by the 
parties, dispose of any procedural matters which the presiding examiner is 
authorized to rule upon during the course of the proceeding, and which it 
appears may be appropriately and usefully disposed of in such order. In addi- 
tion, where it appears that a substantial contribution would be made to expedi- 
tion of the proceeding through the technique of advanced distribution of proposed 
exhibits and written prepared testimony reasonably in advance of the hearing 
session, the order may also, subject to the discretion of the presiding examiner 
and with due regard for the convenience and necessity of the parties or their 
attorneys, the Commission’s staff or staff counsel, include a direction for such 
advance distribution by a date fixed by the presiding examiner. Prior to the 
issuance of the order or ruling, however, it shall be submitted to the conference 
participants for comment. An appeal may be taken to the Commission immedi- 
ately from any ruling included in the presiding examiner's order over the objec- 
tion of any party. The order or ruling shail be spread upon the record at the 
session of the hearing next following the issuance of the order or ruling, and 
shall be binding on the parties and staff counsel. 

“(f) Refusal to make admissions or stipulate. If a party attending a con- 
ference convened pursuant to this section refuses to admit or stipulate the 
genuineness of any documents or the truth of any matters of fact and if the 
party requesting the admissions or stipulations thereafter proves the genuineness 
ot any such document or the truth of any such matter of fact, he may apply to 
the officer designated to preside for an order requiring the other party to pay 
him the reasonable expenses incurred in making such proof, including reason- 
able attorney’s fees. Unless the officer designated to preside finds that there 
were good reasons for the refusal to admit or stipulate or that the admissions or 
stipulations sought were of no substantial importance, the order shall be made. 
An appeal may be taken to the Commission immediately from any such order. 
If a party refuses to comply with such order after it becomes final, the Com- 
mission may strike all or any part of such party’s pleadings or limit or deny fur- 
ther participation by such party.” 

§ 1.19, Notice, is amended to read: 

“(a) Rulemaking proceedings. Before the adoption of any rule of general 
applicability, or the commencement of any hearing on any such proposed rule- 
making, the Commission will cause general notice to be given by publication in 
the Federal Register, such notice to be published therein not less than 15 days 
prior to the date fixed for the consideration of the adoption of a proposed rule 
or rules or for the commencement of the hearing, if any, on the proposed rule- 
making, except where a shorter period is reasonable and good cause exists 
therefor: Provided, however, That (1) where the Commission, for good cause, 
finds it impracticable, unnecessary, or contrary to the public interest to give such 
notice, it may proceed with the adoption of rules without notice by incorporating 
therein a finding to such effect and a concise statement of the reasons therefor; 
(2) except where notice or hearing is required by statute, the Commission may 
issue at any time rules of organization, procedure or practice, or interpretative 
rules, or statements of policy, without notice or public proceedings; and (3) this 
section is not to be construed as applicable to the extent that there may be in- 
volved any military, naval or foreign affairs function of the United States, or 
any matter relating to the Commission’s management or personnel, or to United 
States property, loans, grants, benefits, or contracts. 
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“(b) Other proceedings. In proceedings other than those referred to in 
paragraph (a) of this section all notices and orders initiating hearings described 
in § 1.20(a) shall be published in the Federal Register. In the case of a notice 
or order initiating a hearing without specifying the time and place thereof, such 
notice or order shall be published in the Federal Register not less than fifteen 
(15) days prior to the date fixed therein for the filing of protests, petitions to 
intervene and notices of intervention. In the case of a notice or order fixing 
the time and place for the initial convening of a hearing, the notice or order 
shall be published in the Federal Register not less than fifteen (15) days prior 
to the date fixed in said notice or order for the convening of the hearing, unless 
the Commission finds that a shorter period of notice is reasonable and consistent 
with the public interest. In addition to such publication in the Federal Regis- 
ter, copies of the notice or order will be mailed to the parties and their attorneys 
of record and to States or other governmental authorities which have asked to 
be notified. Similar notice shall be served of the time when and place where a 
hearing will be reconvened unless announcement was made thereof by the 
presiding officer at the adjournment of the earlier session of the hearing. In 
fixing the time and place of hearing, due regard will be given to the convenience 
and necessity of the parties or their attorneys so far as time and the proper 
execution of the Commission’s functions permit.” 

§ 1.20, Hearings, is amended as follows: 

1. Amend paragraph (a) to read: 

“(a) How initiated. Hearings for the purpose of taking evidence shall be 
initiated by the Commission by issuance of an order or.by notice of the Secretary 
announcing the initiation of a hearing.” 

2. Add a new paragraph (m) to read:* 

“(m) Contents of orders and notices initiating hearings. (1) Rulemaking 
proceedings. The order or notice shall state the time and place of hearing, 
and nature of the proceeding, recite the authority under which the rule is pro- 
posed to be adopted and promulgated, and include either the terms or substance 
of the proposed rule or a description of the subjects and issues involved to in- 
form interested persons of the nature of the proceeding, so as to permit any 
interested person to submit views, data, or proposals relative thereto; and such 
notice will set forth a time period within which interested persons may submit 
written data, views, or arguments concerning the proposed rule, or request oral 
argument thereon. 

“(2) Other proceedings. The order or notice initiating a hearing shall set 
forth the authority and jurisdiction under which the hearing is to be held, shall 
state the nature of the proceeding and shall name the officer designated to pre- 
side at the hearing, except as hereinafter provided. Such order or notice shall 
also specify the final date for the filing of protests to the authorization sought and 
for the filing of petitions and notices to intervene except in cases where such 
date has been fixed by a former notice. The order or notice initiating the hear- 
ing shall not specify the date of hearing unless the Commission deems it ap- 
propriate that it do so: Provided, however, That where the notice or order 
provides that the Commission may, after a non-contested hearing, dispose of 
the proceedings pursuant to the provisions of §1.80(c)(1) or (c)(2) or $1.32 

(a) or (b), as may be appropriate, the notice or order shall also fix a date for 
hearing as soon after the expiration of the time for filing protests, petitions to 
intervene and notices of intervention as may be practicable. In such instance, 


+The notice of proposed rulemaking herein designated this provision as a new para- 
graph (b) to follow paragraph (a) but codification problems require its inclusion at this 
point thus making unnecessary the redesignation of subsequent paragraphs in the section. 
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the notice or order need not designate the presiding examiner but shall state 
that if a protest, petition to intervene in opposition, or notice of intervention 
in opposition is filed, the hearing date will be vacated and a new date for hearing 
will be fixed.” 

8. Subparagraph (1) of paragraph (g) is amended to read: 

“(g) Presentation by the parties. (1) Parties and staff counsel shall have 
the right of presentation of evidence, cross-examination, objection, motion, argu- 
ment and appeal. The taking of evidence and subsequent proceedings shall 
proceed with all reasonable diligence and with the least practicable delay.” 

4. Subparagraph (h) is hereby transferred to § 1.26 and redesignated as 1.26 
(c) (2) (iii). Subparagraph (h) is hereby vacated.” 

5. Amend subparagraph (j), Additional evidence, by deleting the words “or 
after the close of testimony,” in the first sentence. 

§ 1.22, Witnesses, is amended by amending paragraph (a) to read: 

“(a) Oral examination. Witnesses shall be examined orally unless the testi- 
mony is taken by deposition as provided in § 1.24, or the facts are stipulated in 
the manner provided in §§ 1.18 and 1.25, or the testimony is submitted in prepared 
written form as provided in § 1.26(c) (2) (iii). Witnesses whose testimony is 
to be taken shall be sworn, or shall affirm, before their testimony shall be deemed 
evidence in the proceeding or any questions are put to them.” 

§ 1.25, Stipulations, is amended by amending paragraph (a) to read: 

“(a) Presentation and effect. Independently of the orders or rulings issued 
as provided by § 1.18, the parties and staff counsel may stipulate as to any relevant 
matters of fact or the authenticity of any relevant documents. Such stipulations 
may be received in evidence at a hearing, and when so received shall be binding 
on the parties and staff counsel with respect to the matters therein stipulated.” 

§ 1.26, Evidence, is amended by inserting present subparagraph (h) of § 1.20 
in subparagraph (c) (2) redesignated as § 1.26 (c) (2) (iii).? 

§ 1.27, Presiding officers, is amended by amending subparagraph (1) of para- 
graph (b), Authority delegated, to read: 

“(1) To regulate the course of hearings, including the scheduling thereof, 
subject to the approval of the Chief Hearing Examiner, and the recessing, re- 
convening, and adjournment thereof, unless otherwise provided by the Com- 
mission” ; 

§ 1.28, Appeals to Commission from rulings of presiding offiers, is amended 
by adding a new paragraph (c) to read: 

“(e) Commission action. Unless the Commission acts upon questions re- 
ferred by presiding officers to the Commission for determination or upon appeals 
taken to the Commission from rulings of presiding officers within thirty days 
after referral or filing of the appeal, which ever is later, such referrals or appeals 
shall be deemed to have been denied. The parties to the proceeding shall be 
given appropriate notice of the date of the referral or appeal, by the presiding 
examiner or the appellant as the case may be.” 

§ 1.33, Reopening proceedings, is amended to read: 

“(a) By parties. (1) Petition to reopen. At any time after the conclusion of 
a hearing in a proceeding or adjournment thereof sine die, but before issuance 
by the presiding officer of an initial decision, any party to the proceeding or staff 
counsel may file with the presiding officer a petition to reopen the proceeding for 
the purpose of taking additional evidence. Copies of such petition shall be served 
upon all participants, or their attorneys of record, and shall set forth clearly 
the facts claimed to constitute grounds requiring reopening of the proceeding, 


2? Consideration of the proposed revision of subsection (h) is postponed by the order 
herein. It is only transferred and redesignated hereby. 
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including material changes of fact or of law alleged to have occurred since the 
conclusion of the hearing, and shall in all other respects conform to the applicable 
requirements of §§1.7 and 1.15 to 1.17, inclusive. 

“(2) Responses. With 10 days following the service of such petition, any other 
party to the proceeding or staff counsel may file with the presiding officer his 
answer thereto, and in default thereof shall be deemed to have waived any 
objection to the granting of such petition. 

“(3) Action by presiding officer. As soon as practicable after the filing of 
responses to such petitions or default thereof, as the case may be, the presiding 
officer will grant or deny such petition. 

“(b) By presiding officer on his own initiative. At any time prior to the filing 
of his initial decision, after notice to the parties and opportunty to be heard, 
a presiding officer may reopen the proceeding for the reception of further evi- 
dence on his own motion, if he has reason to believe that conditions of fact or of 
law have so changed as to require, or that the public interest requires, the re- 
opening of such proceeding. 

“(e) By Commission action. The above provisions of this section shall apply 
equally to petitions for and the issuance by the Commission of an order reopen- 
ing the proceeding, where an initial decision has been issued by the presiding 
officer but no Commission decision has yet been issued, or where the initial de- 
cision by a presiding officer has been omitted and no Commission decision has 
yet been issued. 


AMENDMENTS TO PARTS 154, 157, AND 250—-REGULATIONS UNDER THE NATURAL 
GAS ACT 


(18 CFR, Parts 154, 157, and 250) 


§ 154.94, Changes in rate schedules, is amended by amending paragraph (e) 
to read: 

“(e) (1) With each change in rate schedule there shall be submitted reasons, 
nature, and basis for the proposed change, and the information required under 
(i) through (iv): 

(i) the designation of the FPC Gas Rate Schedule (by name of seller and 
rate schedule number, the names of the parties on whose behalf the change in 
rate schedule is made, and the date on which the change is proposed to be made 
effective ; 

(ii) the name of the purchaser ; 

(iii) description of the contract provision authorizing the change; 

(iv) the geographical location (field or area, county, and state) where deliv- 
ery is made; 

(2) With each change in rate level, in addition to the foregoing, there shall 
be submitted the following information and data (actual data shall be used 
wherever possible and estimates shall be so designated and explained) : 

(v) the present total effective price in cents per Mcf with the base rate and 
any provisions for tax reimbursement, gathering charge, dehydration charge 
and other componets thereof shown separately, and the measurement pressure 
base (psia) ; 

(vi) any deductions from the present total effective price in cents per Mcf by 
the purchaser for amortization, dehydration, gathering, treating, etc. Note if 
subject to Btu adjustment ; 

(vii) the proposed total price in cents per Mcf with the base rate and any 
provisions for tax reimbursement, gathering charge, dehydration charge and 
other components thereof shown separately, and the measurement pressure base 
(psia) ; 
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(viii) any deductions from proposed total price in cents per Mcf by the pur- 
chaser for amortization, dehydration, gathering, treating, etc. Note if subject 
to Btu adjustment ; 

(ix) a comparative statement of the total sales made and total revenues there- 
from under the effective rate schedule and under the proposed changed rate 
schedule, or rate, charge, classification or service contained in the filing, for the 
12 months immediately preceding and the 12 months immediately succeeding the 
proposed effective date of the rate schedule tendered for filing, and the differ- 
ence in the total sales and total revenues for each of the 12-month periods.” 

§ 157.6, Applications ; number of copies; general requirements, is amended by 
adding a new subparagraph (7) to paragraph (b), General content of application, 
as follows: 

“(7) A form of notice suitable for publication in the Federal Register, as con- 
templated by § 157.9 hereof, which will briefly summarize the facts contained in 
the application in such way as to acquaint the public with its scope and purpose.” 

§ 157.24, Contents of applications, is amended by adding a new subparagraph 
(5) to paragraph (a) to read: 

“(5) A summary, on the form indicated in § 250.5 of each contract for sale or 
transportation of gas for which a certificate is requested.” 

§ 250, Forms, is amended by adding a new § 250.5 to read as follows: 

“§ 250.5 Form of contract summary (See § 157.24(a) (5) ) 

PRISE IN Sac cicrgeceese Dicenietbsrtieie cena maaeemeieamele bine 

iN IS ans lad pal lt Np ea aida ce salag ia Riemicesaepan enema 

Se IU eee ee ee ee 
(Field or area, county, and State) 


Ne 


6 EN OE TOS sa i i hn a hk Rb nti deenirececes 
5. Initial Price per Mcf (including tax reimbursement) : ---.----------------- 
6: Measurement Pressure Babe: (pM) 2) ono noo Son eae 
<. “pee OE TORO PRT Sonn ss ck he cst tn idcnnccoes iui 
8. Hydrocarbon liquids Included (yes or no) : ------------------------~----- 
@; Other PricetAtjmatnieiites wo iccs es boc d elec ck 
10. Estimated Initial Volumes (Mcf per day) : ~----------------------------- 
i233; Delivery Poonming (pie oro a ek Se ale ee ctnini lise 
223.1 Delivery: Pelets eset ce settee eal esiinsddwedvenalk 


(Wellhead, plant, etc.) 


THE SHAMROCK OIL AND GAS CORPORATION, DOCKET NOS. G-9146 
AND G-9498 


OPINION ON DENIAL OF APPLICATION FOR REHEARING 
(Issued November 20, 1959) * 
Syllabus 


1. Proposed increased producer rates are just and reasonable because 1) they are 
below prevailing area prices; 2) contract provides for only one increase in 
20 years; 3) there are no other escalation clauses; 4) producer’s costs have 
been and are increasing. P. 883. 

2. Commission has discretion to terminate a proceeding under Section 4(e) of 
the Natural Gas Act, just as it has discretion to initiate such proceedings, 
without making a finding that the rates are just and reasonable. P. 885. 

3. It is not likely that the Commission would now suspend these producer rates, 
since other increases at the same level are not being suspended. P. 883. 


*Designated Commission Opinion No. 332. Set aside, 294 F. 2d 212 (CADC-1961). 
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4. Heavy workload has caused the Commission to postpone important hearings, 
and to terminate cases where little would be accomplished by further hear- 
ings. P. 885. 

5. Commission terminates proceeding under Section 4 of the Natural Gas Act. 

Commissioner Stueck not participating. 

Commissioner Connole dissenting. 

Before Commissioners: Jerome K. Kuykendall, Chairman: William R. Con- 
nole, Arthur Kline and John B. Hussey. 


OPINION 


On October 2, 1959, we issued an order, 22 FPC 636, denying the application of 
the Minneapolis Gas Company for rehearing in the above-entitled proceeding. 
We stated that we would set forth our reasons in an opinion to be issued and 
accordingly do so here. 

As stated in our original order terminating proceedings issued August 6, 1959, 
22 FPC 205, The Shamrock Oil and Gas Corporation had filed rate schedules 
increasing its rates for sour residue gas from 8 cents to 9 cents per Mcf and for 
casinghead gas, that is gas produced in connection with oil, from 9 cents to 10 
cents per Mcf. We suspended the increased rates by orders issued July 19, 1955 
and October 18, 1955, and they were subsequently permitted to go into effect 
under corporate undertakings to make refunds. 

In our order of August 6, 1959, issued upon exceptions to the presiding 
examiner’s decision, we terminated the proceedings and allowed the increased 
rates to remain in effect until changed in accordance with the provisions of 
the Natural Gas Act. We found that the proposed rates as increased were below 
the prevailing prices in the area, that there was to be but one increase during 
the 20-year contract periods involved, that there were no other escalation clauses 
of any kind applicable and that the evidence showed that Shamrock’s costs have 
been increasing and will continue to increase. For these reasons among others, 
we concluded that Shamrock’s proposed rates were just and reasonable to the 
consuming public. Of course, we realize that in concluding that these increased 
rates were just and reasonable we did not have before us a complete record based 
on cost, much less a cost of service founded on the rate base method. We did 
not think complete cost evidence was necessary in view of the evidence in the 
record and the state of the law. In any case, in addition to finding that the 
rates were just and reasonable we rested our decision on the separate and in- 
dependent ground that we had the power to terminate a proceeding of this kind 
without the necessity of making a finding of justness and reasonableness. 

In our order we noted that we are not now suspending rate increases at 9 and 
10 cent price level in the area involved, the West Panhandle Field of Texas, 
and that if this matter were now before us again, we would not suspend these 
rates. In this present opinion we reiterate this statement and are denying 
rehearing because we would have terminated these rate proceedings and allowed 
the increased rates to remain in effect irrespective of our finding as to their 
justness and reasonableness. 

In our view we have power to terminate these proceedings. As provided in 
Section 16 of the Natural Gas Act: 

The Commission shall have power to perform any and all acts, and to pre- 
scribe, issue, make, amend and rescind such orders, rules, and regulations 
as it may find necessary or appropriate to carry out the provisions of 
this act. 

In our orders suspending the proposed increased rates we found it was “‘neces- 
sary and proper in the public interest and to aid in the enforcement of the pro- 
visions of the Natural Gas Act that the Commission enter upon a hearing 
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concerning the lawfulness of the said proposed charges”. We did enter into 
such a hearing, but the record and our experience since the time of the suspension 
orders shows that it was not “necessary and proper” to enter upon such a hear- 
ing. We do not believe that where we have “good cause” we can be compelled 
to continue with a rate proceeding where there is little chance that any public 
good can result from it. In the past we have terminated rate proceedings before 
a complete record was made where preliminary investigations showed that the 
public interest would not be served by further prosecution of the Commission’s 
inquiry... More recently we have vacated a suspension order and terminated 
proceedings where subsequent to the suspension order we had made an adminis- 
trative determination to accept rates at the level of those suspended and had 
actually accepted rates that were above those covered by the suspension order.’ 
We believe we have discretion as to whether to pursue inquiries that are likely 
to be bootless while neglecting matters of great importance. We may compare 
the language in Connecticut L. and P. Co. v. F.P.C., 324 U.S. 515, 5385-536, where 
the Court indicated that the Commission did not have to assume jurisdiction 
over “trivial” flows of interstate power: 

Congress appears to have left to the Commission’s sound administrative 
discretion whether or not to assert its authority in such situations. 

There is nothing in a line of Interstate Commerce Commission cases which 
prevents our terminating these proceedings. Amarillo-Borger Express, Inc. v. 
United States, 138 F. Supp. 411 (N.D. Tex. 1956), dismissed as moot, 352 U.S. 
1028; The Long Island Railroad Company v. United States, 140 F. Supp. 823 
(E.D.N.Y. 1956) ; Divie Carriers v. United States, 143 F. Supp 844 (S.D. Tex. 
1956), dismissed as moot, 355 U.S. 179. In fact these cases support the action 
that we have taken. Im each of these cases the court held that the I.C.C. 
improperly vacated a suspension of rates where there was merely a statement 
that it was done for “good cause”. The opinion in each case indicated that a 
suspension might be vacated for proper reasons. In Dizie Carriers it was said 
(143 F. Supp. at p. 854) : 

Courts and administrative agencies have, and must have, power to change 
their minds. But if it is the rule of law which controls, there must be some 
basis to indicate that it is reason and judgment that has brought about the 
change. 

Coming now specifically to the present proceeding, we may note, as we already 
have in our order terminating these proceedings, that the suspensions of Sham- 
rock’s rates here involved were ordered in July and October of 1955 before we 
had had much experience with our new jurisdiction over the independent pro- 
ducers. Subsequent to that time we have allowed approximately equal or 
higher increased rates to go into effect in the same field, that is the West Pan- 
handle Field of Texas. Some of these rate increases have ranged up to 10.7 
cents per Mcf.2 Moreover, as observed in our August 6, 1959 order the prices in 


1 Jaspan v. Philadelphia Electric Co., 1 F.P.C. 561, 565-566. 

2 Reef Fields Gasoline Corporation (Operator), et al., 19 FPC 351. See also Pan Ameri- 
can Petroleum Corporation, Docket No. G—13885, et al., September 24, 1959; Hassie Hunt 
Trust, Docket No. G—16641, October 6, 1959. 

3 For example, the following increased rates were filed in the West Panhandle Field: 





Increased 
Rate 

Producer Buyer Rate Schedule Filed Accepted 

14.65 psia 
(¢ per Mcf) 
Si-Bo Oil Co._.-...-..--- Kerr-McGee Oil Co...| R.S. #1, Supp. No. 2... 6/1/59 10. 7458 
Cities Service Oil Co..... Phillips Pet. Co......- R.S. #114, Supp. No. 3.. 6/8/59 10. 7458 
Cities Service Oil Co...--. Phillips Pet. Co_....--. R.S. #113, Supp. No. 4.. 6/8/59 10. 2458 
Ie citi Henderson Trusts-...- R.S. #1, Supp. No. 2....| 6/15/59 10. 7458 


W. C. McBride, Inc----- Phillips Pet. Co_....-- R.S. #11, Supps. 1-5..... 6/9/58 9.5 
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the West Panhandle Field were substantially above those proposed by Sham- 
rock. Thus it is not likely that we would now suspend these rates and to con- 
tinue the present proceeding would, in effect, represent an unequal and discrimi- 
natory enforcement of the Natural Gas Act. 

Furthermore, the record shows that the chance of accomplishing a rate reduc- 
tion for the benefit of consumers, even on a most complete record, would be almost 
non-existent. In our August 6, 1959 order, in addition to the price level in the 
West Panhandle Field we referred to evidence in the record indicating that Sham- 
rock’s costs have substantially increased. We therefore believe that to continue 
these proceedings we would be wasting the time of our staff and expending public 
money to no good purpose. 

We are particularly impelled to this position on the administration of the Nat- 
ural Gas Act because of the heavy workload of cases before us. In our order 
of August 6, 1959, we referred to this load as of March 31, 1959, and it has in- 
creased since that time. As of September 30, 1959, there were 90 suspensions 
of pipeline rates involving annual increases of $349,087,400 and 2,395 suspen- 
sions of independent producer rates involving increases of $115,376,392 annually.‘ 
It is obvious that our staff cannot handle such an enormous number of cases at 
one time. It has been necessary therefore to postpone hearings in a number of 
important cases, and to prevent the backlog of cases from increasing to an un- 
manageable size, we have terminated cases where we felt relatively little would 
be accomplished by further hearings. 

To conclude, in order to carry out our responsibilities under the Natural Gas 
Act, we believe we have discretion to terminate suspension proceedings just as 
we have discretion to initiate such proceedings under Section 4 of the Act. Ordi- 
narily we have only 30 days after a new filing is made to determine whether to 
accept or to suspend the proposed rate. Obviously, we cannot make a full in- 
vestigation of every rate filing in such a limited time, and it has been our practice 
to suspend all doubtful rate increase filings. During the fiscal year 1959 we sus- 
pended approximately 54 percent of all independent producer rate increase filings 
exclusive of tax increases. If after further investigation, we are of the opinion 
that the rates should not have been suspended in the first instance, we have ter- 
minated the proceedings. If, as is argued, we do not have the power to termi- 
nate such suspensions after a further investigation leads us to the conclusion 
that little will be accomplished by further proceedings, we must suspend a fewer 
number of cases in the first instance. This will be necessary in order not to bog 
down our staff hopelessly with cases it must carry through to conclusion and in 
order to maintain some reasonable relationship between our workload and the 
staff which the Congress has authorized us to employ. We do not believe the 
Natural Gas Act imposed such rigid limitations upon the powers of this Commis- 
sion as is contended and are of the opinion that the consuming public will be bet- 
ter protected by a broader, more flexible view of the Commission’s power to ter- 
minate suspension proceedings. 

Minneapolis Gas points to the fact that the amounts involved in these two sus- 
pension proceedings aggregate nearly $230,000 a year, or a total of $800,000 col- 
lected altogether of which approximately $133,000 has been paid by Minneap- 
olis Gas. Considered alone, this fact does not indicate that we should hold fur- 
ther proceedings in this matter. When we consider the other facts which we 
have related pertaining to this case, the large number of rate cases pending before 
us, the fact that many of them call for increases which apparently have much 


*It is recognized, of course, that a number of these suspensions involve very small 
annual increases. 
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less justification than the increases proposed here, and our limited staff, we be- 
lieve any contention that we have not properly exercised our discretion to termi- 
nate these proceedings is groundless. 


The Commission orders: 


This opinion and the conclusion and findings herein are hereby incorporated 
and made a part of the Commission’s order issued in this proceeding on October 
2, 1959, denying application for rehearing and stay. 

Commissioner Connole dissenting, filed a separate statement. 

CoNnNOLE, Commissioner, dissenting: 

This is the first opportunity I have had to address myself to the reasoning and 
the result of the “Order Terminating Proceedings” issued August 6, 1959, in 
these captioned dockets. As a result, this statement may be somewhat more 
detailed than is usual in a statement addressed to an order on rehearing. 

The order to which I refer is an important order. It accepts a general prin- 
ciple which, if followed in other Commission orders, would have most unhappy 
results for all of us—Commission, company and consumer. I believe it is in 
error. I believe the result reached by the majority in that order is bad law, 
no matter how superficially appealing it may be as a means of erasing from our 
open docket books annoying numbers of uncompleted cases. ‘The reasons I 
think so are these: 

An order purporting to terminate a proceeding could effectively do so only if 
it amounted to a finding of justness and reasonableness. Without such an ex- 
plicit or implicit finding the order is powerless to permit the rate under investi- 
gation to become effective. The order of August 6 and the Order Denying Appli- 
eation for Rehearing declare that such a finding of justness and reasonableness 
is unnecessary to support the termination of an investigation and suspension. 
It purports to terminate the proceeding and permit the rates to become effective 
for reasons chiefly of administrative expedience. Therefore, neither the order 
of August 6 nor the Order Denying Application for Rehearing is a valid order. 

To the extent that the orders do rest on a finding of justness and reasonableness, 
that finding is unsupported by applicable principles of regulatory law and eco- 
nomics and, hence, these orders must fail on that ground as well. 

I discuss first why an order cannot effectively terminate an investigation and 
permit rates to go into effect unless the so-called termination order amounted 
to a finding of justness and reasonableness. 

The Natural Gas Act says that “[a]ll rates and charges made, demanded, or 
received by any natural gas company for or in connection with the transportation 
or sale of natural gas * * * shall be just and reasonable, and any such rate or 
charge that is not just and reasonable is hereby declared to be unlawful.” Thus 
rates are either just and reasonable or they are unlawful. The two phrases are 
mutually exclusive and collectively exhaustive. And, to borrow the old smoking 
car joke, a rate may never be just a little bit unlawful. 

In this proceeding, as in virtually all proceedings under Section 4 of the Act, 
the Commission took action when these rates were filed with us to ensure that 
the rates would not become effective until the question of their lawfulness had 
been answered. Notice the language in the Order in Docket G-9498, for example, 
issued October 18, 1955. We found it was “necessary and proper” to “enter upon 
a hearing concerning the lawfulness of the said proposed change.” We ordered 
that such a hearing be held “concerning the lawfulness” of the proposed rates 
and suspended their use pending the “decision thereon.” In other words, the 
purpose of the order, the investigation and the hearing was to answer the ques- 
tion whether the rates were just and reasonable or whether they were unlawful. 
If they were found to be just and reasonable, they would be lawful. If they were 
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not, they would be unlawful. Remember we had raised this doubt in the same 
suspension order. We said that the proposed rates “have not been shown to be 
justified and may be unjust, unreasonable * * * or otherwise unlawful.” 

The Order Terminating Proceedings issued August 6, 1959, and the order 
issued herein purport to “terminate” (whatever the legal significance of that 
verb) this investigation of the proposed rates without a decision on the lawful- 
ness of the rates. This is contrary to our own order and to the statute. In fact 
we say that the rates may be permitted to become effective “irrespective of our 
findings as to their justness and reasonableness”, which is another way of saying, 
irrespective whether they are lawful or not. This we may not do. 

The power of a regulatory commission to terminate an investigation which 
it commenced itself is not an unlimited one. Section 16 of the Natural Gas Act, 
for example, grants us broad authority to revoke orders previously issued but 
not if to do so would attempt what other Sections of the Act had prohibited us 
from doing. Hence, if the effect of terminating this proceeding is to allow rates 
to become effective that may have been unlawful, the action is effective to 
achieve that purpose only if it does so for reasons that would be sufficient to 
support the conclusion that they were not unlawful. 

Even in a much less serious context the courts have remanded proceedings to 
regulatory commissions because of the absence of adequate reasons for their 
actions. 

Examples are understandably rare in the regulatory literature and published 
decisions wherein Commissions have attempted to permit rates to become effec- 
tive without a finding of justness and reasonableness after initiating an investi- 
gation to determine whether they were just and reasonable. The probable 
attitude of the Federal courts can be quickly estimated, however, from the few 
cases in which a somewhat similar issue has arisen. Until very recently Inter- 
state Commerce Commission had occasionally followed the practice of vacating 
a suspension order before the expiration of the seven-month period of suspen- 
sion provided in the Interstate Commerce Act, meanwhile continuing the inves- 
tigation into the justness and reasonableness of the rates, but in the orders to 
do so only “boiler plate” type of reasons were used. In Amarillo-Borger Haprees 
v. United States, 1388 F. Supp. 411; The Long Island Railroad Company v. United 
States of America, 140 F. Supp. 823; and Digwie Carriers v. United States of 
America, 143 F. Supp. 844, three-judge statutory courts* convened pursuant to 
the so-called Urgent Deficiencies Act remanded such orders. The courts made it 
plain that while the failure to suspend a rate filed with the Commission was not 
reviewable, the vacation of a suspension once initiated was something else 
again. In the Amarillo-Borger case Circuit Judge Brown, writing for the three- 
judge statutory court, handled the question of exhaustion of administrative 
remedies and the review of the vacation order this way: 

A proper regard for the whole reach of the Administrative Procedure Act 
and its long legislative history will not support an argument which would 
automatically remove from its protection substantially every administrative 
agency to whom was entrusted judgment and discretion in its administrative 
decision. This language was used to assure that judicial review would not 
be contrived where it was plain that none was intended, and where the action 
under inquiry was one wholly within the right of the agency to grant or 
refuse, allow or deny, with no statutory or similar standard established 
upon which to base its action. But the exercise of discretion, the making of 
judgments, and the issuance of sanctions, 5 U.S.C.A. §1001(f), upon the 


1These Courts are of like jurisdiction to the U.S. Courts of Appeals. 
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basis of administrative expertise are precisely the matters which Congress 
in this important legislation intended should be under, not exempt from, the 
Administrative Procedure Act. (138 F. Supp. 411 at 418.) [footnote omitted] 


That Court later commented: “The Commission may, as any other body, have 
the right to change its mind, but its action must demonstrate the ‘reasons or 
basis therefor.” (138 F. Supp. 411 at 420.) And in conclusion the Court said, 
“We do not mean to say that Complainants are entitled to a suspension; but 
when one has validly issued it can be rescinded only by lawful methods.” 
(Ibid.) 

In an even more recent proceeding involving a similar issue another three- 
judge court considered the reviewability of the same issue, stating it this way: 

The question presented is whether the Commission, once having entered a 
suspension order, may properly vacate the same without first affording the 
interested parties a hearing. Involved in this question is whether the action 
of the Commission in vacating the suspension order is reviewable. For the 
reasons set forth in the cases cited [Amarillo-Borger, Long Island Railroad 
and Diwvie Carriers] we hold that it is reviewable. (Atlantic Coast Line 
Railroad Company, et al., v. United States of America, et al., Civil Action 
No. 2794, U.S.D.C., E.D.Va., November 5, 1958, page 5, slip opinion.) 

While the judicial language cited above was directed to orders of the Inter- 
state Commerce Commission it applies with even greater emphasis, it seems to 
me, to the matters before us here. If it is unlawful to “vacate a suspension 
order” without a detailed and specific finding of the basis for the vacation de- 
spite the fact that the justness and reasonableness of the proposed rates would 
continue under investigation, a fortiori, it is unlawful to vacate a suspension 
without any intention of continuing the investigation. 

Some insight into the state of the law will be obtained from an examination 
of the injuries which the court was trying to prevent in the Interstate Commerce 
Commission appeals and by comparing these with those we are attempting to 
avoid in our regulation. In the railway and motor carrier industries, unlike the 
natural gas industry, the overwhelming bulk of new rate filings contemplate de- 
creases rather than increases in rates. For example, the most recent annual 
report of the Interstate Commerce Commission states, “A total of 4,532 rate ad- 
justments involving changes in tariffs and schedules of rail, motor, water, freight 
forwarder, express and pipeline carriers were disposed of by the Board of Sus- 
pension, Division 2 or the Commission. * * * Of the total, 137 represented in- 
creases, 4,280 reductions, 82 both increases and reductions, and 33 neither 
increases nor reductions.” (72° Ann. Rep. Interstate Commerce Commission, 
p. 35) 

In all four of the cases cited above, rate reductions were involved. It seems 
plain that when a reduction is proposed to meet competition the suspension of 
that reduction prevents the proponent of the rate from retaining the traffic or 
from gaining it. By the same token, a vacation of that suspension, even while 
the rate continues to be under investigation, would permit the proponent to 
retain or gain some of the traffic. The injury to the competing carriers from a 
vacation of a suspension is obvious. 

Now, in the current practice of the natural gas industry the thrust is quite the 
other way. As pointed out in the Order Terminating Suspension Proceedings, 
as of March 31, 1959 we had suspended a total of 2,317 independent producer 
rate filings, all of which were increases. The purpose of the suspension and 
investigation here was not primarily to protect competition but entirely to protect 





the consumer. Accordingly, any attempt to vacate or terminate the suspension 
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and the proceeding should be considered in the light of whether the reasons for 
doing so are adequate for the protection the suspension is supposed to give. 

By the orders to which I object we are doing much more than permitting 
rates to become effective, meanwhile continuing our investigation. I have had no 
objection to orders that had the effect of shortening suspension periods to less 
than the statutory periods when conditions justified it. I strongly object, how- 
ever, to the discontinuance of the proceeding without making the finding which 
we set out to make in the first instance. 

The Courts have been very strict in such cases even though the Interstate 
Commerce Commission does no more than terminate the suspension while main- 
taining the investigation. This extraordinary care is especially noteworthy in 
view of the protection that is available to those who would be adversely affected 
by the ending of an investigation. I refer to the powers of reparations available 
under Section 15 of Part I of the Interstate Commerce Act and (until recently 
at least) under Section 217 of Part II of that Act. The Natural Gas Act, of 
course, confers no reparations powers at all on us, and any increase improperly 
or unlawfully collected may never be recovered by an aggrieved party such as, 
for example, Minneapolis Gas Company in these proceedings. 

I conclude that before an order that terminates an investigation which was 
originated in the manner and for the purpose of this particular investigation, 
and permits a proposed increase in rates to become effective, may become an 
effective and binding order, it must reach a conclusion that the proposed rates 
are not more than just and reasonable. 

Since the order for which rehearing is sought does not do so, it was unlawful 
and should be reconsidered. 

On the assumption, however, that the order purports to make such a finding I 
now show it is insufficient in law, and even on that account, should be reheard. 

The general principle of law is that a rate schedule whose effectiveness has 
been suspended may not be permitted to become effective unless the Commission 
gives adequate reasons for its action. It is not, in other words, a purely discre- 
tionary act. Even if the rates are merely permitted to be charged during the 
pendency of the investigation with the proponent standing liable through refund 
obligations or through a suit for reparations for so much as may ultimately be 
found unjustified, the Commission is held to a strict statement of its reasons. 
But, if the rate is to be permitted to become effective for the future with no pro- 
vision for refunding the overcharge, if any, that might be paid, the standard 
must be even stricter. Indeed, since under conditions such as those prevailing 
in this proceeding, even the investigation itself is permanently terminated, along 
with the suspension, the requirements of the statute are that the rates must be 
found just and reasonable before such a termination is proper under the Act. 

Consider now whether this order will stand up as a finding of justness and 
reasonableness. 

The reasons relied on in these orders might be persuasive and indeed, even 
conclusive, at a point when regulation of producer prices is more mature. Indeed, 
evidence of comparative prices is always meaningful. But when we have no 
calibrated measuring rod with which to start the calculation, comparison of one 
rate with another for purposes of measuring absolute justness and reasonable- 
ness (as opposed to relative justness and reasonableness) is futile and misleading. 
Until we know whether the whole rate, not only the increase in the rate, is just 
and reasonable we may not accurately and lawfully say that an increased rate is 
just and reasonable. And, to date, we have not yet calibrated the measuring 
stick that will be used for the original determination. 

Desirable, simple and attractive though this procedure of majority may be, 
it still does not conform to the Act. And, to use the words of the Commission 
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majority (Chairman Kuykendall, Commissioners Kline and Hussey) in com- 
menting on my position in the Niagara Falls case (Power Authority of the State 
of New York, Project 2216, Order 317, February 2, 1959), 21 FPC 146, 148: 

[w]e cannot permit our judgment to be swayed by our personal views of 

what is desirable but must administer the laws as passed by the Congress 

and as interpreted by the courts. 
It was Holmes, I believe, who first said “general principles do not decide con- 
crete cases.”* A general principle, in its application to the facts in this case, 
however, is determinative indeed. For the validity of the majority’s position, 
I think, depends on whether the universally recognized, frequently restated 
principle is to be followed that revenue requirements form the starting point 
of rate regulation of the independent producer. The courts have said so. We 
have said so in the past with the lone exception of Opinion 310, which was never 
appealed. We ought to say so again here. 

This Commission has been upheld consistently in its position that some evi- 
dence of revenue requirements of a producer is a sine qua non of a rate order. 
This tale needs no telling here. In fact, I know of no case, and there have been 
literally scores of them filed, wherein a court has said the Commission is not 
bound to start there. Likewise, I know of no case where a court has held we 
were in error because we insisted that any inquiry into the justness and reason- 
ableness of a rate must consider revenue requirements of the proponent or pro- 
ponents. Indeed, even the language of the U. S. Court of Appeals for the Fifth 
Circuit relied upon by the majority in the earlier order in this proceeding sup- 
ports that premise. Notice this language (appearing in Order Terminating Pro- 
ceedings, issued August 6, 1959, 22 FPC 205, 207) : 

We hold only that the proof adduced below was insufficient to enable the 
Commission to determine whether the proposed rate was just and reasonable 
and further that the Commission may consider any evidence in arriving at 
its conclusion that will aid it to determine whether a proposed rate is just 
and reasonable to the public and is not too low to yield a fair return on the 
producer’s investment and a reasonable increment for exploration and 
development. [Emphasis supplied.] Forest Oil Corporation, et al. v. F.P.C., 
CA5, No. 16844, decided February 20, 1959. 

There was no cost or revenue requirements evidence in that proceeding. Obvi- 
ously, it would be impossible to know whether the producer was earning a fair 
return on its investment, to say nothing of whether he was receiving enough for 
exploration and development, without some idea what his revenue requirements 
were, what his investment was, what his return ought to be and how much he 
might need for exploration and development. Yet this very language is cited by 
majority to support a conclusion that none of these things is essential to a find- 
ing in a rate order! 

I think our consistent position is the correct one. Without burdening this 
statement with an unnecessary catalog of what elements of revenue and costs are 
required for what units of production in order to satisfy the Statute.’ I content 
myself with pointing out that whatever they may be, they are absent here from 
the list of considerations that moved majority. As the U. S. Court of Appeals 
for the District of Columbia said recently in Episcopal Theological Seminary of 


2 Lochner v. New York, 198 U.S. 45, 74 (dissenting). 
® For a rather comprehensive discussion of my views on the applicability of conventional 
eminent domain concepts of ratemaking to producer pricing and other subjects of relevance 
here, see Georgetown Law Journal, Vol. 44, No. 4 (June 1956), p. 555, my article, entitled : 
“General Considerations: A Nation’s Natural Gas Pains.” 
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the Southwest, et al. v. F.P.C., No. 14581, decided June 18, 1959, 269 F. 2d 228, 

236: 
The primary aim of the Natural Gas Act is “to protect consumers against 
exploitation at the hands of natural gas companies.”™ One aid to such 
an aim is to weigh the needs of the gas companies by an examination of its 
costs and profits. What better test could there be as to the reasonableness 
of existing or proposed rates to a company than a careful analysis of the 
evidence as to its recent earnings?™ That is one of the elements of any 
rate-testing method. [Emphasis mine.] 


% (F.P.0. v. Hope Gas Co., 320 U.S. 591, 610.] 
7 Cf. Bet Oil Corp. v. Federal Power Commn., 225 F. 2d 548 ; City of Detroit v. Fed- 


eral Power Commn., 230 F. 2d 810, 818; Union Oil Co. of California, 16 F.P.C. 100, 
108-110. 


I thoroughly agree that “a careful analysis of the evidence as to its recent 
earnings * * * is one of the elements of any rate-testing method.” 

See also Pan American Petroleum Corporation v. Federal Power Commission, 
269 F. 2d 228, cert. denied November 16, 1959. That decision affirmed the 
Commission’s disallowance of a periodic escalation for failure to submit any 
evidence of costs or profits. If there is any inconsistency between the Fifth 
Circuit and the D.C. Circuit (and I see none for the reasons noted above) the 
U.S. Supreme Court was unwilling to take jurisdiction on that account. And if 
there were any error in the Pan American case (a conclusion I also deny) the 
Supreme Court was unable to justify jurisdiction on that account either. 

Since this order is deficient because it does not contain the findings on the basic 
jurisdictional fact whether the rates were sufficient for the revenue requirements 
of this particular producer, it fails as an order making a finding of justness and 
reasonableness. Since such a finding of justness and reasonableness is a basic 
jurisdictional fact that must be found before this investigation into a rate 
schedule may be terminated, the order that purports to do so is legally insufficient. 
Accordingly, I dissent from this order on an application for rehearing that 
fails to do so. 

There is one final reason which prompts my disagreement with majority. This 
order states that to terminate an investigation and permit rates to go into effect 
is a discretionary act. If this principle is followed to its logical conclusion, it 
will permit investigations of rate increases to be terminated and higher rates 
placed into effect with, practically speaking, no opportunity for judicial review. 

Historically, the only bases for review of Commission rate orders are whether 
there is (1) compliance with the statutory standard, (2) arbitrariness, (3) con- 
fiscation without due process. Overwhelmingly, the most important cases, both 
in terms of number and content, that have been considered by reviewing courts 
have been decided on the last ground, the constitutional one of confiscation and 
violation of due process. 

The first two reasons are inapplicable under the reasoning of this order because 
majority contends that termination of an investigation is a discretionary act. 
If that is correct, it conforms to the statute to terminate on our discretion, thus 
meeting the first basis for review. Next is the contention of arbitrariness. In 
view of the traditional, unvarying and quite proper latitude given to regulatory 
agencies and the extreme rarity of decisions in which Commission expertise has 
been considered arbitrary enough to cause reversal, it is plain that such an 
avenue of appeal is anything but encouraging. 

But, there has been no determination of revenue requirements, value of prop- 
erty, producers’ investment, amount needed for exploration or development or 

















892 FEDERAL POWER COMMISSION 


of any other elements that measures property value. Accordingly, there could 
be and has been no way of knowing whether property has been confiscated with- 
out due process of law. It has been horn book regulatory law since at least 
1894 * that the constitutional guarantee against confiscation of property without 
due process prevented the government from fixing rates lower than necessary 
to yield a fair return on the value of the property devoted to the public service. 
Nothing in the Natural Gas Act deprives independent producers of this right 
nor confines it to pipeline companies. Yet this opportunity would be denied to 
independent producers under the approach of majority. Accordingly, it would 
make the case nonreviewable under the due process and confiscation theory as 
well. As such, of course, it violates the due process clause of the Federal Con- 
stitution. For this reason alone it should not stand. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. G-8931, 
G-12226, G-12227; ALGONQUIN GAS TRANSMISSION COMPANY, 
DOCKET NO, G—12228 


ORDER AMENDING ORDERS ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued November 23, 1959) 


On May 15, 1959, Texas Eastern Transmission Corporation (Texas Eastern) 
filed a petition to amend the certificate issued to it on October 31, 1957, 18 FPC 
582, in the Matter of Texas Eastern Transmission Corporation et al., Docket 
Nos. G—12226, G—12227, and G—12228 authorizing the installation of certain com- 
pressor units at its Compressor Station 27 near Linden, New Jersey. 

On July 27, 1959 a supplement to the said petition was filed by Texas Eastern. 

Texas Eastern cites that in Docket No. G—8931 it was authorized on June 22, 
1956, to install three units totalling 3,300 horsepower and in Docket No. G—12226, 
et al., it was authorized to install two more 1,100 horsepower units to make a 
total of 5,500 horsepower in Station 27. It secured time extensions in both 
dockets so the entire 5,500 horsepower could be installed at the same time. 

With the five units, Texas Eastern intended to build a “manned” station, that 
is, operators would be located at the station. In the final design of this station, 
however, Texas Eastern decided that, rather than have a manned station, it 
would operate the station by remote control which would require no operators 
at the station. In order to do this, it actually installed a total of three units of 
2,050 horsepower each in lieu of the authorized five units of 1,100 horsepower 
each. The remote control station therefore consists of a total 6,150 horsepower 
instead of the authorized 5,500 horsepower. 

The company states the remote control station required a minimum of three 
units to insure reliability of service, so it installed the three 2,050 horsepower 
units which were available to it. 

The estimated capital cost of the 5,500 horsepower station was $2,416,500. The 
actual cost of the 6,150 horsepower station was $3,657,472. The increased cost 
of the 6,150 horsepower station was due to some extent to the fact that the Town 
of Linden required the company to build the station outside the city limits 





« Reagan v. Farmers Loan and Trust Co., 154 U.S. 362. 
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rather than on another site as had been planned by the company. This required 
the unanticipated construction of 7,000 feet of 30-inch pipe at a cost of $696,760. 

Although the station actually installed cost more than a 5,500 horsepower sta- 
tion, the company estimates that the actual unmanned station will save it 
$73,100 per year in reduced operating expenses. 


The Commission finds: 


(1) It is appropriate in carrying out the provisions of the Natural Gas Act 
that the orders issued on June 22, 1956 in Docket No. G—8931, 15 FPC 1572, and, 
on October 31, 1957 in Docket No. G—12226 et al., 18 FPC 582, be amended so 
as to permit the operation of the 6,150 horsepower compressor station, as more 
fully described in the petition, as supplemented, in place of the 5,500 horsepower 
compressors heretofore authorized. 

(2) The operation of the 6,150 horsepower compressor station described by 
Texas Eastern in its petition to amend above referred to, is required by the 
public convenience and necessity and the certificates issued in Docket No. 
G-8931 and G—12226 et al., by our orders of June 22, 1956 and October 31, 1957, 
respectively In the Matters of Texas Eastern Transmission Corporation, should 
be amended as hereinafter ordered. 


The Commission orders: 


(A) The certificates of public convenience and necessity issued to Texas East- 
ern by our orders of June 22, 1956 and October 31, 1957 in Docket No. G—8931 and 
G—12226 et al., respectively are hereby amended authorizing Texas Eastern to 
operate the 6,150 horsepower compressor facilities hereinbefore described and 
more particularly described in its petition to amend, as supplemented, in lieu 
of the 5,500 horsepower compressors previously authorized. 

(B) In all other respects, the conditions and authorizations set forth in the 
said orders heretofore referred to, and the exercise of the rights granted therein 
shall remain in full force and effect. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-6903 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued November 24, 1959) 


By order issued November 6, 1950, 22 FPC 808, in the above-entitled matter, the 
Commission authorized Gulf States Utilities Company (Applicant) to issue and 
sell at competitive bidding $16,000,000, principal amount of First Mortgage Bonds, 
Series A due 1989, subject, among others, to the provisions as set forth in Para- 
graph (B) of that order as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall not 
be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements, and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either 
556-711—64——_59 
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filed such amendments or shall have mailed them and advised the Commission by 
telephone and telegraph, as contemplated in Section 34.9 of the Regulations; 

(ii) The Commission, by a further order, shall have approved the price to be 
received by Applicant for the proposed issuance of Bonds and the interest rate 
thereof. 

Applicant, on November 24, 1959, filed an amendment, pursuant to the require- 
ments of the aforementioned Commission order, setting forth, among other 
things, that it proposes to accept, as providing the lowest annual cost of money 
to it, the bid of Stone & Webster Securities Corporation to purchase the pro- 
posed issuance of $16,000,000, principal amount of Bonds, for the price of 101.83% 
of principal amount, with an interest rate of 54,% per annum. 
The Commission finds: 

(1) Applicant has satisfactorily complied with the requirements of Paragraph 
(B) of the Commission’s order issued November 6, 1959, in the above-entitled 
matter; and under the bid it proposes to accept for the Bonds, the price to be 
received by Applicant therefor and the interest rate thereof are reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with the 
proper performance of service by Applicant as a public utility and which will not 
impair its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the in- 
terest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, are authorized, subject only to 
the provisions of Paragraphs (A), (C), (D) and (E) of the Commission’s order 
issued November 6, 1959, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 





VAN M. LEWIS, DOCKET NO. G-11302; HENRIETTA YERGER JONES 
d/b/a EDWIN M. JONES OIL COMPANY, DOCKET NO. G-11303; JAMES 
R. & NANCY LEWIS WELSH, DOCKET NO. G—11304 


ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 
(Issued November 25, 1959) 


On September 27, 1956, Van M. Lewis (Lewis), Henrietta Yerger Jones d/b/a 
Edwin M. Jones Oil Company (Jones) and James R. & Nancy Lewis Welsh 
(Welsh) tendered for filing Supplement No. 8 to Lewis’ FPC Gas Rate Schedule 
No. 1, Supplement No. 8 to Jones’ FPC Gas Rate Schedule No. 1 and Supplement 
No. 8 to Welsh’s FPC Gas Rate Schedule No. 1, respectively, proposing increased 
rates and charges for jurisdictional sales of natural gas to Texas Eastern 
Transmission Corporation (Texas Eastern). By separate orders issued Octo- 
ber 29 and 30, 1956, the Commission suspended the aforementioned supplements 
until April 1, 1957 in Docket Nos. G—11302, G-11303 and G-—11304, respectively. 
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On October 28, 1959, Lewis, Jones and Welsh tendered for filing three favored- 
nation rate increase proposals designated as Supplement No. 9 to Lewis’ FPC 
Gas Rate Schedule No. 1, Supplement No. 9 to Jones’ FPC Gas Rate Schedule 
No. 1 and Supplement No. 9 to Welsh’s FPC Gas Rate Schedule No. 1, respec- 
tively. Lewis, Jones and Welsh propose increased rates and charges of 1.3015¢ 
per Mcf, from 13.2985¢ to 14.6¢ per Mcf at 14.65 psia, and request that the 
proposed increased rates become effective on November 28, 1959. 

Concurrently with their filings of October 28, 1959, Lewis, Jones and Welsh 
submitted a joint Offer of Settlement pursuant to Section 1.18(e) of the Com- 
mission’s Rules of Practice and Procedure. 

In their Offer of Settlement, Lewis, Jones and Welsh state that, in considera- 
tion for accepting the proposed increased rates and charges contained in Supple- 
ment No. 9 to Lewis’ FPC Gas Rate Schedule No. 1, Supplement No. 9 to Jones’ 
FPC Gas Rate Schedule No. 1 and Supplement No. 9 to Welsh’s FPC Gas Rate 
Schedule No. 1 and for terminating the proceedings in Docket Nos. G—11302, 
G-11303 and G—11304, Lewis, Jones and Welsh would agree to eliminate from the 
contracts comprising their FPC Gas Rate Schedules No. 1 the favored-nation and 
price redetermination clauses and substitute 1.0¢ per Mef periodic escalation in- 
creases in November 1963, November 1968 and November 1973 for the present 
0.2¢ per Mcf annual escalations. 

In support of their Offer of Settlement, Lewis, Jones and Welsh state that 
the subject contracts were negotiated at arm’s length, the proposed rates are 
below the prices under currently negotiated contracts in the same area, and the 
increases are needed to encourage exploration and development. Lewis, Jones 
and Welsh also state that the favored-nation and redetermination clauses were 
important elements of consideration required for the long-term commitments 
of their gas reserves to the performance of their contracts: and that these 
clauses provided the sellers with a means of protecting themselves against 
inflation and the increased valuation of the gas during the terms of the 
contracts. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the necessary con- 
tract changes or amendments provided for in the offer. None of Texas Eastern’s 
customers have petitioned to intervene in these proceedings or indicated to the 
Commission opposition to the Offer of Settlement. 

In our judgment, settlement of these cases in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. Lewis, Jones and Welsh are proposing to 
eliminate any favored-nation and price redetermination clauses in their con- 
tracts with Texas Eastern involved herein, to waive all their future rights and 
benefits thereunder and to convert the annual escalations now provided in the 
contracts to a periodic 1.0¢ per Mcf escalation in November 1963, November 
1968 and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the two clauses. The resulting stability in gas 
costs would be welcome to all segments of the natural-gas industry. Further- 
more, freeing the Commission from the need of considering such proposed in- 
creases would enable us to concentrate our efforts on other rate cases and other 
matters having possibly more serious consequences for the public and the 
consumer. 
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However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Lewis, Jones and Welsh under the periodic escalation provisions or otherwise. 


The Commission finds: 


(1) The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Lewis, Jones 
and Welsh with the Commission on October 28, 1959, and in the Appendix * to 
this order, is in the public interest and appropriate to carry out the provisions 
of the Natural Gas Act and should be approved by the Commission and made 
effective as hereinafter ordered. 

(2) Good cause exists for terminating the proceedings in Docket Nos. G—11302, 
G-11303 and G-—11304, for accepting for filing Supplement No. 9 to Lewis’ FPC 
Gas Rate Schedule No. 1 (superseding Supplement No. 8), Supplement No. 9 
to Jones’ FPC Gas Rate Schedule No. 1 (superseding Supplement No. 8) and 
Supplement No. 9 to Welsh’s FPC Gas Rate Schedule No. 1 (superseding Supple- 
ment No. 8), and for permitting said supplements to become effective on 
November 28, 1959, without obligation to refund; subject, however, to the terms 
and conditions of the Offer of Settlement as hereinafter ordered. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Lewis, Jones and 
Welsh on October 28, 1959, is hereby approved in accordance with the provisions 
of this order. 

(B) Lewis, Jones and Welsh shall execute with Texas Eastern, in accordance 
with the Appendix attached hereto, amendments to their Gas Purchase Contract 
dated April 16, 1953, filed with the Commission as their FPC Gas Rate Schedules 
No. 1. 

(C) Lewis, Jones and Welsh shall, within 30 days from the date of issuance 
of this order, file with the Commission as supplements to their FPC Gas Rate 
Schedules No. 1, under the Part 154 of the Commission’s Regulations under 
the Natural Gas Act, the executed agreement with Texas Eastern required by 
paragraph (B) above. 

(D) The proposed increased rates contained in Supplement No. 9 (super- 
sedes Supplement No. 8) to Lewis’ FPC Gas Rate Schedule No, 1, Supplement 
No. 9 (supersedes Supplement No. 8) to Jones’ FPC Gas Rate Schedule No. 1 
and Supplement No. 9 (supersedes Supplement No, 8) to Welsh’s FPC Gas 
Rate Schedule No. 1 are hereby permitted to become effective as of November 
28, 1959, and the proceedings in Docket Nos. G-11302, G-11303 and G-—11304 
are hereby terminated: Provided, however, that Lewis, Jones and Welsh make 
a satisfactory filing in accordance with paragraph (C) above. 

(B) The acceptance of this offer is without prejudice to any findings or 
determinations that may be made in any proceedings, which are presently being 
heard, or in any other proceeding now pending or hereinafter instituted by or 
against Lewis, Jones or Welsh. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. v. United States, 188 F. Supp. 
411) 


* Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


ROBERT MOSBACHER (OPERATOR), ET AL., DOCKET NOS. G—11305 AND 
G-11306 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued November 25, 1959) 


On September 27, 1956, Robert Mosbacher (Operator), et al., (Mosbacher) 
tendered for filing Supplement Nos. 2 and 4 to his FPC Gas Rate Schedule Nos. 
2 and 3, respectively, proposing increased rates and charges for his jurisdictional 
sales of natural gas to Texas Eastern Transmission Corporation (Texas East- 
ern). By separate orders issued October 29 and 30, 1956, the Commission 
suspended and deferred the aforementioned supplements until April 1, 1957, 
in Docket Nos. G—11305 and G—11306, respectively. 

On October 28, 1959, Mosbacher tendered for filing two’ favored nation 
increased-rate proposals designated Supplement Nos. 3 and 5 to his FPC Gas 
Rate Schedule Nos. 2 and 3, respectively. In the filings, Mosbacher proposed 
increased rates and charges of 1.0684¢ per Mcf, from 13.5016¢ to 14.6¢ per 
Mcf at 14.65 psia, and requested that the proposed increased rates become 
effective on November 28, 1959. 

Concurrently with his filings of October 28, 1959, Mosbacher tendered an 
Offer of Settlement pursuant to Section 1.18(e) of the Commission’s Rules of 
Practice and Procedure. 

In his Offer of Settlement, Mosbacher stated that, in consideration for accept- 
ing the proposed increased rates contained in said Supplement Nos. 3 and 5 
and for terminating the proceedings herein, Mosbacher would agree to eliminate 
from both rate schedules the favored-nation and price-redetermination clauses 
and substitute 1.0¢ per Mcf periodic increases in November 1963, November 
1968 and November 1973 for the present 0.2¢ per Mcf annual escalations. 

In support of his Offer of Settlement, Mosbacher states, inter alia, that the 
favored-nation and redetermination clauses were important elements of con- 
sideration required for the long-term commitments of his gas reserves to the 
performance of the contracts; that these clauses provided him with a means of 
protecting himself against inflation and the increased valuation of the gas 
during the terms of the contracts; and that such clauses were included in the 
contracts after arm’s-length negotiations. In addition, Mosbacher also stated 
that the rates currently under suspension are reasonable and fair current prices 
for the gas being produced and delivered under the contracts herein involved 
and that such rates are far below the level of prices in contracts recently ne- 
gotiated for gas being produced in the same areas. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, 
in the event the offer is accepted by the Commission, to make the contract 
changes or amendments provided for in the offer. None of Texas Eastern’s 
customers has intervened in these proceedings or expressed on the record any 
opposition to the Offer of Settlement. 

In our judgment, settlement of these matters in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate to carry out 


2In addition to the favored-nation increased rate proposals, Mosbacher also filed two 
redetermined increased-rate proposals (designated as Supplement Nos. 11 and 1 to his 
FPC Gas Rate Schedule Nos. 8 and 12, respectively, which were accepted for filing subject 
to the terms and conditions of Mosbacher’s “Offer of Settlement”, filed October 28, 1959, 
pursuant to the Commission’s letter of acceptance thereto. 
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the provisions of the Natural Gas Act. Mosbacher is proposing to eliminate the 
favored-nition and price-redetermination clauses in his contracts with Texas 
Eastern involved herein, to waive all his future rights and benefits of such 
clauses, and to convert the annual escalations now provided in the contracts 
to a fixed 1.0¢ per Mcf escalation in November 1963, November 1968 and No- 
vember 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the two clauses. The resulting stability in gas 
costs would be welcome to all segments of the natural-gas industry. Further- 
more, freeing the Commission from the need of considering such proposed in- 
creases would enable us to concentrate our efforts on other rate cases and 
other matters having possibly more serious consequences for the public and 
consumer. 

However, we desire to make it clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Mosbacher under the fixed escalation provisions or otherwise. 


The Commission finds: 


(1) The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Mosbacher 
with the Commission on October 28, 1959, and in the Appendices* to this order, 
is in the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be approved by the Commission and made effective as here- 
inafter ordered. 

(2) Good cause exist for allowing Supplement Nos. 2 and 4 to Mosbacher’s 
FPC Gas Rate Schedule Nos. 2 and 3, respectively, to continue in effect, as of 
April 1, 1957, without obligation to refund; subject, however, to the terms and 
conditions of the Offer of Settlement as hereinafter ordered. 

(3) Good cause exist for accepting for filing Supplement Nos. 3 and 5 to Mos- 
bacher’s FPC Gas Rate Schedule Nos. 2 and 3, respectively, for allowing such 
supplements to become effective as of November 28, 1959, and for terminating the 
proceedings in Docket Nos. G-11305 and G-11306; subject, however, to the 
terms and conditions of the Offer of Settlement as hereinafter ordered. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Mosbacher on Oc- 
tober 28, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Mosbacher shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contracts dated May 26, 1954, as amended, and April 16, 1953, as 
amended, filed with the Commission as Mosbacher’s FPC Gas Rate Schedule 
Nos. 2 and 3, in accordance with Appendices A and B, attached hereto. 

(C) Mosbacher shall, within 30 days from the date of issuance of this order, 
file with the Commission as supplements to the aforesaid FPC Gas Rate Schedule 
Nos. 2 and 3 under Part 154 of the Commission’s Regulations under the Natural 
Gas Act, the executed agreement with Texas Eastern required by Paragraph 
(B) above. 

(D) Upon the date that Mosbacher makes a satisfactory filing in accordance 
with paragraph (C) above, Supplement Nos. 2 and 4 to his FPC Gas Rate Sched- 
ule Nos. 2 and 3, respectively, are hereby permitted to continue in effect, as of 
April 1, 1957, without obligation to refund. 


* Omitted in printing. 
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(E) Supplement Nos. 3 and 5 to Mosbacher’s FPC Gas Rate Schedule Nos. 2 
and 3, respectively, are hereby permitted to become effective as of November 28, 
1959, and the proceedings in Docket Nos. G—-11305 and G—11306 are terminated ; 
Provided, however, that Mosbacher makes a satisfactory filing in accordance with 
paragraph (C) above. 

(F) The acceptance of this offer is without prejudice to any findings or deter- 
minations that may be made in any proceedings, which are presently being heard, 
or in any other proceeding now pending or hereinafter instituted by or against 
Mosbacher. 

Commissioner Connole dissenting because of lack of finding of justness and rea- 
sonableness. (Amarillo-Borger Express, Inc. vy. United States, 138 F. Supp. 411) 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


WISCONSIN SOUTHERN GAS COMPANY, INC. v. NATURAL GAS PIPE- 
LINE COMPANY OF AMERICA, AND TEXAS ILLINOIS NATURAL GAS 
PIPELINE COMPANY, DOCKET NO. G-—18296 


ORDER GRANTING MOTION TO DISMISS PETITION AND TERMINATING PROCEEDINGS 
(Issued November 25, 1959) 


On April 13, 1959, Wisconsin Southern Gas Company, Inc. (Wisconsin South- 
ern), alleging an urgent need for additional supplies of natural gas, filed a peti- 
tion asking the Commission, pursuant to Section 5(a) of the Natural Gas Act, 
to investigate and reallocate the supply of gas by Natural Gas Pipeline Company 
of America (Natural), and Texas Illinois Natural Gas Pipeline Company (Texas 
Illinois) * to their customers so as to avoid undue preference prohibited under 
Section 4(b) of the Act. On May 20, 1959, Natural and Texas Illinois filed 
their joint answer, stating that the petition aforesaid is without merit and should 
be denied. 

By order issued August 12, 1959, 22 FPC 434, an investigation into the above 
matters was instituted and a hearing was to be held at a date to be announced. 
By notice issued on August 25, 1959, the date of hearing was set for September 22, 
1959. 

On September 3, 1959, representatives of Wisconsin Southern, Natural and 
our staff met in conference to discuss a probable solution as evolved by the parties 
who had previously conferred to resolve and settle their differences by means 
of negotiation and amicable adjustment. 

At the aforementioned conference the following facts were disclosed. 

Natural has been temporarily authorized by the Federal Power Commission 
under its order issued December 2, 1958 in Docket No. G—12399, as amended 
December 19, 1958, to make available to its customers an additional peak-day 
volume of gas of 185,000 Mcf per day under Natural’s Rate Schedule CD-1 as 
this may hereafter be amended or superseded by Natural, and has entered into 
a Service Agreement as of December 19, 1958, for the sale to Wisconsin Southern 
of certain volumes to be made available out of said additional peak-day volume. 

In Docket No. G—12399, Natural has reserved a volume of gas out of said addi- 
tional peak-day volume for service to certain new towns adjacent to its system in 





* Texas Illinois is an affiliate of Natural. 
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which distribution systems will not be completed and/or ready to receive gas 
prior to May 1, 1960. 

Wisconsin Southern is desirous of purchasing 1500 Mcf of the gas as reserved 
on a temporary basis for the 1959-1960 heating season only. 

On September 14, 1959, pursuant to, and in accordance with Section 1.18(e) 
of the Act, a Service Agreement dated September 10, 1959, signed by Wisconsin 
Southern and Natural, was filed by Natural providing, among other things, that 
it would sell 1500 Mcf of natural gas per day on a temporary basis under its 
Rate Schedule CD-1 for the period December 1, 1959 through May 1, 1960 only, 
provided, however, that this additional supply of gas will not be utilized by 
Wisconsin Southern to serve new customers. The Commission has accepted such 
agreement for filing to be effective October 15, 1959. 

Wisconsin Southern filed on September 14, 1959, a motion to dismiss its peti- 
tion, asking that the proceedings in Docket No. G—18296 be terminated. 


The Commission finds: 

It is proper and appropriate in the public interest that the Motion to Dismiss 
the Petition in Docket No. G—18296 be granted and that the proceedings herein 
be terminated. 


The Commission orders: 

(A) The Motion to Dismiss Petition, filed herein by Wisconsin Southern, on 
September 14, 1959, is hereby granted. 

(B) The proceeding in Docket No. G—18296 is hereby terminated. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G—12580 


OPINION AND ORDER ISSUING CERTIFICATE 


(Issued November 27, 1959) * 
Syllabus 


1. In view of the problem of boiler fuel use where smog conditions exist, gas 
sold by El Paso should be made generally available to enable state and 
local authorities to direct its most beneficial use. P. 903. 

2. Certificate conditioned to require that sales be made through Southern under 
existing rate schedules, to eliminate any rate discrimination. P. 903. 

3. It would not be in the public interest to commit a large portion of El Paso’s 
sales capacity to one customer for one type of use, since it would result in 
upward pressure on prices. P. 903. 

4. Commission accepts stipulation between Staff and El Paso that El Paso’s 
reserves are sufficient to support thissale. P. 904. 

5. Examiner discusses El Paso’s gas supply and methods used in determining 
reserves. P. 918. 

6. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicant. 

Commissioner Hussey concurring in result. 
Commissioner Kline not participating. 
Allen R. Grambling, George D. Horning, Jr. and George F. Guy for El Paso 

Natural Gas Company. 

Oliver L. Stone for Shell Oil Company. 


* Designated Commission Opinion No. 333. Initial Decision appears on Page 906. Re- 
hearing denied by order issued January 26, 1960. 
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John C. Snodgrass for Davis Oil Company, and Pure Oil Company. 

Richard H. Peterson, F. T. Searls and Malcolm H. Furbush for Pacific Gas 
and Electric Company. 

Roger Arneburger and Alfred H. Driscoll for City of Los Angeles. 

Quilman B. Davis for Aztec Oil & Gas Company. 

Rayburn L. Foster, Harry D. Turner, Kenneth Heady, and James G. Williams, 
Jr. for Phillips Petroleum Company. 

George D. Horning, Jr. and Allen R. Grambling for Western Natural Gas 
Company. 

John FE. McClure and Girard R. Jetton, Jr. for General Petroleum Corporation. 

Jesse H. Foster, Jr. for The Carter Oil Company. 

Bruce R. Merrill for Continental Oil Company. 

Robert E. May for Sun Oil Company. 

James D. Parriott and Robert M. Vaughan for The Ohio Oil Company. 

Joe P. Hammond, William J. Grove and Carroll Gilliam for the Pan American 
Petroleum Corporation. 

Harry 8S. Welch for Three States Natural Gas Company. 

James D. Smullen and Dale S. Carpenter for The Reynolds Mining Corporation. 

Paul F. Schlicher and Frank H. Strickler for The Texas Company. 

H. W. Varner and F. P. Jones for The Superior Oil Company. 

Edmund G. Brown, William M. Bennett and Melwood W. Van Scoyoae for 
Attorney General of the State of California. 

T. J. Reynolds, Harry P. Letton, Jr. and Henry F. Lippitt for Southern Cali- 
fornia Gas Company. 

Milford Springer, Robert M. Olson, Jr. and Henry F. Lippitt for Southern 
Counties Gas Company. 

Rollin E. Woodbury, Harry W. Sturges, Jr. and John R. Bury for Southern 
California Edison Company. 

C. Hayden and E. D. Sherwin for San Diego Gas & Electric Company. 

C. Louis Knight for Federal Power Commission Staff. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and John B. Hussey. 


OPINION 


On May 12, 1959, the presiding examiner issued an initial decision in this 
Section 7(e) proceeding authorizing El Paso Natural Gas Company (El Paso) 
to construct mainline facilities to enable the company to supply 100,000 Mcf per 
day to Southern California Edison Company (Edison) of natural gas for use in 
Edison’s electric power plants in the Los Angeles area and to supply some “peak- 
ing” service to Southern California Gas Company and Southern Counties Gas 
Company (referred to hereafter collectively as Southern). El Paso would de 
liver the gas at the Arizona-California border to Southern who would deliver 
equal amounts of gas to Edison on an exchange basis. 

This application was originally heard upon a consolidated record with El Paso’s 
application in Docket No. G—11797, which involved a proposal to supply an addi- 
tional 185,000 Mcf per day for resale to distributing companies in California and 
Arizona. After waiving the intermediate decision procedure and hearing oral 
argument, the Commission authorized in its order of March 26, 1958, 19 FPC 
398, all of the facilities proposed in G-—11797 and all of the gathering facilities 
proposed in G-12580. These gathering facilities cost approximately $31,438,000 
leaving only $24,000,000 to be expended for the mainline facilities proposed to 
complete the project in G—12580. 
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In remanding the remaining portions of the proceeding in Docket No. G—12580, 
the Commission instructed the examiner as follows: 

. . . the presiding examiner shall determine on the basis of all the circum- 
stances properly to be considered, first, whether the authorizations proposed 
in Docket No. G—12580 have been shown to be justified under Section 7(e) of 
the Act in respect of gas supply and of such other aspects of public conveni- 
ence and necessity as the record may present. Second, ... what is the 
extent of El Paso’s supply of natural gas from the standpoint of both re- 
serves and deliverability, to meet the overall requirements of the company’s 
system and the customers it is authorized to serve, including such authori- 
zations as may be granted in these dockets. And third, . . . the extent to 
which El Paso has in the examiner’s judgment succeeded in meeting the re- 
quirements imposed by our order issued December 19, 1956, 16 FPC 1354, 
in Docket No. G—10499, calling on the company to present a “definite pro- 
gram demonstrating how its future system requirements are to be 
ae 

Acting under the above instructions the examiner received further evidence on 
El Paso’s supply and thereafter issued his decision granting the application. Ex- 
ceptions to the examiner’s decision were filed by El Paso, the City of Los An- 
geles (Los Angeles), San Diego Gas & Electric Company (San Diego) and the 
Commission staff (staff). 

Upon consideration of the evidence of record in these proceedings, the parties’ 
briefs, the examiner’s decision, the exceptions thereto and an agreement reached 
after the decision was issued, we are of the opinion that with the imposition of 
a major condition regarding the actual sale of the gas a certificate for the pro- 
posed facilities should be granted. 

The examiner interpreted the above instructions and our other actions in G— 
11797 as making it more or less mandatory for him to grant the certificate on 
the terms sought, if he were to find that El Paso had improved its supply situa- 
tion. Because of this interpretation the examiner did not feel free to consider 
the proposal of several intervenors that the proposed sale be made to the South- 
ern California distributing companies for resale to all of the California consum- 
ers on the basis of giving the greatest benefits to all of the public as could be 
determined by state and local authorities. Los Angeles and San Diego have ex- 
cepted to the examiner's refusal to consider such an alternative. 

We feel that there is considerable merit to this alternate proposal and we did 
not intend that our order of March 26, 1958, should preclude the examiner from 
giving full consideration to such an alternative. This is especially true in view 
of Mr. Kayser’s testimony to the effect that he would not be unwilling to accept 
such an alternative for the sale of El Paso’s gas if the sale to Edison were 
denied. 

We are well aware of the acute smog problem in the Los Angeles area and the 
evidence in the record demonstrates that the use of natural gas in place of fuel 
oil would serve to alleviate the problem to some minor degree. We have hereto- 
fore considered the problem of boiler fuel use where alleged smog conditions 
existed. See Transcontinental Gas Pipe Line Corporation, et al., 21 FPC 138.* 
We do not find any evidence which would conclusively indicate that Edison’s 
use of gas in place of fuel oil would be more beneficial than the conversion to 
gas by numerous other, less efficient users of fuel oil in the area or that the 
gas is not needed more vitally for household and commercial uses. 


2 Reversed, Consolidated Edison Co. of N.Y., et al., v. F.P.C. 271 F. 2d 942, (C.A. 3, 
decided Nov. 3, 1959). 
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It would seem, therefore, that it would be more beneficial to the area to make 
this gas generally available to all so that the state and local agencies, who have 
the best knowledge of the smog problems can see that the gas is used in a manner 
most beneficial to the whole area. If sale of the entire 100,000 Mcf per day to 
Edison would result in the greatest benefits then the local authorities can make 
such an allocation. For us to authorize the project as proposed would be to pre- 
empt the expertise of the California authorities and prevent them from assuring 
the greatest benefits to the California public.? 

The evidence also indicates, as pointed out by our staff and San Diego, that 
the original proposal would serve to set up certain rate discriminations which 
might require us to deny the certificate. The examiner made no findings as to 
the rate issue as he felt our March 26, 1958 order settled the question. By 
conditioning the certificate to require that the sales be made through Southern 
under existing rate schedules any such discrimination will be eliminated and 
the California authorities will also have the power to prevent any further dis- 
crimination at the local level.° 

Another consideration which forces us to the conclusion that the sale as pro- 
posed is not in the best interests of the public is El Paso’s present situation with 
respect to its reserves. As we point out below, El Paso has a minimum gas supply 
to support this service and the rest of its system. Additional gas is becoming 
increasingly difficult and more expensive to obtain because of the many pur- 
chasers competing for the available gas. It takes great diligence and skill simply 
to obtain enough new gas supplies to maintain the present minimum balance 
for El Paso’s extensive system. 

In view of the constantly increasing demand for more gas for all kinds of 
eustomers in California it would not be in the public interest to commit a large 
portion of El Paso’s saies capacity to one customer for one type of use. To do 
so would only create more difficulties for El Paso in obtaining sufficient gas to 
meet new demands and would be bound to result in even greater upward pres- 
sures on the price of gas in the producing areas. As we pointed out in our 
Opinion 315-A (Transcontinental Gas Pipe Line Corporation, et al., supra) the 
attempts by large industrial customers to reserve large blocks of gas for them- 
selves has already affected natural gas prices. AS we were convinced in that 
case, we are equally convinced here that considerations of public convenience 
and necessity require that we refuse to authorize such sales. 





*The necessity for semi-firm gas service to steam electric plants is currently being 
investigated by the California Public Utilities Commission. In arriving at the conclusion 
that this is a vital issue to be decided by the State, the California Commission stated that: 

. . . Furthermore, such a direct sale, which by-passes the locally certificated utility, 
takes away from the domestic, commercial and industrial customer a firm gas supply 
that otherwise would aid in meeting the abnormal peak heating loads on the cold 
days when Edison ordinarily could burn fuel oil under its boilers. It is the duty of 
this Commission to make such further inquiry as will enable it to determine whether 
public convenience and necessity require this Commission to exercise its power to 
prevent the use of duplicate gas transmission facilities and the direct sale of such 
a large block of gas or whether public convenience and necessity require the use 
of such facilities and justify the authorization of such a direct sale of gas by a 
producer to a consumer. (Southern Counties Gas Co. v. Richfield Oil Corp., Public 
Utilities Commission of the State of California, decision #58850, interim opinion, 
p. 9, issued Aug. 4, 1959) 


*It is one of our duties in the protection of the public interest to prevent an interstate 
Pipeline company from discriminating among its customers either as to rates or alloca- 
tions of available gas and facilities. See Sec. 4(b) of the Natural Gas Act. Considering 
the need of all California customers for additional gas as shown by the intervenors in this 


case, it appears that the original proposal gives an undue preference and advantage to one 
customer. 
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The record in this case, which cannot be considered apart from the record in 
G-11797 and other El Paso cases involving service to California, clearly in- 
dicates the need by many customers for the additional service herein proposed. 
Thus the unacceptability of the proposed sale contract does not force us into a 
denial of the certificate. The record rather forces us to the conclusion that the 
public convenience and necessity does require the additional service proposed 
on the basis of the gas being made available to all. 

Having reached this conclusion we will affirm the examiner’s order issuing a 
certificate to El Paso to construct and operate the facilities as proposed, but such 
authorization will be conditioned upon El Paso and the Southern California dis- 
tributing companies entering into contracts, based on El Paso’s existing rate 
schedules, for sale of the gas to the distributing companies. 

Since El Paso was going to make deliveries to Southern and not directly to 
Edison such a condition will in no way affect the facilities proposed. It also 
renders moot the issue raised by staff as to whether this proposal was in fact a 
nonjurisdictional sale or whether it was a mere subterfuge through billing ar- 
rangements to avoid jurisdiction. The examiner felt that we were satisfied 
with the assertion that this was a nonjurisdictional sale because of our failure 
to raise any question about it in our order of March 26, 1958. In so assuming 
the examiner was incorrect. It was not necessary to deal with the issue at that 
time and it is not necessary now, but we wish to make it clear that the issue is 
still open in the event any similar proposal is made to us in the future. 

By selling the gas through Southern those elements of the public convenience 
and necessity which our staff feels were lacking in the original proposal will be 
fulfilled. The only remaining element of the public convenience and necessity 
which staff felt to be lacking in its exceptions was the adequacy of El Paso’s gas 
supply which, as we note below, has now been improved to staff’s satisfaction. 

On the questions raised in our remanding order of March 26, 1958, relative to 
El Paso’s gas supplies the examiner made his own estimate based on the avail- 
able data as to El Paso’s reserves. He determined that El Paso had an eight 
year gas supply. Staff’s estimate was six years and the El Paso witnesses 
claimed 15 years. 

The examiner’s determination as to El Paso’s reserves shows a thorough con- 
sideration of all the then available evidence. However, on October 27, 1959, staff 
and El Paso reached an agreement, based on additional reserve showings made 
by El Paso after the examiner’s decision, in which staff stipulates that El Paso 
has sufficient reserves to support this sale. We will accept this stipulation as 
sufficient evidence of El Paso’s improved position in regard to reserves. This 
means that as of October 27, 1959, El Paso had the minimum of reserves re- 
quired to service its system-wide requirements including the 100,000 Mcf per day 
herein authorized. But, as this only shows a minimum, it is clear that any 
future authorizations to El Paso will have to be based on additional reserves in 
excess of the annual increments necessary to maintain the existing minimum 
balance for its present services. 

The acceptance of this stipulation makes it unnecessary for us to deal with 
El Paso’s exceptions to the examiner’s findings on the gas supply issue. The 
stipulation is binding upon El Paso and our acceptance settles the gas supply 
issue in this case. 

As the examiner noted, the financing for this project has already been accom- 
plished and no exceptions have been raised to the financing arrangements. The 
record makes it equally clear that there is a more than adequate market for the 
gas in Southern California no matter how the sale is made. In fact, the inter- 
veners’ main arguments were directed toward the question of who is to get this 
gas so badly needed by everyone in the area. 
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The Commission further finds: 


(1) El Paso Natural Gas Company, a Delaware corporation with its prin- 
cipal place of business in El Paso, Texas, is a “natural gas company” within the 
meaning of the Natural Gas Act. 

(2) The facilities which El Paso seeks authority to construct and operate in 
Docket No. G-12580 for the purpose of transporting up to an additional 100,000 
Mcf of natural gas per day will have an estimated cost of $53,951,000. 

(3) In our order of March 26, 1958, in this docket we authorized the con- 
struction of the field and gathering facilities at an estimated cost of $31,438,000 
and the balance of the estimated costs above such amount is for the construction 
of mainline transmission facilities. 

(4) The facilities described by El Paso in its application in Docket No. 
G-—12580 are so designed as to enable El Paso to transport up to an additional 
100,000 Mcef of natural gas per day. 

(5) The proposed sale by El Paso of 100,000 Mcf per day of natural gas to 
Edison has not been shown to be in the public interest nor required by public 
convenience and necessity and would result in undue discrimination as to use of 
facilities. 

(6) The public interest requires that the certificate issued herein should be 
conditioned upon El Paso and Southern entering into a satisfactory contract 
for the sale of the additional 100,000 Mcf per day of gas to Southern under El 
Paso’s presently effective rate schedules. Such rates will be subject to any re- 
fund obligations ultimately found to be due Southern from El Paso for other pur- 
chases under the same schedules. 

(7) The project proposed by El Paso in Docket No. G—12580 has been shown 
to be economically feasible. 

(8) The construction and operation by El Paso Natural Gas Company of the 
facilities described in its application necessary to render the service to Southern 
are or will be required by the present or future public convenience and necessity 
and a certificate therefor as provided by Section 7(c) of the Act should be issued 
as hereinafter ordered upon the terms and conditions contained in this order 
which terms and conditions are reasonable and are required by the public con- 
venience and necessity. 

(9) El Paso is with respect to the construction and operation of facilities 
described in its application in Docket No. G—12580 able and willing to do the 
acts and perform the services proposed and to conform to the provisions of the 
Natural Gas Act and to the requirements, rules and regulations of the Com- 
mission thereunder. The construction and operation of the facilities referred 
to in paragraph 8 and the sale of the additional volumes of natural gas to 
Southern are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(10) Public convenience and necessity require the general terms and condi- 
tions set forth in paragraphs (a), (b), (c), (1), (ec) (8), (e) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the certificate hereinafter issued in Docket No. G—12580, and 
to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be completed 
and in actual operation should be fixed at one year from the date on which 
this order issues. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing El Paso to construct and operate the facilities proposed in Docket No. 
G-12580 in addition to those already authorized by the Commission and the 
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sale of up to 100,000 Mcf of gas to Southern in addition to the 1,030,000 Mcf per 
day presently authorized to be sold to Southern and upon the terms and 
conditions of this order. 

(B) The certificate authorized by paragraph (A) herein shall be accepted in 
writing and under oath by a duly authorized officer of El Paso within 30 days 
of the issuance of this order and the general terms and conditions set forth 
in paragraphs (a), (b), (ec) (1), (c) (8), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations shall attach to the issuance of the certificate 
and to the exercise of the rights granted thereunder. 

(C) The certificate authorized by paragraph (A) herein is specifically con- 
ditioned upon El Paso and Southern entering into a satisfactory contract in the 
form of a service agreement for the sale of 1,130,000 Mcf per day of gas to 
Southern under El Paso’s presently effective rate schedules. Such rates will 
be subject to any refund obligations ultimately found to be due Southern from 
El Paso for other purchases under the same schedules. 

(D) Exceptions to the examiner’s initial decision except to the extent herein- 
above granted, are hereby denied. 

(BE) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (c) of Section 
157.20 of the Commission’s Regulations is hereby fixed at one year from the 
date on which this order issues. 

Commissioner Hussey concurring in the result. 


DECISION 
UPON APPLICATION FOR A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued May 12, 1959) 


BInpDeER, Presiding Examiner: This proceeding is concerned with the balance of 
an application for a certificate of public convenience and necessity in Docket No. 
G-—12580, part of which was granted by the Commission in an order issued herein 
on March 26, 1958. So much of the application filed by El Paso in Docket No. 
G-12580 pursuant to Section 7(c) of the Natural Gas Act (Act) is involved 
here as would (1) authorize the sale at this time of 100 million cubic feet of 
natural gas per day to Southern California Edison Company (Edison) for direct 
use by the latter as boiler fuel at its steam generated electric power plants in 
and around the Los Angeles Area, and (2) authorize the construction of main- 
line facilities located in the Permian Basin at an estimated cost of $23,762,000. 
Construction of the field and gathering facilities as requested by El Paso in its 
application in Docket No. G—12580 at a cost of over 31 million dollars was 
authorized by the Commission in its order issued March 26, 1958. 

The Commission on March 26, 1958, 19 FPC 393, issued an order in the con- 
solidated proceedings involving Docket Nos. G-—11797 and G—12580. The 
greater part of the record in Docket No. G—12580 consists of testimony and 
exhibits practically all of which were a part of the record in the consolidated 
proceedings. The Commission’s order of March 26, 1958, granted a certificate 
in Docket No. G-11797 on “the merits” authorizing El Paso to sell for resale in 
interstate commerce an additional 185,000 Mcf of natural gas per day principally 
to California distributing companies and granted the application in Docket No. 
G-—12580 in important part. The principal issue in the consolidated proceedings 
was the adequacy of El Paso’s gas supply in relation to its requirements. The 
focal point of the litigation in the consolidated proceedings was the amount of 
gas deliverable into the El Paso system from the Mesa Verde and Pictured Cliffs 
fields in the San Juan Basin, since no other part of El Paso’s claims as to gas 
supply was disputed by the Staff or any party. 
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The Commission having granted a certificate on “the merits” of El Paso’s 
application in Docket No. G—11797, it follows as a conclusion binding on the 
undersigned that the Commission found the applicant had established that its 
gas supply on an overall basis including that in Mesa Verde and Pictured Cliffs 
Fields was adequate in relation to its requirements, including in the latter the 
185,000 Mcf per day proposed to be sold in interstate commerce in such docket; 
that the additional facilities proposed in Docket No. G—11797 when considered 
with all other facilities were adequate to render service with regard to all of 
El Paso’s jurisdictional sales including the sale proposed in Docket No. G—11797; 
and that El Paso had satisfied the Commission as to all other elements necessary 
to establish that it would serve public convenience and necessity to issue a 
certificate in such docket. 

Insofar as Docket No. G—12580 was concerned, the Commission in its order of 
March 26, 1958, authorized the construction of field and gathering facilities prin- 
cipally in the Permian Basin, which is over 300 miles from the San Juan Basin, 
as proposed in the application, for the purpose of making a direct sale to Edison 
and to furnish peaking service to Southern California Gas Company and South- 
ern Counties Gas Company (Southern). Insofar as the sales contemplated in 
Docket No. G—12580 are concerned, it is clear that the sales to be made to South- 
ern are sales of natural gas in interstate commerce subject to the jurisdiction of 
the Commission. 

The total cost of the facilities proposed in the application in Docket No. 
G-12580 was $55,502,000. The field and gathering facilities which applicant 
sought authorization to construct in Docket No. G—12580 were estimated to cost 
$31,478,000. These facilities were to be constructed in the Permian Basin where 
there was no dispute, insofar as this record is concerned, as to the existence or 
the amount of gas supply claimed by El Paso to be available. The difference 
between the cost of the gathering and transmission facilities and the total cost 
of the facilities to be constructed was approximately $24,000,000 which was to 
be expended to construct mainline transmission facilities. The Commission in 
its order issued herein on March 26, 1958, granted the part of El Paso’s applica- 
tion seeking authority to construct field and gathering facilities in the Permian 
Basin and remanded the balance of Docket No. G—12580 for determination by the 
undersigned.” 

It is clear that the phase of the application in Docket No. G—12580 requesting 
authority to construct field and gathering facilities to connect additional sources 
of supply as proposed therein has been granted by the Commission on the merits 
and is not before the Presiding Examiner for decision.’ 


1 Finding No. 9 in the Commission’s order issued March 26, 1958, reads as follows: “The 
proceeding in Docket No. G—12580 insofar as such proceeding concerns matters other than 
the construction and operation of facilities to connect sources of gas supply should be 
severed and remanded to the Presiding Examiner for decision as hereinabove set forth.” 
Paragraph (B) of the ordering provisions in the Commission’s order issued March 26, 
1958, reads as follows: “‘A certificate of public convenience and necessity is hereby issued 
authorizing El Paso to construct and operate the facilities in Docket No. G—-12580 designed 
to connect sources of gas supply as proposed in the application filed in the proceeding and 
as described in such application, and upon the terms and conditions of this order. 

2Finding No. 6 of the Commission’s order of March 26, 1958, reads as follows: “The 
construction and operation of the facilities referred to in paragraph (3) above are required 
by the public convenience and necessity and a certificate therefor should be issued as here- 
inafter ordered and conditioned.” Finding No. 3 referred to in Par. 6 of the Findings 
reads as follows: “The facilities proposed by El Paso in Docket No. G-12580 to connect 
sources of gas supply, as more fully described in the company’s application in that docket, 
are to be used in the transportation and sale of natural gas in interstate commerce for 
resale, subject to the jurisdiction of the Commission, and the construction and operation 
thereof by El Paso are subject to the requirements of subsections (c) and (e) of Section 


7 of the Natural Gas Act.” The conditions attached had no relation to the problems in 
Docket No. G-11797. 
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The balance of the application in Docket No. G—12580 seeking authority to 
serve Edison requests permission to construct mainline transmission facilities 
which applicant estimated would cost approximately $24,000,000. In order 
to serve Edison at this time it is necessary for El Paso to obtain a certificate 
to construct not only the field and gathering facilities for which authority has 
already been granted but the mainline transmission facilities described in 
El Paso’s application as well. The purpose of proposing the construction of 
the mainline facilities was the same as the purpose to be served by the 
construction of the field and gathering facilities, namely to serve Edison. 

The applicant accepted the certificate authorization insofar as it had been 
granted in Docket No. G—-12580. Accordingly, all that is before the Presiding 
Examiner to determine, insofar as the remaining phase of Docket No. G-12580 
is concerned with facilities, is whether El Paso should be permitted to com- 
plete the construction of the facilities, a major part of which have already 
been authorized by the Commission’s order issued in Docket No. G—12580 on 
March 26, 1958. In this connection, it should be kept in mind that in the 
consolidated proceedings in which the Commission’s order of March 26, 1958 
was issued (authorizing the construction of the field and gathering facilities in 
Docket No. G—12580) the president of El Paso testified that $48,000,000 of the 
requisite financing necessary to enable service to Edison to be made in Docket 
No. G—12580 had been obtained from investors by the sale of 544 percent con- 
vertible debentures and that $7,000,000 would be obtained from bank loans and 

500,000 would be used from retained earnings. Thus, it appears that the 
funds raised by El Paso insofar as Docket No. G—12580 is concerned were 
not only for the construction of field and gathering facilities, as requested by 
El Paso, but were wholly integrated with the further expenditure needed to 
construct mainline facilities. As noted, the entire expenditure for which 
authorization was sought was to serve one single integrated purpose, and the 
authority to make the expenditure to construct field and gathering facilities, 
as requested by El Paso, was wholly unrelated to any purpose to be served by 
the granting of the certificate application in Docket No. G—-11797 but for a wholly 
different purpose, namely to serve Edison. Accordingly, it would appear to 
be illogical to grant a major part of the application in Docket No. G—12580 
without granting it in its entirety. In this connection, it is observed that the 
Commission’s order of March 26, 1958, authorized the commitment of about 
55 percent of the funds obtained from the investors for the purposes of the 
project under consideration. It is in the context above described that the 
undersigned is directed to consider in Docket No. G—12580 the adequacy of El 
Paso’s gas supply in relation to its requirements and whether El Paso’s certifi- 
cate application in Docket No. G—12580 should be granted to complete facilities 
(most of which have already been authorized) which are necessary to enable 
El Paso to render service to Edison in accordance with its request in this docket. 

It appears from the record that El Paso, Southern California Gas Company 
and Southern Counties Gas Company (the latter two companies being collec- 
tively referred to hereinafter as Southern) entered into a contract dated 
July 15, 1957,° for the sale by El Paso of 100,000 Mcf of gas per day to Edi- 
son* to be delivered into the facilities of Southern at a point near Topock, 
Arizona, or Blythe, California, as El Paso and Southern may from time to 


® See Exhibit No. 119. 

#The contract provides for a delivery of 50 million cubie feet per day during 1957; 75 
million cubic feet per day in 1958; 100 million cubic feet per day in 1959; and an increase 
of 25 million cubic feet per day annually thereafter to a maximum of 800 million eubie 
feet per day. 
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time agree at an initial price of 30 cents per Mcf subject to escalation in price 
under prescribed conditions. The contract provides that whenever El Paso’s 
“rate (as finally fixed in Federal Power Commission Docket No. G-4769) to 
Southern shall be increased by an amount in excess of one cent per thousand 
cubic feet when taken at a 91 percent load factor, then the amount of such 
excess Over such one cent (1¢) shall be added to the 30 cent (30¢) price pro- 
vided for herein.” In addition, Edison is required under the contract to pay 
Southern four cents (4¢) per Mecf for all quantities of natural gas delivered 
by Southern to the former up to a maximum of 100,000 Mcf per day. For 
quantities in excess of the latter amount Edison will have to pay an additional 
charge to reflect a substantial part of the cost to Southern attributable to the 
additional facilities required if and when such deliveries are made. 

Under the agreement, for all deliveries of gas by El Paso to Southern for the 
account of Edison, Southern is obliged, subject to certain exceptions, to deliver 
through its facilities concurrently to Edison in exchange therefor an equivalent 
volume of gas in or about the Los Angeles area. The contract is for a period of 
ten years with “rights” of extension for additional periods up to 18 years, pro- 
vided El Paso certifies it has sufficient gas reserves to furnish such service. 
Under the contract Southern has the right to obtain during the months of Janu- 
ary, February, March, April, November and December up to 100 percent each day 
of the contracted daily amount not to exceed 844 percent of maximum contracted 
annual quantity during each of the first five years of the contract, and not to 
exceed 16% percent of the maximum contracted annual quantity thereafter.’ 
During the latter period, Southern’s right to take up to 1634 percent is limited to 
times when it has curtailed deliveries to certain of its own interruptible cus- 
tomers. Further, Southern may take above the 8% percent or 1634 percent 
in certain described circumstances where there is a deficiency or threat of a 
deficiency in making good on its obligations to firm customers. 


The Factual and Procedural Background ° 


Following the issuance of the Commission's order of March 26, 1958, the Com- 
mission issued an order on May 13, 1958 reopening Docket No. G—12580 to enable 
El Paso to present evidence of additional gas supply over that already shown. 
Docket No. G—12580 was thereafter consolidated for hearing with 17 contested 
producer certificate dockets. Hearings on the additional evidence of gas supply 
were not scheduled until September 10, 1958, and the consolidated hearings 
relating to Docket No. G—12580 and the producers’ certificate proceedings were 
not concluded until October 10, 1958. The Commission thereafter directed 
issuance of an initial decision on other phases of El Paso’s applications and in 
regard to the producer applications in the hearing concluded October 10, 1958 
prior to the issuance of a decision on the matters determined here. Such 
earlier initial decision was issued on February 26, 1959. 


5 The Staff in its brief filed in opposition to the grant of El Paso’s application pointed 
out that the 30 cent price to Edison was 20 percent higher than the price at which the 
applicant sold gas to Southern under its filed tariff at the time the Edison contract was 
executed. It will also be observed that when deliveries to Edison are cut back to effect 
additional takes to Southern, the latter will pay for the same amount of gas originally 
destined to go to Edison the lower rate that Southern pays for the other gas it takes under 
EB) Paso’s filed rate schedules. El Paso has not contradicted the Staff's statement regard- 
ing the rate differentials. 

*The factual and procedural background against which this application should be 
viewed in order to obtain proper prospective is set forth at pp. 6 to 138, inclusive, of the 
decision of the undersigned in Docket No. G—12580, G—13862, et al. issued February 26, 
1959, and the language employed at these pages is incorporated in this decision. 


556-711—_64——_60 
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The Commission’s order of March 26, 1958, granted a certificate on “the merits” 
in Docket No. G-11797. In Docket No G—11797 El Paso sought authority to 
construct facilities estimated to cost $107,000,000 for the purpose of delivering 
“185,000 Mcf per day to existing customers, principally California utilities. ...” 
(See 19 FPC 393, 395, Docket Nos. G—11797 and G—12580). In its order of March 
26, 1958, the Commission also granted that portion of El Paso’s application in 
Docket No. G—12580 relating to the construction of field facilities but not main- 
line facilities. In the appendix to its order of March 26, 1958, the Commission 
stated that “the total estimated cost of the field facilities in Docket No. G—12580 
is $31,438,000.” Accordingly, the Commission authorized El Paso to expend 
approximately 55 percent of the capital it had raised to assure the construction 
of the facilities necessary to be constructed in order to service Edison as pro- 
posed in Docket No. G—12580. The Commission then remanded the remainder 
of Docket No. G-12580 to the undersigned and at 19 FPC 393, 397, set forth the 
following directions: 

In the remanded proceedings in Docket No. G—12580, the presiding exam- 
iner shall determine on the basis of all the circumstances properly to be 
considered, first, whether the authorizations proposed in Docket No. G—12580 
have been shown to be justified under Section 7(e) of the Act in respect 
of gas supply and of such other aspects of public convenience and necessity 
as the record may present. Second, the presiding examiner shall determine 
in the detail not feasible for us to undertake in the circumstances of this 
case, what is the extent of El Paso’s supply of natural gas from the stand- 
point of both reserves and deliverability, to meet the over-all requirements of 
the company’s system and the customers it is authorized to serve, including 
such authorizations as may be granted in these dockets. And third, the 
presiding examiner shall determine the extent to which El Paso has in the 
examiner’s judgment succeeded in meeting the requirements imposed by our 
order issued December 19, 1956, in Docket No. G—10499, calling on the 
company to present a definite program demonstrating how its future system 
requirements are to be met, keeping in mind the interpretation we place on 
that order herein. In reaching his conclusions on these matters, the pre 
siding examiner should resolve the differences existing between staff 
and the company discussed above and should determine these and such 
other questions as may be present in this case. 

The Commission in its order of March 26, 1958, also said: 

Turning to the controversial question of gas supply, the principal differ- 
ence between the staff and the company is whether or not the public con- 
venience and necessity require the granting of the authorizations sought 
when the evidence shows that, with its supplies of gas now certificated, 
El Paso will be able to meet in full the estimated market requirements for 
natural gas of its existing customers only through 1963. Among other 
differences are the question (1) which of the estimates of the volume of 
gas dedicated to El Paso in the Mesa Verde and Pictured Cliffs reservoirs in 
the San Juan Basin is the most reliable and what are the volumes of those 
reserves and (2) to what extent, as shown by the evidence in these proceed- 
ings, has El Paso complied with the direction contained in our order issued 
December 19, 1956, in Docket No. G—10499, quoted above, requiring that the 
company present a definite program demonstrating how its future system 
requirements are to be met. 

The Commission’s order issued on March 26, 1958 followed extensive hearings 
in certificate proceedings relating to Docket Nos. G-11797 and G—12580. These 
dockets had been consolidated for hearing because of the existence of issues com- 
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mon to both dockets, the principal one being El Paso’s claims as to the volume 
of reserves available to it and deliverable from the Mesa Verde field and the 
Pictured Cliffs fields in the San Juan Basin. In its March 26, 1958 order the 
Commission granted a certificate of public convenience and necessity in Docket 
No. G—11797 whereby El Paso was authorized to sell an additional 185,000 Mcf 
of natural gas per day principally to California distributors and El Paso was 
further authorized to construct certain additional field and gathering facilities 
as well as additional mainline transmission facilities located principally in the 
area of Mesa Verde and Pictured Cliffs fields. These facilities, the construction 
of which was authorized in Docket No. G—11797 were designed to permit the 
scheduling by El Paso of substantial additional quantities of gas to be taken 
from the Mesa Verde and the Pictured Cliffs fields in the San Juan Basin over a 
substantial period of time. The claimed existence of substantial gas supply de- 
liverable from the Mesa Verde and Pictured Cliffs fields was the applicant’s rea- 
son for locating the facilities authorized to be constructed by the Commission in 
Docket No. G—11797 in the area of the Mesa Verde field and the Pictured Cliffs 
fields in the San Juan Basin. The application in Docket No. G—-11797 schedules 
additional delivery of approximately 100,000 Mcf of gas per day from these 
fields. 

The certificate issued in Docket No. G-11797 and accepted by applicant im- 
posed an obligation on El Paso to deliver the aforesaid 185,000 Mcf per day over 
and above all its other requirements and as the Commission’s order of March 
26, 1958 stated, its action in granting the certificate in this docket was based on 
“the merits” of El Paso’s showing made in the hearing on the consolidated 
dockets. 

The Commission’s use of the language “the merits” in describing the character 
of its order must be assumed to have been purposeful and consequently the use 
of this language could have only one meaning insofar as the issue of deliver- 
ability and adequacy of El Paso’s gas supply in this docket is concerned. That 
meaning is that the Commission had concluded that it was an established fact 
based on the evidence presented in the consolidated hearings that El Paso’s total 
gas supply on an overall basis, including the gas supply in the Mesa Verde and 
the Pictured Cliffs fields, was adequate to support the grant of the certificate 
which it issued in Docket No. G—11797. Moreover, the use of the language 
“the merits” could only have a parallel meaning insofar as the field, gathering 
and mainline facilities authorized in Docket No. G-11797 was concerned. Such 
meaning is that the facilities authorized were adequate to serve El Paso’s over- 
all requirements insofar as service was involved up to the time of the issuance 
of the Commission’s order in Docket No. G—11797, including, of course, the serv- 
ice authorized therein. To conclude otherwise would be to conclude that the 
Commission issued a certificate on “the merits” without giving full and adequate 
consideration to El Paso’s gas supply on an overall basis, including gas supply 
in the Mesa Verde and Pictured Cliffs fields, and without giving full considera- 
tion to the means by which the service was to be rendered, namely, the adequacy 
of the facilities. In the opinion of the undersigned it would be an absurdity to 
conclude that the Commission had issued a certificate on “the merits” in Docket 
No. G-—11797 without giving consideration to whether the facilities proposed 
were adequate and without giving consideration to the conflicting positions of 
both El Paso and the Staff concerning reserves and the volumes of gas supply de- 
liverable from the Mesa Verde and Pictured Cliffs fields since this was the prin- 
cipal issue in the case on which El Paso sought a decision on the merits and 
because among other reasons, the Commission discussed the differences between 
Staff and El Paso regarding gas supply in the order granting the certificate in 
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Docket No. G—11797. It was only after expressing concern about the adequacy 
of El Paso’s gas supply that it granted the certificate on “the merits.” More- 
over, as a matter of regulatory principle the Commission does not segregate 
specific sources of gas or specific facilities to be devoted to a particular service 
or particular docket but in certificate applications filed with it gives consideration 
to whether the overall gas supply which is available to a certificate applicant is 
adequate and whether the proposed facilities are adequate to warrant the issu- 
ance of a certificate. 

There is nothing substantial in the Commission’s order granting a certificate 
in Docket No. G—-11797 which establishes that the Commission deviated from 
these principles. The question of the deliverability and adequacy of the gas re- 
sources in the Mesa Verde and Pictured Cliffs fields cannot be considered as not 
having been in dispute in Docket No. G—11797 but in dispute only in Docket No. 
G-—12580. This was a matter at issue in each docket and was so understood by 
every participant as well as the Presiding Examiner. Therefore, it must be held 
that the considerations relating to the determination of the amount of gas supply 
available in Mesa Verde field and the Pictured Cliffs fields cannot be excised 
from the meaning to be attributed to the Commission’s determination on “the 
merits” in Docket No. G-11797. The consideration of the adequacy of gas sup- 
ply available in Mesa Verde and the Pictured Cliffs fields as well as all other 
gas supplies available to El Paso was essential in any determination on “the 
merits” in Docket No. G-11797. The Commission having determined to grant 
a certificate on the merits in Docket No. G—11797, it must be held that it neces- 
sarily decided that El Paso had established by evidence that it had adequate 
gas supply to warrant the issuance of a certificate authorizing the sale proposed 
in that docket. 

After granting El Paso a certificate on “the merits” in Docket No. G—11797, 
the Commission in its order of March 26, 1958, authorized the applicant to ex- 
pend $31,438,000 to construct field and gathering facilities located principally in 
the Permian Basin area designed to take gas from sources in that area in partial 
accordance with El Paso’s application in Docket No. G—12580 seeking authority 
to serve Edison. Since the Commission had already found in Docket No. G—11797 
by deciding the issues in that docket on “the merits” that El Paso had established 
adequate gas supplies and adequate facilities to meet all its requirements for 
service up to and including the sale of an additional 185,000 Mcf of gas in that 
docket, it follows as a matter of ordinary logic that the authority granted for 
the construction of the field and gathering facilities in Docket No. G—12580 must 
have been for a different and larger purpose than that for which the facilities 
had been authorized in Docket No. G—11797. In connection with this phase of 
the problem in Docket No. G—12580, it will be observed that while the additional 
grant of authority in Docket No. G—12580 will enable El Paso to transport addi- 
tional new gas supply to its mainline transmission facilities, it is apparent that 
unless further authority is granted for the enlargement of applicant’s mainline 
transmission facilities, it will not be able to increase the volumes of gas it can 
deliver through such mainline transmission facilities unless they are enlarged and 
thus unless this enlargement of mainline transmission facilities is authorized, El 
Paso will not be able to serve Edison as proposed in its application. 

The Commission’s order of March 26, 1958 indicates the possibility that if 
authority to increase El Paso’s mainline transmission facilities is withheld for 
the sale sought in Docket No. G—12580, it “would make it possible for El Paso to 
make available the 100,000 Mcf per day [proposed to serve Edison] to meet the 
needs of its system if El Paso so desired.” (See Commission’s March 26, 1958 
order, 19 FPC 393, 397.) The sentence from the Commission’s order referred 
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to appears to imply that by withholding authority to increase the size of the 
main transmission lines as requested in Docket No. G—12580 greater reserves 
would thus become available to support the company’s present overall require- 
ments and that this additional gas supply could be used as additional reserve 
to support El Paso’s requirements to present customers rather than as an addi- 
tional source of gas to meet an additional obligation to serve Edison. 

It is apparent from a reading of El Paso’s application in Docket No. G—12580 
and from the evidence presented in the record that El Paso’s proposal to construct 
the field and gathering facilities for which authorization was granted in Docket 
No. G-12580 is completely integrated with its proposal to enlarge its mainline 
transmission capacity. In this connection it may be noted that by granting El 
Paso’s application in Docket No. G—11797 on “the merits”, the Commission, of 
necessity, must be held to have found not only that El Paso’s mainline transmis- 
sion facilities proposed in Docket No. G-11797 but that the field and gathering 
facilities, construction of which was authorized in that docket, were adequate 
to warrant the granting of the certificate to render the service proposed in such 
application without the necessity of adding additional facilities for such purpose. 
Moreover, as we have noted, the granting of the certificate on “the merits” neces- 
sarily imports adequate gas supply for the purposes proposed in Docket No. 
G-11797. The grant of authority in Docket No. G-11797 was unconditional. 
There was no condition attached to the grant of authority in Docket No. G—11797 
requiring the construction of additional facilities before authorizing the service 
proposed therein. Moreover, the grant of certificate authority to construct the 
facilities in the Permian Basin authorized in the Commission’s order of March 
26, 1958 was not made a condition to the grant of authority in Docket No. G-11797 
and therefore the grant of authority to construct the field and gathering facili- 
ties proposed in Docket No. G—12580 must be considered as having been granted 
on “the merits” of El Paso’s application in Docket No. G-12580. In this con- 
nection, it may be observed that the grant of authority issued in Docket No. 
G-12580 had no clause attached thereto indicating that the Commission’s action 
was “without prejudice to such final disposition of the application for certificate 
as the record may require” as the Commission customarily attaches when it 
grants temporary certificate authority pending consideration of a matter on the 
merits. The authority granted to construct field and gathering facilities in 
Docket No. G-12580 was unrelated to and not a condition to the grant of author- 
ity authorizing the service in Docket No. G—11797. 

There would be no point in granting El Paso authority to add more field and 
gathering facilities to its system at a cost of over $31,000,000 nor was there any 
purpose to be served by the Commission granting such authority on the merits 
except in connection with the purpose for which the request to construct the 
field and gathering facilities was made, namely, the enlarging of the mainline 
transmission facilities as requested by El Paso for the purpose of serving Edison. 
This is the only logical conclusion which may be reached since as has been 
pointed out, the Commission had already found in Docket No. G-—11797 that 
El Paso had adequate field and gathering facilities to render the service re- 
quested therein as well as all other service without requiring El Paso to add 
additional field and gathering facilities. The grant of certificate authority in 
Docket No. G—12580 cannot be held casual or as not having any meaningful 
relation to the balance of El Paso’s proposal in Docket No. G—12580. The only 
reasonable conclusion to be drawn on the basis of the record in the consolidated 
proceedings and the Commission’s order made on the basis of that record is that 
the expenditure of $31,000,000 authorized in Docket No. G—12580 could only be 
useful at this time if it were to be employed in relation to the balance of El Paso’s 
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proposal, namely, the enlargement of mainline transmission facilities in order 
to service Edison. The grant of certificate authority to construct the field and 
gathering facilities in Docket No. G-12580 was not only pregnant with meaning 
but in causative effect upon the balance of the certificate application under con- 
sideration here. 

The comment in the first sentence in the third full paragraph on Page 397 of 
the Commission’s order of March 26, 1958, 19 FPC 393, 397, that the expenditure 
of this large sum might be desirable for a purpose which might reasonably arise 
at some unstated future time would appear to be purely obiter dicta since El 
Paso had not requested the expenditure of this large sum for any purpose related 
to some unstated future need and since it is not the practice of the Commission 
to have natural gas companies commit such large sums to some undefined future 
need at same unstated time and since the application makes clear that the pur- 
pose of El Paso in requesting authority to construct the proposed field and 
gathering facilities was related only to its proposal to serve Edison. Moreover, 
it is seriously to be doubted that the Act would authorize the Commission to 
grant a certificate for facilities to be constructed for a purpose which may or 
may not arise at some future time. 

It should also be pointed out that if El Paso had sufficient field and gathering 
facilities to render all the service required of it in Docket No. G-11797 without 
the necessity of adding more field and gathering facilities to serve its stated 
purposes, it would constitute an uneconomic use of El Paso’s money at this time 
to permit this large expenditure to be made for field and gathering facilities to 
serve purposes which may or may not arise at an unknown time in the future. 
To put it another way, it would serve no useful purpose to add over $31,000,000 
of facilities at this time unless needed at this time. The only purpose for which 
these field and gathering facilities are needed at this time is to serve Edison. 

As we have noted, Docket No. G-12580 had been consolidated for hearing with 
Docket No. G—11797 because of the existence of problems common to both dockets. 
The all pervading dispute common to each of the dockets was the volume of gas 
supply deliverable from Mesa Verde field and the Pictured Cliffs fields and the 
effect of this issue on El Paso’s claims to have adequate supply on an overall 
basis in connection with its application to sell 185,000 Mcf of natural gas per 
day principally to California distributors in addition to meeting all of its other 
obligations. In addition to its claims as to the adequacy of its gas supply, El 
Paso’s position in Docket No. G-11797 was that if the field, gathering and trans- 
mission facilities proposed in such docket were added to the balance of its facili- 
ties, the El Paso system as a whole, would, insofar as facilities were concerned, 
be adequate to meet all of its requirements including that proposed in Docket 
No. G-—11797 and that, therefore, it was entitled to an order authorizing it to 
expend $107,000,000 to construct such facilities.” 

El Paso never made any claim that it needed to expend an additional $31,- 
000,000 above the $107,000,000 authorized to be expended in Docket No. G-11797 
to meet its service requirements in such docket. There was no dispute during 
the hearings about either the adequacy of the facilities or the purposes for which 
the facilities were proposed in Docket No. G—11797. 

The principal issue in dispute insofar as the adequacy of overall gas supply 
was concerned was the gas supply available in Mesa Verde and Pictured Cliffs 
fields. Consequently, the addition of $31,000,000 of new gathering facilities in 
the Permian Basin area where there was no dispute as to gas supply as author- 


7A major part of the $107,000,000 was obtained from insurance companies and other 
institutional investors such as teachers’ pension fund systems and trust funds of American 
universities. 
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ized in Docket No. G—12580 cannot be justified on some theory that it was gen- 
erally desirable or that it was necessary to construct them to provide enough 
in the way of additional facilities for El Paso to render all the service necessary 
including that proposed in Docket No. G—11797. 

The employment of this large sum of money can only be justified on the basis 
of a needful expenditure at this time and not on the ground that it is probable 
that these facilities would be useful at some unstated future time, when and if 
the Commission might order enlargement of El Paso’s mainline transmission 
facilities. 

The issue of whether El Paso had an adequate gas supply on an overall basis 
in relation to El Paso’s total system requirements including those proposed in 
Docket Nos. G—-11797 and G—12580 was contested strongly in the consolidated pro- 
ceedings with regard to both dockets.® 

The issue of whether El Paso could deliver the supplies of natural gas sched- 
uled in Docket G-11797 from the Mesa Verde and Pictured Cliffs fields became 
the center of dispute in the consolidated proceedings only in the context of a 
presentation by El Paso regarding its gas supply on an overall basis for the 
purpose of justifying the grant of its application in each docket. The spotlight 
of contention was focused on the gas supply claimed to be deliverable from the 
Mesa Verde and the Pictured Cliffs fields in the San Juan Basin because El 
Paso placed great reliance in Docket No. G—11797 upon the scheduling of gas 
to be taken from these specific sources. No additional gas from Mesa Verde or 
Pictured Cliffs fields is scheduled for the purpose of meeting the requirements 
of serving Edison. It was because El Paso relied on these specific sources in 
the San Juan Basin that El Paso proposed in Docket No. G—11797 to construct 
facilities in geographical juxtaposition to its sources of supply in Mesa Verde 
and Pictured Cliffs fields. 

The fact that a dispute arose regarding deliverability and volume of reserves 
in the Mesa Verde and Pictured Cliffs fields does not mean that El Paso made 
any claim that it was entitled to segregate specific sources of gas supply or 
facilities to any specific service. Its presentation regarding gas supply and 
facilities was not made on any such basis but on an overall basis as is normal in 
these cases and as was specifically required in the Commission’s order issued 
December 19, 1956, in Docket No. G—10499, 16 FPC 1354. 

The reason that large sections of the record in the consolidated proceeding 
deal with Mesa Verde and Pictured Cliffs fields is not because any presen- 
tation on the basis of segregated gas supply and facilities for a specific service 
was proposed but because the San Juan sources of gas supply were the only 
ones about which there was a contest and these specific sources of supply were 
relied upon as part of El Paso’s showing of gas supply on an overall basis in 
Docket No. G-11797. In this connection El Paso scheduled 100,000 Mcf of 
natural gas per day to be taken from Mesa Verde and Pictured Cliffs fields. No 
gas from these fields is scheduled in connection with the additional sales proposed 
in Docket No. G—12580. 

There can be no different conclusion in Docket No. G—12580 insofar as ade- 
quacy of gas suply in Mesa Verde and Pictured Cliffs fields is concerned than 


*This statement does not mean that the Presiding Examiner was satisfied with the 
presentation made either by El Paso or the Staff regarding overall gas supply but only 
to point out that both El Paso and the Staff tried this case on the basic theory that 
applicant was required to present evidence of the adequacy of overall gas supply to justify 
the issuance of the certificate in both Docket Nos. G-11797 and G—12580 and that if El 
Paso’s gas supply were held to be inadequate, it would not be entitled to a certificate in 
either Docket Nos. G-11797 or G—12580. The Presiding Examiner agrees with this basic 
theory of law under the Natural Gas Act. 
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that which was arrived at in Docket No. G-11797. In this connection, it must 
be kept in mind that no other part of El Paso’s gas supply was contested, and 
insofar as the determination of the adequacy of El Paso’s sources of supply on 
an “overall” basis was concerned, the Commission’s determination on “the 
merits” in Docket No. G-11797 is binding on its Presiding Examiner. 

Aside from the gas sources owned or controlled by El Paso in the San Juan 
Basin, its principal sources of gas supply are in the Permian Basin and the 
Panhandle field and there was no contest whatever regarding the volumes of 
gas deliverable from these sources in the consolidated proceedings. 

It should be further observed that the enlargement of the field, gathering, 
and mainline facilities proposed in Docket No. G-11797 (the construction of 
which was authorized by the Commission) was directly and logically related to 
the scheduling of gas supply from the Mesa Verde and Pictured Cliffs fields 
which were the only sources of gas supply in dispute, and the construction of 
these particular facilities and the expenditure of the large sums connected 
therewith are logically related on a geographical basis to supplies of gas in 
Mesa Verde and Pictured Cliffs fields and the construction of these facilities 
would not have been authorized except in relation to large volumes of gas 
claimed to have been deliverable from the San Juan Basin. 

No other part of El Paso’s claims as to the adequacy of its overall gas supply 
in relation to the requirements of its system was even seriously contested 
either in the consolidated proceedings involving Docket Nos. G-11797 and G-— 
12580, or in the subsequent proceedings which followed the reopening of Docket 
No. G-12580. The latter docket was reopened for the purpose of enabling El 
Paso to present further evidence of overall gas supply in addition to that re- 
ceived in the earlier consolidated proceedings.’ 

In connection with the principles governing these matters it is pertinent to 
note that it is an elementary and cardinal principle under the Act that a cer- 
tificate application under Section 7(c) cannot be granted unless applicant 
establishes that it possesses a supply of gas on an overall basis adequate to 
render the service proposed in the docket under consideration,” and it is a con- 
comitant requirement which applicant must establish that the facilities will be 
adequate to effectuate the proposed service." Accordingly, when the Commission 
grants an application for a certificate of public convenience and necessity on 
“the merits” as it did in Docket No. G—11797 then it must be held that the Com- 


® See Commission’s order of May 18, 1958, in these proceedings, 19 FPC 681. 

2% This has been a principle adhered to by the Commission from the earliest days of the 
administration of the Act and this is a principle which has been sustained by the courts; 
Cf. In the Matter of Kansas Pipe Line & Gas Company, et al., 2 FPC 29, 40. 

There are Commission cases involving applications for certificates of public con- 
venience and necessity where the contest was limited to the ability of an applicant to serve 
an incremental volume of gas based on an incremental supply. This kind of proceeding and 
any determination thereunder is justifiable on the basis of an assumption that total over- 
all gas supply has already been established for all phases of a pipeline operation except 
the particular service proposed in that docket. However, when the matter of total gas 
supply is put in issue, as it was in the consolidated proceeding with regard to each one 
of the dockets being contested, and when the evidence as to adequacy of overall gas supply 
is pertinent to each docket and when such evidence is presented and heard at one and 
the same time as an essential element to be established by applicant then a favorable 
determination on “the merits” imports a Commission conclusion that the applicant has 
met his burden of proof to establish adequate gas supply on an overall basis in regard 
to the application which is granted. Moreover, it is not appropriate for a Presiding 
Examiner to disregard the Commission’s holding on “the merits” relative to Docket No. 
G-11797 in any determination made in Docket No. G—12580 since the application in the 
latter docket must be decided on substantially the same record as was made in Docket 
No. G—11797 with the exception of consideration of evidence concerning certain incremental 
supplies of gas established in the reopened hearing. 
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mission has concluded that applicant has established on “the merits” an ade- 
quate gas supply on an overall basis and also that the facilities authorized to be 
constructed were adequate in relation to meeting applicant’s requirements, 
which facts together with other relevant facts warranted it in granting the 
application for the certificate of public convenience and necessity. 

While there may be differing opinions as to how large a gas supply is needed 
to establish adequacy in the varying circumstances which may be presented in 
particular applications the responsibility of determining whether gas supply is 
adequate and what constitutes an adequate gas supply in the particular cir- 
cumstances presented in each docket is an inescapable Commission responsibility 
each and every time it decides a certificate application under Section 7(c) on 
“the merits”. This responsibility is inherent in and cannot be separated from 
the Commission’s authority to grant or deny each and every application for a 
certificate filed with it. When the Commission issues an order granting a cer- 
tificate the explicit findings and those reasonably to be implied by reason of 
the granting of the certificate by the Commission are binding on its Presiding 
Examiner. 

The Commission having decided in its order of March 26, 1958, in consolidated 
Docket Nos. G—11797 and G—12580 to grant El Paso’s certificate application in 
Docket No. G—11797 on “the merits”, it must be concluded that the Commission 
found as a fact that El Paso had established that it had adequate gas supply 
on an overall basis and this conclusion necessarily imports consideration of El 
Paso’s claims relating to gas supply available in the Mesa Verde and Pictured 
Cliffs fields as part of El Paso’s showing of overall gas supply. In addition it 
must be concluded, since the certificate was granted unconditionally, that the 
construction of the facilities authorized to be constructed in Docket No. G—11797 
were adequate to meet all the requirements of its system on an overall basis. 
It must be further concluded since the authorization to expend over $31,000,000 
to construct field and gathering facilities was for a purpose unrelated to the 
grant of authority in Docket No. G-11797 that such authorization was granted 
for another purpose. The only other purpose for which the applicant requested 
authority to construct these facilities was to enable it to serve Edison. Ac- 
cordingly, it must be concluded that the certificate authority granted in Docket 
No. G—12580 was intended to serve the latter purpose. 

These are fundamental considerations to which recognition must be accorded 
in any decision which the undersigned makes in these proceedings. 

It will be observed that in the Commission’s procedural directions to the ex- 
aminer at 19 FPC 393, 397, the Commission directed that the undersigned deter- 
mine in the detail not feasible for the Commission to undertake the extent of 
El Paso’s supply of natural gas from the standpoint of both reserves and de- 
liverability to meet the overall requirements of the company’s system and the 
customers it is authorized to serve. In addition, the Commission directed that 
the examiner determine whether the authorizations proposed in Docket No. 
G—12580 have been shown to be justified under Section 7(e) of the Act in re- 
spect of gas supply and of such other aspects of public convenience and neces- 
sity as the record may present. 

Apparently, the Commission has no question about market or financing in 
regard to the proceedings in Docket No. G-12580." The Commission has com- 
mented with regard to the nature of the contract between El Paso and Edison 
at 19 FPC 393, 395, and apparently has rejected an argument made by the Staff 
Counsel to the effect that the agreement between El Paso and Edison is in 


3 See 19 FPC 393, 394. 
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actuality, a device to permit sales of gas for resale in interstate commerce at 
rates higher than El Paso’s tariff on file with the Commission permits. The 
undersigned makes no determination whether the rate to Edison is just and 
reasonable or not, since there is no evidence in this record upon which to base 
an informed judgment with regard to such matter and since the issue of price 
is not before the Examiner under the directions issued by the Commission in 
its order of March 26, 1958. 

One of the most important reasons urged upon the Commission to grant a 
certificate application in Docket No. G—12580 is that the grant of such applica- 
tion will tend to alleviate the air pollution problem in Los Angeles. There is 
no question whatever that the Los Angeles area has a very serious smog problem. 
1t is quite true that the greater part of this problem has come about by reasons 
unrelated to the use of fuel oil by Edison. It is also undeniable that to the 
extent that fuel oil is used by Edison it will increase the air pollution problem 
in the area. The Commission in authorizing El Paso’s Docket No. G-—11797 
project had the following comment to make in connection with it: 

In addition, the Los Angeles area suffers from a serious smog problem, and 
the record supports the conclusion that the continued and increasing use 
of natural gas in preference to fuel oil is desirable to assist in alleviating 
the air pollution problem even to the slight degree possible herein. 
The Commission’s opinion regarding the desirability of alleviating the air pollu- 
tion problem in the Los Angeles area puts the application of El Paso in Docket 
No. G—12580 in a different category than the usual application to sell gas for use 
as boiler fuel. The special climatic conditions in the area impel a conclusion 
that the grant of the certificate would be materially helpful to the Los Angeles 
area from the standpoint of health, commerce, and industry. 

In accordance with the Commission’s directions, the examiner will now turn 
to a consideration in detail of the testimony relating to gas supply in the Mesa 
Verde Field and the Pictured Cliffs Fields. 


The Staff's Estimate of Gas Supply in Mesa Verde and Pictured Cliffs Fields 


The method employed by Staff witness Clarence E. Hamilton in determining 
reserves in the Mesa Verde and the Pictured Cliffs Fields and the estimates 
resulting from the use of that method are reflected in Exhibit Nos. 189 and 46Z 
sponsored by him. These exhibits purport to set forth the amount of reserves 
in these fields but do not attempt to show the volumes of gas which can be 
delivered into the El Paso system from these sources. The determination of 
the volumes deliverable from the Mesa Verde Field and the Pictured Cliffs 
Fields into the El Paso System was the responsibility of another Staff witness, 
Lessig, whose testimony will be referred to hereinafter. The determination of 
the volumes deliverable from Mesa Verde and Pictured Cliffs Fields made by 
Lessig was dependent on the correctness of the reserve estimate made by Hamil- 
ton. Neither the principles nor the mathematics employed by Lessig in making 
his deliverability study were put in controversy by El Paso, the latter being 
content to rest on its major contention that Hamilton’s estimate of reserves was 
substantially erroneous on the low side and therefore that the Staff’s corollary 
position as to deliverability from Mesa Verde and the Pictured Cliffs Fields was 
also and consequently erroneous. 

Hamilton’s estimate of a reserve in conjunction with Lessig’s study of de- 
liverability indicated a deliverability for the whole system including Mesa Verde 
and Pictured Cliffs Fields of only six years. In arriving at the six-year estimate 
for the whole system, the Staff relied on figures presented by both Hamilton 
and Lessig. It should be kept in mind that Lessig’s study was based on the as- 











FEDERAL POWER COMMISSION 919 


sumption that there was no contest between Staff or El Paso insofar as reserves 
or deliverability was concerned in either Docket Nos. G—11797 or G—12580 except 
as to gas reserves in Mesa Verde and Pictured Cliffs fields. Lessig’s study also 
assumed that the physical facilities authorized in Docket No. G—11797 and lo- 
cated in the Mesa Verde and Pictured Cliffs fields area would be adequate to 
take the gas from such fields. 

Hamilton’s method of estimating reserves uses the data showing reduction in 
pressure from the time of the first available reports thereon in Mesa Verde and 
Pictured Cliffs to and including 1956 in relation to the volume of gas produced 
during the same period as the appropriate yardstick of measurement to determine 
the volume of the remaining reserves. According to Hamilton, the past record 
of production in Mesa Verde shows that for each pound drop in pressure per acre 
in Mesa Verde there has been a production of 5.728 Mcf of natural gas. The ac- 
euracy of this figure based on the actual history of production in Mesa Verde 
has not been controverted by El Paso but its employment for the purpose of 
estimating reserves has been put in issue by applicant. Based upon the concept 
of reduction in acre pounds, brought about by production of natural gas, the 
witness determined the amount of reserves remaining in the Mesa Verde Field. 

The specific steps involved in Hamilton’s method may be described as follows: 
Hanilton first accepted as correct the average initial wellhead shut-in pressure 
psia as reported to him by El Paso for the wells drilled in the Mesa Verde Field. 
This was 1112 psia.” 

The next step in Hamilton’s method was to ascertain the average of all the 
pressure points taken for the year 1956 for all of the wells for which a report 
was rendered to the state authorities. The information relating to the pressure 
points is contained in the annual reports of the state authorities and both the 
Staff and El Paso relied upon these reports although the manner in which these 
reports were employed by the contending parties was markedly different. 

The 1956 average of wellhead shut-in pressures for 1143 wells was determined 
by the Staff witness to be 888 psia. The accuracy of Hamilton’s figures as to 
this average was not disputed by El Paso although their effect and meaning was 
disputed. Hamilton accepted as accurate the 1956 annual report of the state 
authorities showing that there were in 1956 in the Mesa Verde Field 1159 
producing wells. 

The witness assumed that the well spacing would be 320 acres for each well 
in the Mesa Verde field. Hamilton then multiplied the number of wells, namely 
1159 wells by the number of acres per well, namely 320 acres, and arrived at a 
total of 370,880 acres for the 1159 wells on which reports had been presented to 
the state authorities. The next step in Hamilton’s method was to multiply the 
initial shut-in wellhead pressure of 1,112 psia by the aforesaid 370,880 acres, 
resulting in a figure of 412,418,560 acre-pounds. 

Hamilton then took the figure of 888 psia which was the average of the 1956 
wellhead shut-in pressures for all of the wells in the field as of January 1, 1957 
and multiplied that figure by the 370,880 acres and thus obtained a figure which 
reflected in his opinion, the acre pounds in Mesa Verde Field as of the latter date. 
This figure was 329,341,440 acre-pounds. By subtracting the latter figure from 
the figure of 412,418,560 acre-pounds, Hamilton arrived at a figure of 83,077,120 
acre-pounds as the reduction in the amount of acre-pounds which had occurred 
by reason of the production which had taken place theretofore. 


% See Exhibit 189, Footnote 5; Exhibit 23, p. 4. It should be observed that the produc- 
tion of 5.728 Mcf per acre pound drop in pressure as determined by Hamilton is based 
on the drop in pressure for 370,880 acres covering 1,159 producing wells. This production 
per acre pound drop in pressure is then related to 1,225,741 acres as calculated by Hill 
as being produetive. 
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Hamilton ascertains from the 1956 annual report of the state authorities 
(Colorado and New Mexico) that cumulative production in the Mesa Verde Field 
to January 1, 1957, at 14.78 psia amounted to 475,858,197 Mcf. In order to obtain 
the recovery per acre-pound attributable to drop in pressure based on these 
figures, Hamilton then divided the 475,858,197 Mcf by 83,077,120 acre-pounds 
(which was the acre-pound drop in pressure due to past production) and arrived 
thereby at his conclusion that there was a recovery of 5.728 Mcf of natural gas 
for each pound drop in pressure per acre. 

In order to arrive at the amount of reserves in the Mesa Verde Field under 
this approach, the next step taken by the witness was to obtain the number of 
acre-pounds in the entire Mesa Verde Field to which to apply the figure of 5.728 
Mcf of natural gas for each pound drop in pressure per acre. 

The number of acres in the area was calculated by an El Paso witness (Hill) 
at 1,225,741 acres and this figure was accepted by Staff witness Hamilton for the 
purposes of his calculation.” 

As has been pointed out, the average initial wellhead shut-in pressure was 
assumed by Staff witness Hamilton to be 1,112 psia. The abandonment pressure 
assumed by the Staff witness for his calculation of the recoverable reserves 
was fixed at 112 psia. The difference between the last two figures is 1,000 psia. 
Accordingly, in order to ascertain the original recoverable acre-pounds in the 
entire Mesa Verde Reservoir Hamilton multiplied the acres in the area as cal- 
culated by Hill, namely 1,225,741 acres, by the 1,000 pounds referred to above 
resulting in a figure of 1,225,741,000 in original recoverable acre-pounds. 

The next step in the witness’ process was to multiply the number of recover- 
able acre-pounds, namely 1,225,741,000 by the recovery per acre-pound, namely 
5.728 Mcf per acre-pound. The figure resulting from this multiplication was 
7,021,044,000,000 cubic feet in recoverable reserves for the entire Mesa Verde 
Field. 

Hamilton, as pointed out, having determined that cumulative production up 
to January 1, 1957 was 475,858,197 Mcf, subtracted the latter figure from the 
figure for original recoverable reserves (7,021,044,000,000 cubic feet) and thus 
estimated that the remaining recoverable reserves as of January 1, 1957 in the 
entire Mesa Verde Field were 6,545,186,000,000 cubic feet. 

The same principles were employed to arrive at a figure for reserves in the 
Pictured Cliffs Field as of January 1, 1957, which was shown on Exhibit No. 189 
to be 2,710,833,000,000 cubic feet. 

Exhibit No. 189 shows that as of January 1, 1957, the total recoverable reserves 
for both Mesa Verde and Pictured Cliffs fields was 9,256,023,000,000 cubic feet. 

Since El Paso’s dedicated area in Mesa Verde and Pictured Cliffs fields did 
not cover these fields in their entirety, Hamilton reduced the amount of recover- 
able reserves available to El Paso in relation to the amount which was dedicated 
to it in those fields and thereby arrived at a final figure of remaining recoverable 
reserves dedicated to El Paso of 4,235,003,000,000 cubic feet in both Mesa Verde 
and Pictured Cliffs, of which 2,792,988,000,000 cubic feet represented dedicated 
reserves in Mesa Verde Field and 1,442,015,000,000 cubic feet in reserves dedi- 
cated to El Paso in the Pictured Cliffs Fields. 


% As will be noted the number of acres employed by Hill to determine reserves was 
substantially higher than the number of acres employed by La Roe, another El Paso witness 
whose testimony will be discussed hereinafter. La Roe’s estimate employed a figure of 
849,600 acres as the limits of Mesa Verde for commercial or economic production. If 
Hamilton’s approach based on acre-pounds were applied to the latter number of acres, 
the Staff's estimate of reserves would be substantially reduced from the amount of reserves 
ultimately estimated by the Staff and the volume of gas deliverable from Mesa Verde 
Field would likewise be reduced. 
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When Hamilton returned to the witness stand after Docket No. G—-12580 had 
been reopened pursuant to Commission order, Hamilton sponsored Exhibit 46-Z 
which brought Exhibit 189 up to date. There was no difference in principle 
between Exhibit 46-Z and Exhibit 189. The only difference between Exhibit 
46-Z and Exhibit 189 was that Hamilton took into account the additional 
production from Mesa Verde and Pictured Cliffs fields for the year 1957 as 
reflected in exhibits contained in Docket No. G—15696. This reduced the recover- 
able reserves in Mesa Verde dedicated to El Paso from 2,792,988,000,000 cubic 
feet as set forth in Exhibit 189 to 2,629,121,000,000 cubic feet as set forth in 
Exhibit No. 46-Z and reduced the reserves dedicated to El Paso in Pictured 
Cliffs Fields similarly from 1,442,015,000,000 cubic feet to 1,383,971,000,000 cubic 
feet and resulted in a final reduction in the total gas reserves in Hamilton’s 
estimate for Mesa Verde and the Pictured Cliffs fields from 4,235,003,000,000 
cubic feet to 4,013,092,000,000 cubic feet. 

It will be observed that Hamilton used a form of the pressure decline method 
for ascertaining the amount of the reserves in the Mesa Verde and Pictured 
Cliffs Fields. 

El Paso claims that Hamilton’s method should not be accepted because, in 
general, he did not take into consideration each well separately but used an 
averaging process involving only the first and last pressure points, and, as a 
result, they claim Hamilton’s method did not adequately discount a special 
characteristic of production in Mesa Verde, i.e., the characteristic of sharp 
decline in pressure in early production from wells in Mesa Verde and did not 
give correspondingly extra weight, as a matter of judgment to a less rapid rate 
of decline in the pressure in relation to production which appears to be a 
eharacteristic after the early period of production is over. Apparently, it was 
Hamilton’s position that by following the method which he employed in his 
“averaging” procedure, he included adequately both the sharp rate of decline 
in the early years of production as well as the less rapid rate of decline in later 
production. These characteristics will be discussed in more detail hereinafter. 

The essential element basic to the reserve figure established by Hamilton is 
the ascertainment of the recovery in cubic feet of natural gas per acre-pound 
drop in pressure attributable to past production. When this figure is ascer- 
tained it is employed as the yardstick to measure the volume of reserves avail- 
able to El Paso in the future in Mesa Verde and Pictured Cliffs Fields. To put 
it another way, a pressure reduction of one pound per acre would under this 
yardstick signify a recovery for the future of 5.728 Mcf of natural gas. 

It is contended by El Paso that because of the special structure of the Mesa 
Verde Field and its characteristic pattern of behavior over a period of several 
years there is no incontestable proof in this case that a recovery of 5.728 Mcf 
of gas will necessarily result in a one pound pressure drop per acre in the 
future because it has so resulted as an average of production which has occurred 
in the past. Hamilton’s figure of 5.728 Mcf of gas is an estimated figure based 
essentially upon the theory that the past experience in the Mesa Verde Field 
up to the time of his estimate is a controlling guide to what may be expected in 
the future, and therefore in the future there will be the same average rate of 
decline in the Mesa Verde Field as existed from the initial pressure point to 
the 1956 pressure point on a straight line approach. 

As opposed to Hamilton’s theory of estimating the Mesa Verde reserves, El 
Paso claims that the history of production in the Mesa Verde Field does not 
justify the use of the yardstick employed by Hamilton since the past production 
history in Mesa Verde indicates that decline in pressure for the future may not 
be at the same rate of drop in relation to production as in the past but rather 
at a lesser rate of decline in relation to gas which will be produced. 
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Numerous exhibits, many presented by the Staff in the cross-examination 
of La Roe, a geologist retained by El Paso for the purposes of this case, indicate 
that in the Mesa Verde there tends in many cases to be a rather rapid pressure 
decline in the early years of the production of the wells which have been drilled 
therein and a lower rate of decline in pressure in relation to production in the 
later years of production from the same wells. 

The method espoused by Staff witness Hamilton would appear satisfactory in 
a field having high permeability and high porosity where past history could be 
said to mirror future production more precisely. In this case, it would appear 
that his approach while entirely objective may possibly be somewhat over- 
cautious in estimating the total reserves. However, one of the real difficulties 
with this situation is that even if there were somewhat greater reserves than that 
estimated by Hamilton the low permeability of the field may inhibit deliverability 
of the gas contained in the reservoir. El Paso claims that a difficulty with 
Hamilton’s estimate is that it fails to take into adequate consideration the par- 
ticular and very special characteristics of the Mesa Verde Field, and that his 
estimate is no more than an “at least” estimate. 

It is in this connection that El Paso has repeatedly emphasized during the 
hearings and in its briefs that the pressure in the Mesa Verde Field declines 
rapidly in the early years of production and then apparently has a tendency 
to “level out”, i.e., the pressure declines at a less rapid rate thereafter relative 
to production. 

The wells in Mesa Verde are wells which have been in production for varying 
periods of time and some have not been in production for very many years. 
Hamilton’s method assumes an average rate of decline in a straight line begin- 
ning with an average initial pressure point and ending with the average of the 
last pressure points on which records were available to the witness, namely 
1956. Hamilton’s estimate appears to have been based on the latest data avail- 
able to him. In the case of wells which do not have a substantially long 
production history, an average of this type may tend to reflect a lower volume 
of recoverable reserves than would be reflected if an average were taken of 
the initial pressure point and a pressure point at a later date, for example 1965. 
If, as contended by El Paso, the rate of decline in pressure per Mcf of production 
will be less in future years than the rate was in the period selected by the 
witness to establish his yardstick then the yardstick will not measure the re- 
serves in Mesa Verde accurately but will tend to understate the reserves 

This claim of El Paso is predicated almost entirely on the peculiar character 
of the formation in the Mesa Verde Field. In this connection it may be noted 
that the amount of reserves estimated to exist in the Mesa Verde Field would 
depend, under Hamilton’s method, upon the average arrived at in the specific year 
used for the second average pressure point taken, since the initial pressure point 
is a constant. It is clear from Hamilton’s testimony that the factor of the 
year employed for averaging the second point may play an important part 
in the result reached under his method. Hamilton conceded that if he were esti- 
mating the reserves in the same Mesa Verde Field at some later date, presumably 
some years in the future, the amount of reserves he would consider to be avail- 
able in the field would depend on the average of the second pressure points 
taken at the later date; and that if some future year rather than 1956 were 
taken then there might be a difference in the estimated reserve figure reached 
by him. Bl Paso argues that therefore Hamilton’s figures are subject to serious 
error, and consequently the method employed by him to estimate reserves should 
not be accepted by the Commission. As noted, the applicant contends that 
Hamilton’s method represents at best only an “at least” estimate and Bl Paso 
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contends that the geological factors indicate that there is a subsantially higher 
reserve in Mesa Verde than that estimated by Hamilton. 

The Mesa Verde Field is one which is characterized by low porosity and low 
permeability. It has been referred to as a field with a very tight structure. 
Apparently, new wells which are drilled close to old wells do not drop in pressure 
to the same relative degree as wells in areas which have high permeability. 

It is quite true that the approach taken by Hamilton would appear to take 
this factor into some consideration because the pressure points employed by 
him are average pressure points, i.e., presumably they take into consideration 
poor wells, good wells, drainage, permeability, porosity, and other factors, 
including rate of drop in pressure. However, as has been pointed out, one of 
the difficulties with the Staff approach, at least according to El Paso, is that 
it depends entirely on the year in which the second pressure point is taken in 
order to arrive at the yardstick for determining the volume of reserves which 
may be contained in Mesa Verde and such estimate may vary based on the 
year taken. 

While the estimates presented by one of El Paso’s principal witnesses, La 
Roe, appear to be excessively optimistic from the standpoint of the volume of 
reserves estimated to be available to El Paso” the reserve estimate given by 
Hamilton may be based on premises which may fail to some degree to give all 
the weight which could be given to El Paso’s claims, and, as we have noted 
Hamilton’s estimate appears to be subject to some change dependent upon the 
particular year in which the reserves in Mesa Verde are estimated. 

To return for a moment to the problem of “leveling out,” i.e., the matter of a 
less rapid decline in pressure relative to production in later years as compared 
to early years of production, it would appear that if an average of the pressure 
points were taken at a later date than that taken by Hamilton it is within the 
realm of possibility that the average at the later date might reflect the effect 
of more “leveling out” than that shown by taking an average of the 1956 pressure 
points. If this occurred the length of the measuring stick employed by Hamilton 
might be increased and thus the estimate of reserves might be increased. 

Of course, on the other hand, in the present state of the geological history 
of the Mesa Verde Field and on the basis of this record, despite protestations 
to the contrary by El Paso, it is not certain what the extent of the “leveling out” 
will be, nor is it certain that the “leveling out” process would continue in a 
straight line indefinitely into the future until abandonment pressure is reached. 
In view of the fact that it is not possible to measure how long this “leveling 
out” process will continue in the future, it would appear that any prognosis 
based on the continuance of the “leveling out’ process into the unknown future 
would be speculative. 

If each year for the next few years an average of pressure points of all the 
wells in Mesa Verde were taken it is believed that the change in acre pound 
drop in pressure relative to the volume of gas produced would not vary a great 
deal during such period. One of the reasons why there would be a little 
variance in the average figures pertaining to production per acre pound drop in 
pressure at any time within the next few years is that a new average taken 
each year for the next several years would involve production from new wells 
drilled during each one of such subsequent years, as well as production from old 
wells which had been drilled some years ago, and the “leveling out” process 
whereby the average drop in pressure per acre pound is claimed to result in 
a lower rate of decline would, insofar as older wells are concerned, be counter- 
balanced during the next few years, at least, by the sharper rate of decline in 


% The testimony of LaRoe referred to will be considered in extenso hereinafter. 
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pressure experienced in the newer wells included in the group which was being 
averaged. However, if an average of pressure points limited to older wells 
alone were taken without averaging in the newer wells which may be drilled in 
Mesa Verde then it would appear possible theoretically, at least from El Paso’s 
point of view, in such a method of averaging, that the amount of gas produced 
per average well would result in a higher recovery per pound drop in pressure. 

After Staff witness Hamilton determined the amount of the reserves, he 
prepared additional exhibits relying upon the deliverability figures established 
by Staff witness Lessig. These reflected Hamilton’s judgment that the supply 
of gas available to El Paso was inadequate to meet system requirements for 
a length of time sufficient to justify the issuance of a certificate in either Docket 
Nos. G—11797 or G—12580. The problem of adequacy of gas supply in both 
i.e. Docket Nos. G—11797 and G-—12580 depended entirely on the conclusion 
which is arrived at as to the volume of gas supply available from Mesa Verde 
and Pictured Cliffs Fields. The figure as to volume of gas supply found to be 
available from these sources was as pertinent to the determination of the 
adequacy of gas supply in one docket as it was in the other. In addition, the 
field and gathering facilities authorized in Docket No. G—11797 had relation only 
to supplies from Mesa Verde and Pictured Cliffs fields. No essentially different 
answer as to adequacy of gas in Mesa Verde and Pictured Cliffs could properly 
be found in Docket No. G—12580 than was found in Docket No. G—11797 because 
the same evidence insofar as Mesa Verde and Pictured Cliffs gas was concerned 
was presented in a consolidated hearing and this case is being determined insofar 
as these reserves are concerned on the same record for these sources of gas. 


El Paso’s Claims as to Gas Supply in Mesa Verde and Pictured Cliffs Fields 


El Paso presented two witnesses to support its claims regarding gas supply 
in the Mesa Verde Field. One witness was A. L. Hill, a vice president and 
expert on reserves in the employ of applicant. Hill also testified regarding the 
reserves in the Pictured Cliffs Fields. Both of these sources of gas are in the 
San Juan Basin. 

El Paso also presented the testimony of Dan LaRoe, a petroleum engineer 
and geologist and vice president of De Golyer & McNaughton, a well-known 
consulting firm. LaRoe’s testimony dealt with his estimate of reserves only 
in the Blanco Mesa Verde Field because he was brought in too late to make 
an estimate of reserves in the Pictured Cliffs Fields.** The testimony of Hill 
will be considered first. 


Hill’s Testimony 


Hill based his estimate of reserves on the volumetric method. Hill estimated 
that recoverable reserves as of January 1, 1957, for the fields in the San Juan 
Basin which include both Mesa Verde and Pictured Cliffs Fields were slightly 
above 20% trillion cubic feet. Hill also estimated that the reserves dedicated 
to El Paso in Mesa Verde Field were 7,827.9 billion cubic feet as of January 1, 
1958 and reserves dedicated to El Paso in Pictured Cliffs Field were 3,089.8 
billion cubic feet as of January 1, 1958 (Exhibit 28-Z). This represented Hill’s 
most recent estimate and that increased gas reserves by approximately 314 
trillion cubic feet above the estimate which the same witness had given in 
1956 for the same source in Docket No. G—10499. It appeared that the witness 
now believes that he underestimated the recoverable reserves by about 50 
percent when he testified in Docket No. G—10499. 





#® See El Paso’s brief filed March 8, 1958. 
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In his testimony Hill stated that the reservoir data which he used in deter- 
mining the gas reserves per acre foot in the Mesa Verde Field were taken 
from core analyses, electrical log surveys, temperature surveys, and complete 
records on all of the wells in the field. In this connection, it appeared that 
El Paso had drilled and completed approximately 600 wells in the Mesa 
Verde formation. 

This witness testified that the reservoir data on which his reserve estimates 
for Pictured Cliffs Fields were based was made on similar data. 

It appeared that the upward revision of Hill’s estimate of the recoverable 
gas reserves in Mesa Verde and Pictured Cliffs fields was not due to any sud- 
den discovery of large amounts of new gas in the area but was based prin- 
cipally on two factors. The first factor and the most important was the reduc- 
tion by Hill in terminal reservoir pressure from 569 psia used in Docket No. 
G-—10499 to a terminal reservoir pressure of 150 psia used in the present docket. 
This change in abandonment pressure was as El Paso conceded in its briefs 
in the instant case the chief factor in increasing Hill’s reserve estimate in 
San Juan Basin. The second factor which led to the increase in his estimates 
was the inclusion in this docket for the first time by El Paso of claimed addi- 
tional reserves in sands in the Menefee section of the Mesa Verde formation. 

There is no essential difference in the methods of estimating reserves employed 
by Hill in this docket from those employed in Docket No. G—10499, which the 
Commission refused to accept as correct, except for the two factors of lower- 
ing of terminal reservoir pressure and the inclusion of the claimed additional 
reserves in the Menefee sands. Neither of these factors make Hill’s estimate 
in these proceedings any better from the standpoint of principle than his 
estimate in Docket No. G—10499. 

It will be recalled that in the Commission’s order in Docket No. G—10499 
issued December 19, 1956, 16 FPC 1354, the Commission stated that “the record 
conclusively demonstrates that after 1958 the requirements of present customers 
will exceed El Paso’s ability to supply them.” (16 FPC 1354, 1357) 
Since Hill’s testimony in estimating reserves in this case is no more persuasive 
than it was in Docket No. G—10499 and since Hill employed principles in this 
ease the same as or consistent with those employed in Docket No. G—10499 
there is no reason why the undersigned should in this docket accept the same 
basic theory of estimating reserves projected by El Paso in Docket No. G—10499 
and rejected by the Commission in such docket. The amount of additional 
information in the record since G—10499 is not very substantial and therefore 
does not materially buttress Hill’s estimate. 

The increase brought about by the additional gas alleged to come from the 
Menefee sands of the Mesa Verde formation added a trillion cubic feet to 
Hill’s reserve estimate and this increase is based entirely upon a single core 
in one well and temperature logs on other wells throughout the field. Hill 
did not claim that even one well in the San Juan Basin produced solely from 
the Menefee nor could he point to any situation in which the Menefee was 
separately tested to show the presence of gas. Moreover, the Mesa Verde field 
was considered for the purpose of estimating reserves, not only by Hamilton but 
by LaRoe, another expert witness presented by El Paso, as a single reservoir. 
The conclusion expressed by Hill as to the reserve in Menefee is rejected 
because it is based upon insufficient evidence to warrant the conclusion reached 
by the witness. 

In referring to the method used by Hill, Hamilton, a staff witness, testified as 
follows: 

There is a marked scarcity of conventional and standard data and informa- 
tion as to the Mesa Verde formation. The primary lack of necessary data 
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is core analysis. There are only two wells which were cored and analyzed 
throughout the complete section of the Mesa Verde formation, and partial 
cores and analysis of eleven others out of some 1,100 wells drilled. Conven- 
tional logs have not been run in the Mesa Verde formation since the applica- 
tion of drilling the formation with gas. 

Gamma rays, neutron, multiple-space logs as a tool for determining the 
effective net pay sands are not satisfactory and cannot be correlated with 
core analysis. There has been no comprehensive and detailed testing of the 
individual and isolated apparent pay intervals to prove that all of the 
apparent pay intervals are actually productive of gas. All of this discloses 
the unreliability of conventional data available for use in making volumetric 
estimates. 

The Mesa Verde formation is recognized by the New Mexico Oil Conservation 
Commission as a common reservoir, and as being a blanket sand, and in 
addition it is a gas expansions sand, with no effective water drive. And 
Mr. Hill considers it a common reservoir since it has the same porosity, 
connate water, pressure and temperature in Exhibit 26 and Exhibit 20, 
page 1. 

The Presiding Examiner agrees with these observations. 

Hill’s estimates of gas available to El Paso in the San Juan Basin in this 
record are not persuasive and his estimates are rejected principally because in 
reaching his conclusions he relied upon insufficient data and thus arrived at a 
judgment figure which is not adequately supported by the presentation of hard 
factual evidence of a convincing character. 

It is interesting to observe in connection with the estimates made here by 
El Paso that according to Exhibit 105, a document issued by the American Gas 
Association, dated December 31, 1956, entitled “Proved Reserves of Crude Oil, 
Natural Gas Liquids, and Natural Gas” that the total reserves in New Mexico 
were estimated at 23,472,707,000,000 cubic feet of gas at 14.65 psia at 60 degrees 
F. This included all of the gas and every kind of gas, namely gas associated 
with the production of oil, gas not associated with such production, and solution 
gas, as well as gas in underground storage. The 23 trillion figure to which we 
have referred would include Lea County gas, and gas associated with the pro- 
duction of crude oil which is very substantial. It is quite clear that the Ameri- 
ean Gas Association figures, while not purporting to show precisely the amount 
of reserves in Mesa Verde and Pictured Cliffs fields are substantially lower than 
those claimed to exist by El Paso’s experts. It is quite true that the figures con- 
tained in the reports of the American Gas Association were not subjected to the 
test of cross-examination, and are not binding on El Paso or the Staff but this is 
an industry publication well regarded generally and the Commission is entitled 
to take notice of the publications of the Association. Moreover, El Paso has 
referred to this exhibit in its briefs as indicative of some support for its position 
that the reserves in Mesa Verde and Pictured Cliffs are higher than estimated 
by the Staff. It should be further observed that examination of a similar docu- 
ment issued by the American Gas Association in 1957 indicates that such associa- 
tion had lowered its estimate of reserves in such annual report by over a trillion 
cubic feet; whereas, El Paso at the very same time increased its estimate of 
reserves by substantial amounts for fields in which it has an interest in New 
Mexico. It is also to be observed that under the most recent information avail- 
able from the Committee on Natural Gas Reserves of the American Gas Associa- 
tion that their estimate of proved recoverable reserves in New Mexico was again 
lowered as of December 31, 1958 from their 1957 figures to approximately 21 
trillion cubic feet of gas. This substantial reduction cannot be accounted for on 
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the ground of gas withdrawn from the area but is accountable only on the basis 
of estimates reducing downward the reserves in New Mexico. In connection 
with the figures issued by the American Natural Gas Association, there has been 
a consistent lowering of estimates in New Mexico applicable to nonassociated 
or dry gas which is the type of gas being considered in connection with the claims 
of El Paso relative to the Mesa Verde and Pictured Cliffs gas. 


Testimony of Dan LaRoe Relating to Mesa Verde Field 


LaRoe’s estimate of reserves was confined solely to Mesa Verde and he made 
no estimate of reserves in the Pictured Cliffs Fields. LaRoe testified that the 
method which he employed to estimate the reserves in Mesa Verde Field “is 
generally known by the term of pressure cumulative production method” and is 
one of the oldest methods of estimating gas reserves. It was also known ac- 
cording to the witness as “the pressure decline method” or “performance data” 
method. Ata later point the witness testified that the method he used was “a 
slight variation of the pressure cumulative production method.” Based upon the 
cross-examination of this witness by Staff Counsel, it appeared that the varia- 
tion from the standard pressure decline method, as such method is commonly 
understood, was very considerable. 

The validity of the pressure decline method is dependent on the mathematical 
correlation between the differences in pressure points and the amount of natural 
gas known to have been produced between the time intervals represented by the 
earlier and the later pressure points. These are sometimes presented on a graph 
to show visually the difference between pressure points made earlier in the 
history of production from a well and those made at a later date. It is the 
objective data from this past history which is used as the basis for estimating 
the original and the remaining gas reserves in place. It may be observed that 
when the initial pressure point is taken, the amount of the pressure is then 
known but the amount of reserves cannot be estimated by using only one point. 
In the pressure decline method it is necessary, therefore, to have more than one 
point before an estimate of the reserves may be made. When subsequent pres- 
sure points are taken, the amount of the gas produced between the first and 
the later points is known and the difference or drop in pressure is correlated 
to the amount of gas known to have been produced in the time between the taking 
of the pressure points for the purpose of estimating the amount of gas originally 
in place. Of course, the amount already produced, a known quantity, is sub- 
tracted from the amount estimated to have been the total reserves, in order to 
ascertain the amount of the remaining reserves. 

One of the principal features which has given industry recognition to the 
pressure decline method is that it purports to be one in which an estimate of 
gas reserves may be obtained on the basis of wholly objective data and tends 
to eliminate to a very substantial degree intangible factors in arriving at an 
informed judgment regarding the volume of reserves in a particular reservoir. 

In connection with the testimony of LaRoe, which will be discussed in detail 
hereinafter, it will be noted that this witness frequently substituted “judgment” 
tigures for the actual deliverability figures reported to the New Mexico state 
authorities. A modification of actual figures based on “judgment,” “experi- 
ence,” or subjective reaction substitutes the vagaries of intangibility for the 
objectivity inherent in the normal application of the pressure decline method. 
To the extent that there is such a substitution of “judgment” figures for actual 
figures there is a deviation from the objectivity which has lent credence to and 
which has gained industry recognition of the value of the pressure decline 
method of estimating reserves. 
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The substitution of considerations of an intangible character for the facts 
as they actually exist reduces to the extent that such intangibles are employed, 
the objectivity which gives value to the use of the pressure decline method. 
Of course, it may be contended, as it was here, that special circumstances in a 
particular formation indicate the advisability of employing some variant of the 
pressure decline method involving the exercise of an expert’s personal judgment, 
and it may be claimed as it was here that the expert’s judgment should be 
accepted as a matter of faith in the validity of his judgment. However, as 
pointed out, the purpose of the pressure decline method is to demonstrate the 
existence of reserves in a particular amount in a particular place by objective 
data rather than on any other basis. This purpose, inherent in the method, is 
not served by acceptance of a particular expert’s views based upon a variation 
of the method in which the core of the variation is the acceptance of an intan- 
gible such as a judgment which cannot be evaluated on an objective basis. 

One of the principal exhibits presented to support El Paso’s estimate of 
natural gas reserves was Exhibit 120 sponsored by LaRoe. This is an exhibit 
purporting to show El Paso’s estimated proved natural gas reserves in the 
Mesa Verde Field, San Juan Basin, New Mexico, and Colorado as of January 1, 
1957. In view of the importance of LaRoe’s Exhibit 120 and the testimony in 
support of it this exhibit will be described and considered at some length. This 
exhibit contains five pages and a map. Page one is entitled “Data on Estimated 
Proved Natural Gas Reserves in the Blanco Mesa Verde Field, San Juan Basin, 
New Mexico, and Colorado as of January 1, 1957,” and purports to show the 
reserves dedicated to El Paso both as to leasehold and under contract in that 
field. There is a further breakdown on page one as to El Paso’s developed and 
proved undeveloped reserves by states. This page also contains LaRoe’s estimate 
of the remaining recoverable reserves in Blanco Mesa Verde Field as a whole 
as of January 1, 1957, which is shown as 13,537,838,000,000 cubic feet at a 
pressure base of 14.73 psia, or approximately double that estimated by the Staff. 

The first page of LaRoe’s exhibit also sets forth what purports to be the 
recoverable reserves in Mesa Verde dedicated to El Paso. As of January 1, 1957, 
according to LaRoe, the amount dedicated to El Paso was estimated to be 8,088,- 
770,000,000 cubic feet of remaining recoverable reserves of which 5,079,591,000,000 
cubic feet are leasehold reserves and 3,009,179,000,000 cubic feet are contracted 
reserves, or a figure amounting to almost 300 percent more than the amount of 
dedicated reserves estimated by the Staff witness. This disparity as to the 
reserves in Mesa Verde between Staff and El Paso is truly immense. In fact, 
when it is considered that the Staff’s estimate is based on an assumption that 
the economic area from which production might be obtained was 1,225.741 acres, 
a figure supplied by Hill, whereas the economic area, according to LaRoe, was 
only 849,600 acres the difference between estimates of gas reserves is actually 
well over 300%. The larger area, as is noted, was an area used by Hill, another 
witness for El Paso, and the use of the larger area by the Staff apparently was 
not because the Staff necessarily agreed with Hill as to the economic area in 
which production could be obtained but only because by using such figure could 
the Staff’s estimate be put on a basis comparable with Hill’s estimate. 

Page 2 of Exhibit 120 is of sufficient importance to the problem under con- 
sideration as to make advisable reproduction thereof and it is reproduced at 
page 929 so its character may be more closely observed. 

Page 2 of Exhibit 120 was stated by the witness to be an “average well 
deliverability curve.” LaRoe did not mean by this statement that the curve on 
page 2 of his exhibit represented an “average” of the 230 wells depicted thereon 
in the sense of a composite or “average” well. The meaning intended by the 
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witness’ statement was that when the deliverability of a well (i.e. any well in 
the proved developed area in Mesa Verde) was ascertained in Mcf per day, that 
ascertained deliverability under his method could be and was applied to the 
“master” curve on page 2 to estimate the amount of the reserves recoverable 
from that well, i.e., in the witness’ view the amount of the reserves could be 
determined by applying the deliverability or more often the “adjusted deliver- 
ability” of any developed well in Mesa Verde to a place on the curve on page 2 
in relation to the vertical line thereon (i.e., the axis of ordinates in a two 
dimensional system of reference) and then by looking at the horizontal line 
(ie., the axis of abscissa) at the bottom of the chart directly below where such 
point was placed on the curve, the reserve could be determined for that well. In 
other words, the curve on page 2 does not represent any particular well but is 
simply a yardstick to measure the amount of reserves in the Mesa Verde Field 
on a well by well basis. The master curve on page 2 of Exhibit 120 is not a 
curve based on the actual deliverabilities in specific wells but is a curve reflecting 
LaRoe’s judgment covering 230 wells specifically selected out of 1500 in which 
he changed the deliverability figures from those actually reported to the state 
authorities to a new figure unreported anywhere reflecting his ideas as to what 
deliverability figure should be used in 151 cases out of the 230 wells which he 
employed to construct his curve, i.e., the curve on page 2 is simply a yardstick not 
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based on actually reported figures in the great majority of the cases. The validity 
of LaRoe’s estimate depends entirely on whether the “yardstick” on page 2 is 
an accurate one. If the yardstick is invalid or inaccurate, the reserve estimate 
is invalid or inaccurate. 

Made a part of Exhibit 120 are three illustrative graphs or “pressure decline 
curves” to show the gross ultimate recovery to 100 psia in three different wells, 
to wit, (1) Delhi Taylor Oil Corporation, Well No. 1 Hammer, (2) Blackwood & 
Nichols, N. E. Blanco Unit No. 8-10, and (3) El Paso’s well No. 1 Gartner. 

The map in Exhibit No. 120 is a map of the Blanco Mesa Verde Field in the 
San Juan Basin of Colorado and New Mexico with certain defined geographical 
limits delineated thereon by LaRoe as being a geologically economic area for 
the purposes of his estimate. 

As we have noted, LaRoe testified that the method he used “is generally known 
by the term of pressure cumulative production method” and is one of the oldest 
methods of estimating gas reserves. It was also known, according to the witness, 
as “the pressure decline method” or “performance data” method. Later, the 
witness testified the method he used was “a slight variation of the pressure 
cumulative production method.” According to the Staff, the variation from the 
standard pressure decline method was very considerable. 

The witness’ explanation of the method he employed may be summarized 
as follows: (1) He plotted a pressure cumulative production curve for every 
well in the field, i.e., in excess of 1,500 graphs were plotted. Exhibit 130, part 
of LaRoe’s working papers, identify 1334 of these wells and such wells are lo- 
eated in New Mexico. (2) In LaRoe’s opinion, 230 of these wells were suf- 
ficiently representative of Mesa Verde Field as a whole to be used in the 
construction of a master deliverability curve which could be employed to show 
the gross ultimate recovery for each well in Mesa Verde Field to an abandon- 
ment pressure of 100 pounds. (3) The witness then determined the delivera- 
bility of each well used in the construction of the master deliverability curve 
but did not use the original or initial deliverability as reported to the New 
Mexico authorities for the purpose of constructing the master deliverability 
curve on page 2 in 151 of the 230 wells used to construct such curve. Instead 
he substituted for the actual deliverabilities reported for 151 such wells a de- 
liverability figure of his own not reported anywhere. These original and 
adjusted deliverability figures are shown in Exhibit 130. This process, the 
witness referred to as determining “the original stabilized deliverability” and 
this determination he asserted was “based on tests run by the New Mexico Oil 
and Gas Commission.” While the witness apparently considered that his 
stabilized deliverability figures were based on tests reported to the state au- 
thorities, it is clear from his testimony that he did not use the actual initial 
or original deliverability reported to such authorities but instead the witness 
modified or changed the deliverability figure to another figure which he called 
“original stabilized deliverability” and which involved the employment of a 
judgment figure personal to himself and not a figure agreed to by any state 
authority, or contained in any report filed by anybody with any state authority. 
The standard or criteria for coming to the judgment figure he employed was 
stated to be “experience.” There is no question but that the witness is a highly 
experienced engineering witness. However, no objective basis for evaluating 
the correctness of the witness’ judgment in coming to his “original stabilized 
deliverability” was ever stated. As a substitute for the establishment of any 
standard by which the witness’ conclusions could be measured objectively all 
that was offered to back up the witness’ conclusions was his frequently reiterated 
statement that his conclusions were based on his experience. There is no way, 
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on evidence presented by El Paso, of evaluating the judgment figure employed 
by the witness on the basis of any reasonable, objective, or established scientifie 
standard. Moreover, as the witness conceded, the approach employed here has 
never been used prior to this time in any proceeding before any state commission 
or Federal agency. It has had no acceptance anywhere as a proper method to 
be employed for determining reserves. (4) The next step in LaRoe’s method 
was to plot the curve shown on Page 2 of Exhibit No. 120 which is on log graph 
paper and purports to be a master “curve” made up out of the extrapolation of 
the aforesaid 230 wells which he selected and the deliverability which he at- 
tributed to such wells. This curve and the deliverability figure or the adjusted 
deliverability figure contained in Exhibit 130 according to the witness could be 
and was used by him as the yardstick for measuring the reserves in Mesa Verde 
field on a well by well basis. As noted, the purpose of constructing this curve 
was to use it with the deliverability figures as determined by LaRoe in Exhibit 
130 as a yardstick to measure the total amount of reserves in Mesa Verde Field. 
This curve shown on Page 2 of Exhibit 120 was arrived at in the words of the 
witness by “plotting the original stabilized delivery in Mcf per day versus the 
gross ultimate recovery in billions of cubic feet as taken from the pressure 
eumulative graphs” of the 230 wells which he selected for use. (5) For all the 
developed wells in the Mesa Verde Field other than the 230 used to construct the 
master curve on page 2 of Exhibit 120 the witness stated that he determined 
“the original stabilized deliverability” through an exercise of judgment on his 
part resting on his use of the basic data of the deliverability tests as reported 
to the state authorities. In other words, for each of the wells drilled in Mesa 
Verde at the time the witness was making his study, he examined the de- 
liverability tests reported to the state authorities. In some instances the witness 
accepted the actual deliverability figure shown in the New Mexico report as a 
correct reflection of deliverability and for measuring the amount of the reserves. 
In other cases, he changed the deliverability figure shown by the New Mexico 
reports in accordance with the personal judgment factors which have been 
referred to for the purpose of achieving what he called a “corrected delivera- 
bility” or “stabilized deliverability.” By reason of the nature of the curve on 
Page 2, the change effected in the state deliverability figures played a very large 
part in the direction of the curve ‘and thus in the reserve figure reached by the 
witness. In addition, it should also be observed that the witness changed the 
deliverability figures of wells applied to the master curve from what they actu- 
ally were to deliverability figures which “experience” indicated to him ought to 
be applied and this had a substantial effect on the final figures reached by the 
witness in his estimate. (6) The witness testified further that by using the 
graph on Page 2 of Exhibit No. 120, he “read off the gross ultimate for the 
remaining wells .. .”, é.e., wells other than those used to construct page 2 of 
Exhibit 120. To put it another way, the witness arrived at the amount of 
reserves attributable to a Mesa Verde well by ascertaining the deliverability or 
“stabilized deliverability” of such well from Exhibit 130. 

He then measured the deliverability against the curve on page 2 and found 
the place on the curve representive of the deliverability figure he employed. 
Then by looking directly down to the horizontal line representing the axis of the 
abscissa he obtained a figure for the reserves attributable to such well. 

(7) These figures as to reserves were then set down on “tab sheets” and the 
reserves for each one of the developed wells were totalled. 

(8) The next step taken by the witness after he had determined the amount 
of the developed reserves was to arrive at a figure to represent the amount of 
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reserves in Mesa Verde Field for the undeveloped acreage. 
witness he arrived at such reserves as follows: 
Now to arrive at the reserves of the undeveloped acreage within that proven 
limit, I took the average of the present developed wells—the average re- 
serves of the present developed wells in each township and range, and 
multiplied the undeveloped acreage by that average. 

(9) The witness then determined the amount of dedicated reserves and ar- 
rived at a figure of 8,088,770,000,000 cubic feet for dedicated proved developed 
and proved undeveloped remaining reserves. 

The map of the Mesa Verde Field which was made a part of Exhibit No. 120 
contains lines defining the area within which the reserve figure developed by 
the witness was estimated. These lines delineated what the witness considered 
to be the proven limits of the field. The proven limits of the field were marked 
out on the assumption “that drilling would continue around the edge of the 
field outward until the point was reached that the next offset well would have a 
recovery of less than 1.2 billion cubic feet. 

This was done by assuming that a 1.2 billion cubic foot well would be an 
economical investment.” 

The acreage within the “proven limits” as established by LaRoe is approxi- 
mately 850,000 acres. In this connection, it is to be noted that the proven limits 
assumed by Hill, whose testimony has been referred to heretofore was in excess 
of a million acres. It is also noted that the abandonment pressure assumed 
by Hill was 150 psia and that assumed by LaRoe was 100 psia. 

Differences in abandonment pressure, of course, have a marked effect on the 
amounts of estimated reserves. It may be noted that despite the difference in 
acreage and the difference in assumed abandonment pressures as between the 
two El Paso witnesses, the remaining recoverable reserve figure dedicated to 
El Paso arrived at by each of Bl Paso’s expert witnesses was approximately 8 
trillion cubic feet. If LaRoe’s method of estimating reserves were to be relied 
upon and applied to the acreage employed by Hill then the reserves which would 
be reached under LaRoe’s method would appear to be very much higher than 
the reserves. reached by followmg Hill’s approach.. Accordingly, while the re- 
sults obtained by Hill and LaRve appeared remarkably similar in the amount of 
remaining reserves estimated, they are in fact substantially inconsistent with 
each other when the reserves are related to the acreage upon which each relied 
to reach the figures in his estimates and when the differences in abandonment 
pressure are considered. 

Accordingly, it appears that not only are LaRoe’s estimates inconsistent 
with Hamilton’s estimates but they are inconsistent with Hill’s estimates. 

LaRoe was cross-examined at considerable length with regard to the wells 
which he employed to draft his master curve contained at page 2 of Exhibit 120. 
It appeared from such cross-examination that he adjusted the deliverability on 
151 of the 230 curves which he employed to construct the master deliverability 
curve on page 2. As we have pointed out, there was no scientific or objective 
basis on which these deliverabilities were adjusted, and their validity depended 
entirely upon LaRoe’s cerebrations as to what the deliverability figure should 
have been rather than what it was and the ground for his conclusions were his 
evaluations based on what he described as “personal experience,” together with 
the actual last pressure point as the final point. 

In order to test the validity of LaRoe’s method, he was questioned by staff 
counsel, among other things, with regard to the pressure decline curves relating 
to some 29 wells in the Mesa Verde Field which were not included in the 230 
he employed to construct his deliverability curve or yardstick. The pressure 
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declines for the 29 wells (Exhibits 131-159) show reserves of 216.11 billion 
cubic feet. This reserve of 216.11 billion cubic feet was arrived at by using the 
pressure decline method. However, in interpreting the reserves represented by 
the curves, the approach taken was to afford El Paso the full benefit of its theory 
that the initial pressure point should not be taken as the starting point for 
measuring the curve but that a later pressure point should be taken as the start- 
ing point for the purpose of estimating reserves. 

Thus, the curves for each of the wells in the 29 examples which were presented 
were set forth on the basis of allowing the maximum reserve possible as the 
reserve pertaining to such wells on the pressure decline method by individual 
consideration of each one of such wells involved. When the determination of 
the reserves attributed to these 29 wells is made, however, pursuant to the 
yardstick of LaRoe’s master deliverability curve, reserve estimates of 371.5 
billion cubic feet are reached, or over 40 percent in excess of that which would 
be arrived at under the standard pressure decline method of estimating reserves 
by individual wells, as modified upwards under LaRoe’s theories, which are much 
disputed by the Staff. The logical conclusion to be drawn from this situation is 
that LaRoe’s estimate constitutes an enormous exaggeration of El Paso’s 
reserves. Moreover, this conclusion is buttressed by examples taken from 
El Paso’s briefs. 

In two of the several briefs filed by El Paso in these proceedings (Cf. briefs 
filed March 3, 1958 and April 16, 1958), the applicant appended four pressure 
decline curves pertaining to the estimated reserves which applicant claimed the 
Commission should accept as reflecting the true reserves attributable to such 
wells.” One of these pressure decline curves related to a well called El Paso’s 
Sunray No. 1 (Exhibit 192). This graph is reproduced at page 933 for easy 
reference in the discussion which follows. 

This well was one used in the construction of LaRoe’s master deliverability 
curve on page two of Exhibit 120. This pressure decline curve reflects an es- 
timate of reserves for Sunray No. 1, which in LaRoe’s opinion, was 8 billion 
eubie feet. When the deliverability for this well, as set forth in Exhibit 130, 
another exhibit sponsored by LaRoe, is employed against LaRoe’s master 
deliverability curve it reflects a reserve consistent with the pressure decline 
curve as LaRoe would have it read (Exhibit 192) of 8 billion cubic feet. 

Let us now turn to the three other pressure decline curves attached to El Paso’s 
brief. These pressure decline curves were not used in the construction of LaRoe’s 
master deliverability curve but LaRoe’s estimate includes reserves attributable 
to these wells. 

In the case of Baron Kidd #23 (San Juan Unit 32-9) Exhibit 143, the pressure 
decline curve appended to El Paso’s brief indicates that the highest amount of 
reserves which could be attributable to this well under LaRoe’s theory of extra- 
polation was 4 billion cubic feet. The purpose of appending Exhibit 143 to El 
Paso’s brief was to show that the Staff’s estimate of 1.3 billion cubic feet attri- 
butable to this well under Hamilton’s theory of extrapolation was too low.” 

Exhibit 143 is reproduced at page 935 for easy reference. 

Let us now observe the effect of employing LaRoe’s method as exemplified by 
his Exhibits 120 and 130 to the determination of reserves for Baron Kidd #23. 


27 Bl Paso well Baron Kidd #23 (San Juan Unit 82-9). (Exhibit 143), El Paso well #1 
Marcotte Pooled Unit (Exhibit 148), Delhi Taylor well Florance #1-47 (Exhibit 172), 
El Paso well Sunray No. 1 (Exhibit 192). 

78 Of course, it should be observed that the Staff’s method of estimating reserves does 
not involve an extrapolation of individual wells in either Mesa Verde or Pictured Cliffs 


Fields but is an arithmetical method involving averages of pressure points and other 
data. 
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Field - Blanco Mesaverde Operator - El Paso Natural Gas 
Well Location SW SW 5-31-9 and Well - Baron Kidd#23 (San Juan Unit 32-9) 
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Field - Blanco Mesaverde Operator - El Paso Natural Gas 
Well Location - G8 - 31 - 10 and Well #1 Marcotte Pooled Unit 
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The first step in LaRoe’s method is to consult Exhibit 130 to ascertain the 
deliverability ascribed to this well by him. In the case of Baron Kidd #23 the 
deliverability ascribed to this well in Exhibit 130 was 1192 Mcf per day. This 
deliverability figure was not adjusted by LaRoe. 

The deliverability of Baron Kidd #23, according to LaRoe (Exhibit 130), was 
1192 Mcf per day. Under LaRoe’s method the next step after examining Exhibit 
130 was to examine the master deliverability curve on page 2 of Exhibit 120 
to ascertain the position of 1192 on the graph. By looking at the ordinate of 
the axis the position of 1192 is found. The next step is to draw a line parallel 
with the axis of abscissa, extending from 1192 to the point where such line 
intersects the master deliverability curve. The next step after this is to draw 
a line from the point of such intersection to a point directly beneath the place 
of intersection to the abscissa of the axis. In the case of Baron Kidd #23 when 
this is done it will be found that LaRoe has attributed to this well a reserve of 
10,200,000,000 cubic feet, or 250 percent higher than the 4 billion cubic feet shown 
as El Paso’s highest reserve figure in Exhibit 143—a truly astonishing result. 
The figure of 10,200,000,000 cubic feet is set forth in Exhibit 130, page 27, line 7, 
as the amount attributable to Baron Kidd #23. 

The next pressure decline curve appended to El Paso’s briefs filed March 3, 
1958, and April 16, 1958, is a pressure decline curve with regard to El Paso’s 
No. 1 Marcotte Pooled Unit (Exhibit 148). An examination of this pressure 
decline curve indicates that the highest estimate of reserves which could 
possibly be reached for that well under LaRoe’s theory of extrapolation would 
be 12.3 billion cubic feet and this is the reserve figure which El Paso urges as 
correct in its brief and as demonstrating that a figure of 6.9 billion cubic feet 
which the Staff is alleged to have attributed to this well was too low.” The 
exhibit is reproduced at page 936 for easy reference. 

In the case of No. 1 Marcotte Pooled Unit Exhibit 148, it appears that LaRoe 
adjusted the deliverability from 2455 Mcf per day to 2187 Mcf per day. No good 
ground for making this or any other adjustment was expressed by the witness, 
except that his “experience” indicated that he should do so. 

When Exhibit 130 and LaRoe’s master deliverability curve on page 2 of 
Exhibit 120 are employed in the manner described above in discussing Baron 
Kidd #23, the reserve obtained for No. 1 Marcotte Pooled Unit, Exhibit 148 
is stretched to 18 billion cubic feet, or approximately 50 percent higher than that 
shown by Exhibit 148, another surprising inflation of reserves caused by LaRoe’s 
method. Exhibit 130, page 29, line 10 shows LaRoe attributed 18 billion cubic 
feet to this well. 

The remaining pressure decline curve appended to El Paso’s brief of March 3, 
1958, related to a well known as Delhi Taylor Florance No. 1-47 (Exhibit 172). 
This pressure decline curve is reproduced at page 938. 

An examination of the pressure decline curve indicates that the highest esti- 
mate of reserves which could possibly be reached under LaRoe’s theory of extra- 
polation would be 6.9 billion cubic feet; and El Paso further argues that there- 
fore a figure of 2.9 billion cubic feet which is the amount El Paso claims is 
attributable to reserves for this well under Hamilton’s theory of extrapolation 
is too low.” 

In the case of Delhi Taylor Florance No. 1-47 (Exhibit 172) it appears from 
Exhibit 130 that LaRoe attributed a deliverability of 1188 Mcf per day to this 
well. No adjustment for deliverability appears to have been made in this case. 


19 Ibid, 
™ Ibid. 
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Field - Blanco MV Operator - Delhi Taylor 
Well Location G - 5 - 30 - 09 and Well - 7 amoes #1 - 47 
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When Exhibit 130 and LaRoe’s master deliverability curve on page 2 of Exhibit 
120 are employed in the manner described above in discussing Baron Kidd #23, 
the reserve obtained for Delhi Taylor Florance No. 1-47, Exhibit 172, is 
10,500,000,000 cubic feet (See Exhibit 130, page 21, line 20) or approximately 50 
percent higher than that shown by Exhibit 172—another extraordinary inflation 
of the reserve estimate caused by LaRoe’s method. Accordingly, consideration 
of three of the four graphs appended to El Paso’s brief, as applied to LaRoe’s 
master deliverability curve, illustrates again that the use of the master deliver- 
ability curve, together with the use of Exhibit 130, exaggerates to an enormous 
degree the reserves in Mesa Verde field. Of course, the gigantic degree of ex- 
aggeration incontrovertibly shown to exist with respect to the three wells 
represented by Exhibits 142, 148, and 172 appended to El Paso’s brief demon- 
strates conclusively the invalidity of LaRoe’s method of estimating reserves. 

In connection with the reserve estimate made by LaRoe, it appears that the 
direction of the curve on page 2 of Exhibit 120 was of tremendous importance 
in inflating the estimates of the reserves in Mesa Verde Field. By reason of 
the adjustments in deliverability made by LaRoe in construction of the curve 
on page 2 of Exhibit 120 it was moved in a direction further to the right of the 
graph and further down on the graph than such curve would appear had not 
these deliverability adjustments been made by LaRoe. The direction in which 
the curve was plotted (see Step 4 in description of LaRoe’s method hereinabove) 
brought about increases in the estimates of reserves very substantially above 
the amount which would otherwise be reached. In order to show the effect 
visually of the adjustments made by LaRoe in constructing his master deliver- 
ability curve, a graph containing a curve has been constructed with LaRoe’s 
adjustments on 151 of the 230 wells removed, and reflecting 21 additional wells 
on which no adjustment was made and which are identifiable in the transcript.” 

The, reason that the new curve is not based on all of the 230 wells used by 
LaRoe is that the transcript appears to contain identifiable reference to only 
172 of the 230 wells employed by LaRoe to construct his curve, but it is clear 
that the 172 wells employed are adequate to show the shift in the direction of 
LaRoe’s curve. Deliverability adjustments were not made on 21 of the curves 
attributable in the transcript employed in constructing the curve on page 2 of 
Exhibit 120. 

Exhibit 130 prepared by LaRoe or under his supervision was received in evi- 
dence and discloses the following information in columnar form with regard to 
the 172 wells with relation to which the curves are identifiable in the transcript 
employed in constructing the curve on page 2 of Exhibit 120 and with regard to 
which LaRoe was cross-examined: (1) the name of the operator of the well; 
(2) the leasehold and contracted holdings of El Paso; (3) the lease and well 
number; (4) stimulation of the well; (5) the location; (6) the date when the 
well first produced gas and the date of the first measured deliverability; (7) the 
original deliverability under which are included figures showing the wellhead 
shut-in pressure and the original deliverability figure; (8) the corrected deliver- 
ability test under which are included wellhead shut-in pressure and sometimes 
the original deliverability figure, sometimes an adjusted deliverability figure, 
and sometimes no figure; (9) the gross ultimate reserve in Mcf of the wells 
listed to an abandonment pressure of 100 pounds; (10) the cumulative production 
for the wells in Mcf to January 1, 1957; (11) the deliverability test during the 
year 1956 which includes the wellhead shut-in pressure and the deliverability 


21 See Vol. 15 of transcript p. 2267; Vol. 16 of transcript pp. 2430, 2431; Vol. 17 of 
transcript pp. 2541 through 2544; Vol. 18 of transcript pp. 2580 through 2601; Vol. 19 
of transcript p. 2672. 
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for 1956; (12) the figures relating to reserves under leasehold ;.(13) the figures 
relating to reserves under contract. 

As noted hereinbefore, the transcript contains statements showing the identity 
of 172 of 230 wells employed by LaRoe to establish his curve. Accordingly, 
these particular wells were abstracted from Exhibit 130 for the purpose of con- 
structing a curve which would eliminate the unwarranted deliverability adjust- 
ments made in connection with the master deliverability curve on page 2 of 
Exhibit 120 by LaRoe on an insupportable basis. The 172 wells employed to 
construct the unadjusted curve are well-scattered geographically throughout 
the proved developed part of the Mesa Verde Field and may be said to be as 
representative of that area as the 230 selected by LaRoe, although perhaps not 
to the same degree. This unadjusted graph together with the: graph depicted 
on page 2 of Exhibit 120 is produced on this page for easy reference in the 
discussion which follows. 

It will be observed that the unadjusted curve is considerably to the left and 
higher on the graph than LaRoe’s deliverability curve. 

It should also be noted that presentation of the unadjusted curve which has 
been constructed in the graph contained herein is not meant to indicate a 
view by the undersigned that the use of the unadjusted curve as a yardstick 
would be a correct method to determine reserves in the Mesa Verde Field. The 
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unadjusted curve was presented only for the purpose of illustrating visually 
the exaggeration inherent in the yardstick employed by LaRoe. LaRoe’s reserve 
estimate suffered additional exaggeration when he adjusted the deliverabilities 
in a high percentage of the wells which were applied to the master deliverability 
curve to determine the amount of reserves attributable to individual wells. 
The result was exaggeration piled upon exaggeration and this accounted for the 
ballooning of Laloe’s figures in estimating reserves. 

Page one of LaRoe’s Exhibit 120 is important in the consideration of reserves 
in Mesa Verde Field as estimated by LaRoe. For convenient reference in 
relation to the discussion which follows it is reproduced at page 942. 

This page shows that LaRoe estimated the reserves for an average well in the 
proved developed area of Mesa Verde field in New Mexico at 6.7 billion cubic 
feet.” 

The same page shows that LaRoe estimated the reserves for a well location in 
the proved undeveloped area in New Mexico at 2.8 billion cubic feet.” Accord- 
ingly, these figures show that LaRoe estimated the reserves for an average well 
location in the proved undeveloped area of New Mexico at less than one-half of 
that in a well in the proved developed area of New Mexico. 

Page one of Exhibit 120 also shows that LaRoe estimated the reserves for an 
average well in a proved developed area in Colorado at 4.0 billion cubic feet,* 
and that he estimated the reserves for an average well location in the proved 
undeveloped area in Colorado at 3.7 billion cubic feet.” 

LaRoe’s page.one of Exhibit 120 shows that the New Mexico wells-in preved 
developed areas are wells having substantially higher reserves than wells in the 
proved developed areas of Colorado, i.e., almost 75 percent higher. Having this 
in mind it is observed that the amount of reserves inconsistently credited to well 
locations in the unproved developed areas in the Mesa Verde area in Colorado are 
about 25 percent higher than the amount credited to well locations in the un- 
proved developed areas in Mesa Verde Field in New Mexico, which is exactly the 
opposite of the situation with regard to the estimates in the proven developed 
areas in the two states as shown on page one of Exhibit 120. 

It is also observed that the reserves estimated for a proved well location in the 
undeveloped area in New Mexico (2.8 billion) would, on a per well basis, be about 
one-half of that attributed to a well in the proved developed area of that state 
(6.7 billion), whereas LaRoe inconsistently attributed to a well in the proved 
undeveloped area in Colorado a reserve almost equal to that of a well in the 
proved developed area of that state. This means that as new wells in the Mesa 
Verde area of Colorado are drilled in areas in the field further away from the 
wells drilled in proven developed areas of that state they will have, according 
to LaRoe, reserves almost as high as wells in the proved developed areas in that 
state, whereas when new wells in the Mesa Verde area of New Mexico are 
drilled in areas further away from the proven developed areas in that state they 
will have reserves of only about one-half of that in the proved developed ureas. 

These inconsistencies are explicable only on the basis of the employment of an 
invalid method of estimating reserves inconsistent within itself and inconsistent 
with reality. 

One of the other matters which will be treated at this point is the relationship 
between LaRoe’s estimate and Hill’s estimate. According to the testimony of 


# See columns 6 and 8, p. 1, Exhibit 120. 
3 Ibid. 
* Ibid. 
® Ibid. 
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Hill, it would appear that in Mesa Verde the average well would show a reserve 
of approximately 3.86 billion cubic feet, whereas under LaRoe’s estimate the 
average well for developed and proved undeveloped reserves would show a re- 
serve amounting to approximately 5.28 billion cubic feet for the Mesa Verde. 
On an average well basis LaRoe is over 35 percent higher than Hill. Accord- 
ingly, we have a situation in these proceedings where two witnesses were pre- 
sented by El Paso, both claiming very large reserves in the Mesa Verde Field; 
and we have one of the witnesses claiming a reserve for the proved developed 
and proved undeveloped reserves in the field is at a substantially higher figure 
than the other witness presented by the same applicant. Accordingly, the sim- 
ilarity in the reserve figures attributed by both experts to the field, namely 8 
trillion cubic feet is brought about not by geological considerations but by geo- 
graphical ones, i.e., one expert employs larger acreage than the other to reach 
the same answer as to total reserves in Mesa Verde. The concordance of views 
by these two experts as to reserves in Mesa Verde is more illusory than actual. 

Major problems have been raised concerning the relationship of reserves and 
deliverability in Mesa Verde Field. These problems are related to its conceded 
low porosity and low permeability. Low porosity for this field means that the 
void space in the reservoir rock is a low percentage of the total rock within the 
reservoir. Since this porosity provides the space for the accumulation of gas, 
a low value attributed to porosity would affect the size of the reserves present 
in Mesa Verde Field. Permeability is a measure of the ability of fluids or nat- 
ural gas to flow through the reservoir. It must follow that for a formation of 
low permeability, the flow or deliverability of gas is inhibited. With no other 
form of energy available except the declining formation pressure around a well, 
the needed gas will take ever increasing amounts of time to reach such well bore. 
Permeability and porosity vary in the same formation and this variance together 
with other factors may reflect the reasons for the wide differences in production 
in individual wells in the field. 

El Paso’s requirements reflect an increasing demand on a declining supply 
in Mesa Verde. Taking this problem of deliverability into account it can be 
seen that there is doubt as to the value of anv life index figure for the Mesa 
Verde. The direct relationship between reserves and deliverable amounts of gas 
or usable amounts thereof from the Mesa Verde and Pictured Cliffs Fields are 
summarized in the deliverability study appended hereto (Appendix II). The 
principles underlying the deliverability study received in evidence were not 
the subject of attack by El Paso although the volume of reserves employed was. 
The deliverability study appended employs the same principles as the deliver- 
ability study received in evidence but relates the principles employed therein to 
a higher reserve in Mesa Verde than that estimated by the Staff. 

The testimony of LaRoe to support his estimates is unpersuasive and much 
of his testimony is inconsistent. The evidence demonstrates that his estimate 
is based on unsound principles which have led to enormous inflation of El Paso’s 
reserves in Mesa Verde Field. His testimony has been discredited and his 
estimate is rejected. 

Mr. Murrell, president of De Golyer and MacNaughton took the stand to 
support the theories advanced by his associate LaRoe, although he conceded that 
he was not familiar with the details of LaRoe’s estimates concerning the Mesa 
Verde Field. Mr. Murrell had made no personal estimate of the reserves in 
Mesa Verde. Consequently, his testimony was of little, if any, value on a 
substantive basis in this proceeding. 

The undersigned is not satisfied of the accuracy of any of the estimates sub- 
mitted. The estimate submitted by the Staff expert appears to involve an 
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abbreviated, although on the whole, more realistic approach to reserves than 
that submitted by El Paso. It may suffer in that it is in fact an “at least” 
estimate, but this perhaps overcautious approach is far better than the exag- 
gerated estimates presented by El Paso. 

This leads up to the point where a decision must be made as to the examiner’s 
own views as to the reserves available to El Paso in Mesa Verde and Pictured 
Cliffs Fields. After consideration of the lengthy transcript and the numerous, 
detailed, highly complex, and extremely conflicting technical exhibits received 
in these proceedings, the undersigned decided that the best method to reach 
some reasonable conclusion as to the reserves deliverable from Mesa Verde was 
as follows: 

The transcript of the hearing, as has been noted, disclosed that LaRoe, during 
his testimony, had specifically identified 151 wells with regard to which he had 
adjusted deliverability and 21 additional wells where deliverability was not 
adjusted, to make a total of 172 wells. 

An examination of the map of Mesa Verde Field made a part of Exhibit 120 
shows that the 172 wells to which we have referred are geographically well 
scattered throughout the proven developed area of such field and in this sense 
are reasonably representative of it. An appendix was prepared for the purposes 
of this decision identifying such wells. (Appendix I)* 

The data which has been assembled in Appendix I shows that as of the end 
of 1953, reports had been filed with regard to wellhead shut-in pressures.on only 
92 of 172.wells to which we have referred,.although 110 of the 172 wells identified 
in the appendix had been drilled at that time. The average wellhead shut-in 
pressure on all wells for which a report had been made in Mesa Verde was 973 
psia. This figure of 973 psia will be employed for the purposes of the conclusions 
which will be reached here relating to the average wellhead shut-in pressure in 
Mesa Verde Field for 1953. 

The cumulative production figures were reported for only 110 of the 172 wells 
specifically identifiable from the transcript as having been employed by LaRoe in 
constructing his master deliverability curve. This would indicate that out of 
the aforesaid 172 wells only 110 had a known production history as of 1953. 
The cumulative production as of 1953 to the pressure points listed under such 
year in Appendix I is 22,083,594 Mcf of natural gas. 

Appendix I also contains columns covering 1954, 1955, 1956, and 1957. By 
employing the data contained therein relating to both the pressures reported 
for such years and the cumulative production for the same years, it is found 
that for 1954 the average pressure. was 947 psia and cumulative production 
against such pressure for the same year for 158 wells was 44,771,306 Mcf. For 
1955 the figures for cumulative production were 63,281,335 Mcf against an 
average wellhead shut-in pressure of 892 psia for 172 wells. For 1956 the 
figures for cumulative production were 95,288,274 Mcf against an average well- 
head shut-in pressure of 877 psia for 172 wells. For 1957, the figures for cumu- 
lative production were 120,190,215 Mcf against an average wellhead shut-in 
pressure of 859 psia for 170 wells. 

Having reached these figures, a curve was constructed on one by one graph 
paper, and it is reproduced at page 945. 

The ordinate of the axis of this graph shows the wellhead pressure, psia. 
The abscissa of the axis shows the cumulative gas production in billions of 
cubic feet. 


2* Appendix I consists of four sheets showing in connection with the aforesaid 172 wells, 
the name of the operator, the lease and well number, the location, and the wellhead shut-in 
pressures, as well as the cumulative production in Mcf to such pressures for each year from 
1953 to 1957 inclusive, as reported by the New Mexico State authorities and collated by 
the New Mexico Gas and Engineering Committee in their annual reports for such years. 
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Points were placed on the graph showing (1) the original wellhead shut-in 
pressure as reported to the Staff by El Paso,” (2) the average wellhead shut-in 
pressure for each year from 1953 to 1957, inclusive, against the cumulative 
production reported for each of the years, and (3) a line was placed therein in 
relation to such points drawn to an abandonment pressure of 100 pounds psia. 
The graph shows the cumulative gas production which may be expected in 
billions of cubic feet to 100 pounds abandonment pressure of the 172 wells 
referred to in Appendix 1. This evolves to 600 billion cubic feet of gas for 
the 172 wells at a pressure base of 15.025 psia and 60 degrees Fahrenheit. 
This converts to 612 billion cubic feet at 14.73 psia and 60 degrees Fahrenheit. 
When the 612 billion cubic feet is divided by 172 wells to find the average 
reserve per well the figure reached is 3.558 billion cubic feet per average well. 
Applying the 3.558 billion cubic feet of recoverable gas per average well to 
the 2,655 wells in the total field, as defined by LaRoe, the total reserve for 
the entire field is found to be approximately 9.5 trillion cubic feet of original 
recoverable reserves. When the figure of 3.558 billion is applied to El Paso’s 
dedicated acreage it is seen that the total recoverable original reserves on 
this basis dedicated to El Paso would be approximately 5.4 trillion cubic 
feet as compared to the approximately 8.4 trillion cubic feet of recoverable 
original reserves in Mesa Verde estimated by LaRoe and the 3.1 trillion cubic 
feet of original recoverable reserves estimated in Mesa Verde by Hamilton 
in Exhibit 189. Of course, these original recoverable reserves were reduced 
by reason of production thereafter taken from the field. 

It is realized that the application of a 3.558 billion cubic feet average well 
reserve figure to all wells and well location in the area of Mesa Verde delineated 
by LaRoe would enlarge the estimates of reserves to an excessive amount in 
such field since a substantial number of well locations in the proved undeveloped 
area were well locations which according to LaRoe would be less productive 
than wells in the proved developed area. Accordingly, it would not be reason- 
able to apply the figure of 3.558 billion cubic feet to every well location in 
Mesa Verde dedicated to El Paso. It should be pointed out, however, that 
even if this averege well reserve figure for wells in the proved developed area 
were cut in half when applied to well locations in the proved undeveloped area 
this would result in total reserves for the field substantially higher than that 
estimated by Staff. Accordingly, on this basis, it appears reasonable to 
conclude that while the reserves in Mesa Verde may be higher to some degree 
than that estimated by the Staff, they are very much lower than that estimated 
on behalf of El Paso. 

It should be kept in mind that the reserves in Mesa Verde have been estimated 
by the Staff on assumptions which may depress unduly the amount of reserves 
obtainable from such field. The principles employed by the Staff in estimating 
reserves in the Pictured Cliffs fields were the same as those used in estimating 
reserves for Mesa Verde. Accordingly, it is not unreasonable to conclude that 
the Staff’s estimate of reserves in Pictured Cliffs fields may be understated to 
an equal degree. 

The problem is to arrive at a reasonable estimate of reserves for both Mesa 
Verde and the Pictured Cliffs fields. Accordingly, if the Staff's possible under- 
statement of reserves in Pictured Cliffs fields is balanced against an overstate 
ment of reserves obtained by applying an average of 3.558 billion cubic feet 
for all wells and well locations in Mesa Verde on the basis of the number 
of wells in the latter field calculated by LaRoe, a more reasonable resulting 
estimate of the reserves dedicated to El Paso in both Mesa Verde and Pictured 
Cliffs fields may be obtained. It should be noted that any overstatement of 






™ See Exhibit 23. 





FEDERAL POWER COMMISSION 947 


reserves in Mesa Verde would only apply to the proved undeveloped acreage 
in such field, and the possible understatement of reserves in Pictured Cliffs 
fields would apply to such fields as a whole. Consequently, it is believed that 
such imbalance as may exist on this approach will not be large. It is fully 
realized that an estimate such as that projected here could not be completely 
accurate. It is only a very rough estimate made for the purpose of arriving 
at some figure which will not be unjust to all parties interested in the out- 
come of this litigation and it may result in an estimate of reserves which may 
be optimistic. This will result in a figure of 7.0 trillion cubic feet of original 
recoverable reserves dedicated to El Paso for both Mesa Verde and Pictured 
Cliffs fields,* but it is not suggested that this result is any more than an ap 
proximation. In any future proceedings involving Mesa Verde and Pictured 
Cliffs fields, it is suggested that the matter be approached on the basis of de- 
tailed information as to each and every well in these fields rather than on 
an average well approach. Such information when obtained should be em- 
ployed on an objective basis rather than on the basis employed by LaRoe in 
this case. The approach employed here is being used only because of the paucity 
of information in the record regarding the performance and record of indi- 
vidual wells in the field as determined on an objective basis. 

It should be noted that the original recoverable reserves in both such fields 
however have been reduced through production until the remaining recoverable 
reserves as of January 1, 1958 were about 6.3 trillion cubic feet of gas (see Ex- 
hibit 46-Z). However, it is, in the opinion of the undersigned, the closest ap- 
proximation towards reasonableness that this record appears to afford. In fact, 
to the extent that the reserves estimated are higher than those set forth by 
the Staff the estimates reached here may constitute an overstatement of El 
Paso’s reserves but these estimates will give effect to the “leveling out” claims 
made by LaRoe one of the experts on reserves who appeared for the applicant 
to the extent possible within reason. 

In the opinion of the undersigned, both the estimates made by the Staff and 
by LaRoe are based on incomplete and inadequate data and constitute in each 
case only a “short cut” approach to the determination of reserves in Mesa Verde. 
Neither witness attempted a detailed analysis of wells in the Mesa Verde 
Field on a well by well basis. The Staff’s estimate was based on average 
initial and 1956 pressures, together with other data. LaRoe established a yard- 
stick for measuring reserves based on 230 selected wells. This yardstick, as 
has been pointed out, was an erroneous one and was not based on sound prin- 
ciples and affected the estimate of reserves of all other wells in the field. In 
addition, the reserves of the individual wells considered thereafter were also 
considered on the basis of a judgment which was not capable of being ob- 
jectively evaluated. This would not constitute a correct method of estimating 
reserves for the individual wells in Mesa Verde. 

The Mesa Verde and Pictured Cliffs area are particularly difficult areas in 
which to estimate reserves. Very great differences of opinion not only with 
regard to the volumes of reserves and deliverability but in regard to the appro- 
priate method of determining such volumes of reserves have been expressed in 
the recent past with regard to these areas by a large number of expert geologists 
in prior certificate proceedings involving either El Paso or its affiliate, Pacific 
Northwest Pipeline Company. 

It should be realized that in any future proceeding involving the adequacy of 
El Paso’s reserves in Mesa Verde and Pictured Cliffs Fields the reserves attrib- 


™ The figure of 7 trillion cubic feet is derived by adding together the 5.4 trillion figure 
referred to in the text herein and 1.6 trillion cubic feet as the original recoverable reserves 
in Pictured Cliffs as estimated by the Staff. 
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uted to wells and well locations therein on a “pressure decline” method should 
be determined on an actual per well basis in both Mesa Verde and Pictured Cliffs 
Fields. This was not done in this case. 

While it may be argued that the method employed by LaRoe tended in this 
direction the fact is that the reserve estimate for individual wells depended 
upon a yardstick which bore little, if any, valid relationship to the particular 
well for which a reserve was being estimated. 

If future El Paso certificate applications are filed, there will be less doubt 
cast upon estimates of the reserves in Mesa Verde and Pictured Cliffs Fields if 
an actual well by well study is made. Such studies should be undertaken by 
both Staff and El Paso immediately so that a more certain answer may be 
reached in any future case. More and better figures will be needed in order to 
arrive at any really definitive answer as to the volumes of gas deliverable from 
these fields. When more definitive figures are obtained, the result may be to 
increase or reduce the estimates employed here. It is believed that the claims 
of El Paso as to the reserves in Mesa Verde and Pictured Cliffs Fields have 
been given as much credit as was reasonably possible and it may be considered 
that the reserves arrived at here constitute a liberal estimate. 

It will be noted that there was no dispute as to gas supply anywhere on the 
El Paso system other than Mesa Verde and Pictured Cliffs Fields. In addition, 
following the conclusion of the hearings in the consolidated dockets (i.e., Docket 
Nos. G-11797 and G—12580), it appears that El Paso added substantial quantities 
of gas to its reserves. These additional amounts of gas reserves which in- 
cluded reserves in Bell Lake Field, Puckett Field, and the Aneth Field were 
included in the deliverability study received in Docket No. G—12580 (Except 
Superior Oil Company’s Aneth Gas) after it was re-opened (See Exhibit 48-Z). 

In addition, in Docket No. G—12580 reopened, Exhibit 45-Z was received in 
evidence, and replaced Exhibit 188 received in the hearings on the consolidated 
dockets. Exhibit 45-Z was sponsored by Staff witness Hamiliton and is en- 
titled “Volumes of Gas Needed by El Paso Natural Gas Company from Mesa 
Verde and Pictured Cliffs Reservoirs in San Juan Basin in order to Meet its 
Market Requirements.” Basically, both Exhibits 188 and 45-Z assumed the 
same supply as claimed by El Paso in all respects except the supply claimed by 
applicant in Mesa Verde and Pictured Cliffs Fields. Insofar as gas supply is 
eoncerned, Exhibit 45-Z assumed the correctness of Staff’s estimates for Mesa 
Verde and the Pictured Cliffs Fields. Insofar as meeting requirements was 
concerned, Exhibits 188 and 45-Z differed from El Paso’s position as to require- 
ments in that they assumed deliveries of gas to all customers after the termina- 
tion dates set forth in contracts with various customers, particularly with the 
copper companies and the California utilities. When the deliverability studies 
showing the extent to which El Paso was able to meet its requirements were 
prepared, they were prepared on the basis of an assumption of the correctness 
of every factor as claimed by El Paso with the exceptions noted above as to 
El Paso reserves in Mesa Verde and Pictured Cliffs Fields and with the excep- 
tions as to requirements. The Staff’s figures assume continuance of the require- 
ments indefinitely in the future. 

The deliverability study (Exhibit 48-Z) was therefore confined to the ex- 
pression of requirements based on the Staff’s assumptions as to such require- 
ments and was also prepared on the basis of the Staff’s assumptions as to de- 
liverability of El Paso’s reserves in Mesa Verde and Pictured Cliffs Fields, 
having in mind an acceptance of all other reserves claimed by El Paso. Based 
upon this approach, Exhibit 48-Z indicated that El Paso would be deficient in 
available reserves of gas on an over-all basis in 1964. 

Attached hereto is Appendix II which is presented on the same basis as 
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Exhibit 48-Z as to requirements and includes as part of El Paso’s over-all 
gas supply the gas supply based on El Paso’s contract with Superior Oil Company 
in Aneth Field and includes a larger total remaining reserve in Pictured Cliffs 
and Mesa Verde Fields than that estimated by Staff, namely 6.3 trillion cubic 
feet of dedicated remaining recoverable reserves in such fields as of January 
1, 1958, compared to a total for both of these sources estimated by the Staff of 
4.1 trillion cubic feet.” 

The result of this deliverability study is that El Paso would not appear to 
be deficient until approximately 1966 on the basis of meeting all its present 
requirements including service to Edison during such period. This would ap 
pear to constitute a gas supply for about eight years. 


The Air Pollution Problem 


As we have noted the application filed in this docket by El Paso involves a 
sale of natural gas for boiler fuel. 

The Commission in its Opinion No. 250 In the Matter of Mississippi River 
Fuel Corporation, Docket No. G-1995, 12 FPC 109, 112, said among other things: 

We have repeatedly held that the use of natural gas as boiler fuel is an 
inferior usage and that, while it is not to be denied in all situations, it 
should be permitted only on a positive showing that it is required by public 
convenience and necessity. 

The problem of the sale of gas for boiler fuel use in the Los Angeles area 
poses factors not present in many areas of the United States. Among other 
things this area has no coal which may be used on a commercial basis. In 
addition, there is a serious health problem due to air pollution in the Los 
Angeles area. 

This problem was referred to in the testimony of S. Smith Griswold, Air 
Pollution Control Officer, for the District of Los Angeles County. Among other 
things, Griswold testified to the unusual climatic conditions prevailing in the 
Los Angeles area. Griswold attributed the air pollution difficulty to certain 
climatic conditions which are not present in other parts of the United States. 
These conditions result in contaminants remaining overhead in the Los Angeles 
area and these contaminants had become a hazard to health and are an impedi- 
ment to commerce and industry. 

Among other things, Griswold testified that fuel oils used by power plants 
operating in the Los Angeles area threw approximately 600 tons of air con- 
taminants into the air daily. The result is that a great deal of smog occurs 
in the area due to the use of fuel oil. It should be pointed out, however, that 
the power plants’ usage of fuel oil is responsible only in a minor degree for 
the smog conditions in the Los Angeles area. Most of the air pollution is 
caused by automobiles. 

Griswold pointed out in his testimony, however, that the substitution of 
natural gas for fuel oil in Edison’s plants would lessen the problem of air 
pollution caused by the continued expansion of steam power plant facilities 
in the area. 

The problem of whether a certificate should be granted in order to alleviate 
the air pollution problem in Los Angeles was emphasized particularly in Docket 
No. G—12580, rather than Docket No. G-11797. Docket No. G—11797 involved a 
certificate to sell additional gas to Southern and not to replace any fuel oil 


® Appendix II consists of two tables. Table 1 sets forth “El Paso’s Mesa Verde and 
Pictured Cliffs Requirements.” Table 2 is entitled “Comparison of Estimated Deliver- 
ability of Gas From Mesa Verde and Pictured Cliffs Reservoirs With Estimated Require 
ments Reflecting Addition of Aneth Superior Gas.” The Appendix is self-explanatory. 
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being used in the area. The consumption of additional quantities of gas causes 
some additional contaminants to go into the atmosphere but not as much as the 
burning of other fuels. The “smog problem” was urged as a reason for granting 
a certificate in Docket No. G—12580 because it was contended that by substituting 
natural gas for fuel oil in Edison’s plants less contaminants would be thrown 
into the air, and would help to minimize the serious air pollution problem 
existing in Los Angeles. 

It was contended by both El Paso and Edison that it was in the public inter- 
est to have Edison substitute to the extent possible natural gas for fuel oil. 
Griswold testified that if the power plants now operating within the boundaries 
of Los Angeles used natural gas instead of fuel oils only 160 tons of air con- 
taminants would be emitted during peak periods rather than 600 tons. The 
Commission in its decision of March 26, 1958, stated: 

... the Los Angeles area suffers from a serious smog problem and the 
record supports the conclusion that the continued and increasing use of 
natural gas in preference to fuel oil is desirable to assist in alleviating 
the air pollution problem even to the slight degree possible herein. 
Accordingly, the use of natural gas as boiler fuel in the Los Angeles area should 
be considered as being in a different category than gas being used for such a 
purpose in some other community where the smog problem does not exist and 
that the use of gas for boiler fuel in this area should not be considered an 
inferior use. 


PROGRAM 


In its order of March 26, 1958, the Commission directed the undersigned to 
“determine the extent to which El Paso has in the Examiner’s judgment suc- 
ceeded in meeting the requirements imposed by our order issued December 19, 
1956, in Docket No. G—10499 calling on the company to present a definite pro- 
gram demonstrating how its future system requirements are to be met, keeping 
in mind the interpretation we place on that order.” (19 FPC 393, 397) 

It will be noted that the Commission’s order states that the examiner should 
keep “in mind the interpretation” which the Commission places on its order 
issued in Docket No. G-10499. A careful reading of the March 26, 1958 order 
does not make clear exactly what interpretation the Commission placed on its 
order issued in Docket No. G—10499 but it appears reasonable to conclude that 
the action taken in regard to El Paso’s applications in Docket Nos. G—11797 
and G-—12580 are indicative of the Commission’s interpretation of such order. 

A “definite program” is a specific plan of procedure to govern future action. 
The only evidence of a “definite program” demonstrating how applicant’s future 
system requirements are to be met and “how the ultimate consumers will be 
protected” ® is evidence of a sincere and earnest effort to improve the existing 
imbalance between El Paso’s reserves and its requirements. El Paso prior to 
Docket No. G—10499, and now, has a substantial number of employees who 
devote their time to acquiring additional reserves. There is no question what- 
ever that El Paso has exerted all the effort possible on its part to improve the 
relationship between its reserves and its requirements. 

One of the major parts of its “program” involves the obtaining of informa- 
tion concerning gas discoveries in every gas producing area from Louisiana 
to and including Western Canada, and the exercise of all its ability in an effort 
to acquire substantial additional quantities of gas. 

El Paso, however, is not the only pipeline which engages in such an endeavor. 
In fact all or nearly all of the large pipeline companies in this country are 
required as a matter of ordinary prudence to replace quantities of gas which 






























* See 19 FPC 393, 394. 
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they have sold with new and additional volumes of gas, in order to maintain 
an appropriate relationship between gas supply and gas requirements." This 
effort by nearly all pipeline companies has resulted in such companies bidding 
against each other for gas and has been an important reason in causing the 
price of gas in this country to mount rapidly in recent years. 

The United States has experienced a high degree of prosperity during most of 
the period since the last war. Industrial growth and the large addition of new 
homes in the United States has resulted in a demand for more and more energy 
for power, for heat, and for other purposes. This has been translated into a 
demand for larger and larger volumes of natural gas by consumers and 
distributing companies. 

California has had a very large increase in its population and in its industry 
since the war and this area will constitute an ever increasing market for 
natural gas. 

It appears that whenever producers of natural gas have supplies of any great 
magnitude to sell, buyers flock to such producers to bid for such gas. In this 
connection, El Paso as a matter of business necessity must obtain well over a 
trillion cubic feet of deliverable gas per annum just to stand still, i.e., to main- 
tain the present balance of reserves relative to requirements. The acquisition 
of these enormous quantities of gas to “stand still” is an undertaking requiring 
great skill and industry, qualities which the management of El Paso has 
demonstrated that it possesses. 

The adequacy of gas supply is a relative matter, and adequacy can only have 
meaning when related to requirements. Every time El Paso increases its re- 
quirements there must be an increase in gas supply in order to maintain the 
balance which existed theretofore between these two elements and when supply 
is not adequate relative to requirements the company will have to buy more 
than an incremental amount in order to reach a reasonable relationship between 
reserves and requirements. To improve materially the present relationship be- 
tween supply and requirements, it would be necessary for Fl Paso to acquire 
well over a trillion cubic feet per annum even if it did not obtain any additional 
authorizations from the Commission to sell more gas. 

As the recent history of this industry conclusively demonstrates it is not easy 
for any pipeline to obtain substantial new supply unless it is willing to outbid 
all other companies seeking to obtain the additional gas. In this connection, 
not only is the initial price an element in the negotiation for the acquisition of 
natural gas but in such negotiations other elements must be taken into consid- 
eration, such as “take or pay for” clauses, delivery conditions, rate of takes, 


"The president of Northern Natural Gas Company testified in Docket No. G—2409 in 
describing the situation with which Northern was faced in the Permian area, “that volumes 
of gas in that area [Permian Basin] can be obtained in competition with El Paso Natural 
Gas Company, Lone Star Gas Company, and possibly others; that its principal competitor 
for that supply of gas is El Paso Natural Gas Company. He further testified in part: 

* * * El Paso Natural Gas Company is and will be necessarily continually nego- 
tiating for and must obtain additional supplies of gas to replace the short-lived 
easinghead supplies, as such supplies are exhausted in the sale of gas to the customers 
of El Paso Natural Gas Company. 

They are “tough” competition. They are really “tough” competition. In order 
to obtain such supplies of gas, as are obtained in that area, we are going to have to 
meet the terms and conditions that they are willing to offer. When we went into 
that area, we paid higher prices than they had been paying. That was a requirement 
of obtaining the gas supply. 

It is only logical to assume that as Bl Paso’s needs increase to replace their supplies 
for the growth of their California and other markets, and as our needs increase 
to replace the trillion cubic feet of gas that we must replace every three or four 
years to stand still, if you please, in our own gas reserve picture, that competition 


will force the price up.” (See initial decision issued August 16, 1955, im Docket 
No. G-2409, p. 5) 





























































































































































FEDERAL POWER COMMISSION 


pressure, facilities, problems of re-pressuring and re-injection of gas. Discus- 
sions between sellers and buyers with regard to these types of problems are 
part of the normal negotiations where additional gas supply is to be acquired. 
Natural gas cannot normally be purchased from a producer under some ar- 
rangement whereby the gas will just be left in the ground to be part of the 
reserves of the buyer. There is usually an arrangement to take at least certain 
quantities of gas in certain periods or to pay for gas not taken. In addition, 
casinghead gas is produced in conjunction with oil and has to be taken nor- 
mally when purchased. Storage facilities can be employed but this adds to the 
expense of operation and the amount which can be stored presents problems. 
In order to acquire new gas which it will need to improve its life index, a 
pipeline company may as a matter of business judgment agree to a “take or 
pay for” clause in a new contract when it cannot take the gas at the specific 
times stated in the contract. This may be done in order to improve the life 
index of the pipeline on an “overall” basis. If, for example, El Paso desired to 
add five years of additional deliverability life, it would require possibly seven 
or eight trillion cubic feet of additional gas reserves on the basis of present 
requirements. It would be a practical impossibility for El Paso to acquire this 
amount of additional gas in any one year without paying extremely high prices 
for the gas and without resolving numerous problems of the character referred 
to in obtaining contracts for such additional gas. In fact, the result of such an 
effort probably would be to bid the price of gas up to a point considerably 
higher than has ever been reached even if such gas were readily available, and 
there is no evidence that gas supply of such magnitude can be acquired readily 
by El Paso. Of course, there is always the possibility that this Commission 
may refuse to issue a certificate of public convenience and necessity without a 
price condition but in order to obtain the contract to acquire the gas the pur- 
chaser will have to give the seller a greater economic benefit than any other 
bidder. Moreover, the financial strain involved in such a program of acquisition 
would be enormous and it is doubtful that El Paso or any other company could 
or should be required to undertake such a program. 

The decision of the Commission issued on March 26, 1958, in the consolidated 
proceedings does not appear to indicate that the Commission was satisfied that 
El Paso had a 15-year supply relative to its requirements, although it was 
apparently satisfied in Docket No. G-11797 that El Paso had a sufficiently 
adequate gas supply to warrant it in issuing a certificate to sell additional gas 
on “the merits.” In addition, the Commission authorized in Docket No. G—12580 
the construction of field and gathering facilities at a cost of over $31,000,000 
which were not required to render the service authorized in Docket No. G—11797. 
Based on these considerations and the reasonable inferences to be drawn from 
the action of the Commission in issuing its order of March 26, 1958, it would 
appear to be the Commission’s view that it would be better to permit the 
satisfaction of the requirements of consumers dependent on the El Paso system, 
to a limited extent in the form of increased service, insofar as El Paso can 
demonstrate that it has made a substantial improvement in its gas supply rela- 
tive to its requirements over that which had existed theretofore on the system. 
In other words, it would appear that the Commission expects in the next few 
years that El Paso will improve its gas supply over its requirements beyond the 
relationship between these factors which has existed up to now but also believes 
that it would be unrealistic and perhaps impossible for El Paso to improve 
the relationship of its supply to its requirements in tremendous amounts in a 
comparatively short period. 

The undersigned does not know how the present imbalance between gas supply 
and gas requirements was permitted to arise in the case of El] Paso. If El Paso 
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had adequate reserves to begin with it would probably never have gotten into 
this predicament. It is clear, however, that this imbalance has arisen and 
that it cannot be improved substantially over night. It may take many years 
before El Paso can achieve an ideal relationship between its gas supply and 
its gas requirements.” 

In the opinion of the undersigned great caution must be exercised in granting 
future certificate applications in the case of El Paso because of the imbalance 
to which we have referred. 

In view of the Commission’s grant of a certificate in Docket No. G—11797 on 
the merits this apparently would mean that there should be no further additional 
sales of gas above that being sold now by El Paso, unless El Paso has shown 
a very substantial increase in its supplies relative to its requirements beyond 
that which had existed theretofore. 

In this case El Paso has established that its gas supply on an overall basis is 
substantially higher than that which existed theretofore.* Insofar as overall 
sources of gas supply are concerned it appears that El Paso has obtained 
additional sources of gas substantially exceeding that to be employed to serve 
Edison 100 million cubie feet of gas per day. 

The problem with which we are concerned at this time may be stated in 
this way: Should the fact that the relationship between gas supply and 
requirements is not up to standard normally required in cases where an 
applicant seeks a certificate to sell additional quantities of natural gas be held 
to be a good ground for refusing to permit El Paso to obtain a certificate in this 
or any further proceeding which it may bring. For example, would a position 
denying all certificate applications to El Paso to sell additional quantities of 
gas until its reserves were brought up to a 15-year relationship to its require 
ments be in the best interests of the consumers of California as a whole and of 
those who live in other parts of the El Paso system? 

A rigid position in the special circumstances described here is not believed 
to be in the best interests of the consumers, but it is important in the exercise 
of the discretion vested in the Commission that the consumers of gas in 
California and elsewhere know the facts with regard to the supplies of gas 
which are being relied upon to furnish service to them. 

The evidence indicates that El Paso has in recent years steadily improved 
its gas supply relative to its requirements. Its management has exerted great 
skill, energy, and capacity in improving E) Paso’s position. No rigid application 
of an arbitrary relationship between supply and requirements should be imposed 
in the particular circumstances of this case. El Paso is not a new company 
applying for a certificate but a company which has outstanding obligations 
to consumers in the area in which it operates and in this sense its position is 
different than that of a new applicant. This is not to indicate a view that 
generally an established pipeline company should have lower standards than a 
new company. The views expressed here are dependent on the special and 
unique circumstances of this case. 


It would not serve public convenience and necessity to take any action which 
might affect the viability of as large and as important a pipeline as El Paso. 

This and future certificate applications filed by El Paso, however, must be 
dealt with on the basis of careful consideration so that El Paso may be in a 
position to continue to render service to the consumers on its system. 


@ See for example dissenting opinion of Commissioner Kline in Docket No. G—10499 
issued December 19, 1956, 16 FPC 1354, 1358, in which it was pointed out that 15 years is 
2 normal gas supply relative to requirements, 

% This decision assumes the availability of Aneth gas including that involved in the 


sale of Superior Oil Company to El Paso and the availability of the additional gas in 
Bell Lake field. 
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This does not mean that El Paso will not be entitled to obtain any additional 
certificates in the future. It does mean that in any certificate proceeding which 
El Paso may bring in the future very careful analysis must be made of its over- 
all system supply and great caution must be exercised with regard to the grant of 
any certificate which would impose additional requirements. 

In this docket the Commission in its order of March 26, 1958, authorized the 
construction of field and gathering facilities at a cost of over 31 million dollars 
which were not necessary to the service to be performed in Docket No. G-11797 
nor were they requisite for service to be performed for any presently existing 
customers of El Paso. 

In addition, it appears that the sale of natural gas to Edison will tend to 
alleviate a serious smog condition in Los Angeles although the use of fuel oil 
by Edison is not the major cause of the smog condition. 

On an overall basis and despite the imbalance between gas supply and gas 
requirements, the undersigned has concluded that it would serve public con- 
venience and necessity to issue a certificate to El Paso to construct the main- 
line facilities described in El Paso’s application in Docket No. G—12580, particu- 
larly in the light of the fact that the Commission has authorized the construction 
of the field and gathering facilities in this docket and to authorize El Paso to 
sell natural gas pursuant to its exchange agreement of July 15, 1957 with Edi- 
son, Southern California Gas Company, and Southern Counties Gas Company. 
This authorization, however, is limited to the sale of 100,000 Mcf per day to 
Edison. 




















































Additional Findings and Conclusions 


Upon consideration of the entire record herein, the evidence adduced and 
the briefs filed, it is found and concluded in addition to the findings and 
conclusions heretofore set out that: 

(1) El Paso Natural Gas Company, a Delaware corporation with its prin- 
cipal place of business in El Paso, Texas, is a “natural gas company” within 
the meaning of the Natural Gas Act. 

(2) The facilities which El Paso seeks authority to construct and operate in 
Docket No. G—12580 for the purpose of transporting up to an additional 100,000 
Mcf of natural gas per day will have an estimated cost of $53,951,000, exclusive 
of estimating finance costs in the amount of $801,000 and additional working. 
capital requirements in the amount of $750,000 ; 

(3) The Commission in its order of March 26, 1958, in this docket authorized 
the construction of the field and gathering facilities at an estimated cost of 
$31,438,000 and the balance of the estimated costs above such amount is for 
the construction of mainline transmission facilities. 

(4) The facilities described by El Paso in its application in Docket No. 
G-—12580 are so designed as to enable El Paso to transport up to an additional 
100,000 Mcf of natural gas per day principally from the Panhandle Field and 
the Permian Basin; 

(5) The facilities described by El Paso in Docket No. G-12580 are so designed 
as to enable El Paso to transport an additional 30 million cubic feet of residue 
gas per day from the Gulf-Waddel Plant, located in Crane County, Texas; 
8,000,00 cubic feet of residue gas per day from the Sun-Jameson Plant, located’ 
in Coke County, Texas; 30,000,000 cubic feet of gas per day from the East and 
West Panhandle Gas Fields of Texas; 25,000,000 cubic feet of gas per day from 
the Beckham County Gas Field in Oklahoma; 2,000,000 cubic feet of gas per 
day from the North Branch Field, Sutton County, Texas; 5,000,000 cubic feet 
of dry gas per day from the Crosby Field in Lea County, New Mexico. These 
facilities will be used to deliver an additional 100,000,000 cubic feet of natural’ 
gas per day to Southern California Gas Company at a point on the Arizona- 
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California boundary near Topock, Arizona. For all deliveries of gas by El 
Paso to Southern California Gas Company an equivalent volume will be delivered 
by the latter to Southern California Edison Company in the Los Angeles area ; 

(6) The Southern California Edison Company can employ the gas which 
El Paso proposes to sell to it to replace fuel oil which it is now using in its 
plants in and about Los Angeles, California ; 

(7) The use of natural gas instead of fuel oil by Southern California Edison 
Company will tend to alleviate the smog condition in and about the Los Angeles 
area ; 

(8) The project proposed by El Paso in Docket No. G—12580 has been shown 
to be economically feasible ; 

(9) The construction and operation by El Paso Natural Gas Company of 
the facilities described in its application necessary to render service to Edison 
are or will be required by the present or future public convenience and necessity 
and a certificate therefor as provided by Section 7 (c) of the Act should be 
issued as hereinafter ordered upon the terms and conditions contained in this 
order which terms and conditions are reasonable and are required by the public 
convenience and necessity. 

(10) El Paso is with respect to the construction and operation of facilities 
described in its application in Docket No. G-12580 able and willing to do the 
acts and perform the services proposed and to conform to the provisions of the 
Natural Gas Act and to the requirements, rules and regulations of the Com- 
mission thereunder. The construction and operation of the facilities referred to 
in paragraph 9 and the sale of the additional volumes of natural gas to South- 
ern California Edison Company as proposed in Docket No. G-12580 are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(11) Public convenience and necessity require the general terms and condi- 
tions set forth in paragraphs (a), (b), (c), (c) (3), (ec) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should 
attach to the certificate hereinafter issued in Docket No. G—12580, and to the 
exercise of the rights granted thereunder, and that the time within which con- 
struction of the facilities authorized by this order shall be completed and in 
actual operation should be fixed at two years from the date on which this order 
issues. 


FEDERAL POWER COMMISSION 


ORDER 
Wherefore, it is ordered, subject to review by the Commission that: 
(A) A certificate of public convenience and necessity is hereby issued authoriz- 
ing El Paso to construct and operate the facilities proposed in Docket No. G- 
12580 in addition to those already authorized by the Commission all as more 
fully set forth in the application in this proceeding, and upon the terms and 
conditions of this order, but limiting sales of natural gas authorized herein 
not to exceed 100,000 Mcf per day. 

(B) The certificate authorized by paragraph (A) herein shall be accepted in 
writing and under oath by a duly authorized officer of El Paso within 30 days 
of the issuance of this order and the general terms and conditions set forth in 
paragraphs (a), (b), (c)(1), (¢)(8), (¢)(4) and (e) of Section 157.20 of 
the Commission’s Regulations shall attach to the issuance of the certificate and 
to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (c) of Section 
157.20 of the Commission’s Regulations is hereby fixed at two years from the 
date on which this order issues. 

SAMUEL BINDER, 
Presiding Examiner 
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APPENDIX II 


TABLE 1.—EI Paso’s Mesa Verde and Pictured Cliffs requirements 


(Average daily volume in millions of cubic feet at 14.73 psia and 60° F.) 


(2) | (3) (4) (5) (6) 


Mesa Verde and 
} | El Paso Mesa FPC Staff Pictured Cliffs 
El Paso’s Mesa] Verde supply | Supply from Mesa Verde requirements 
Verde gas | with Superior- | Superior-Aneth| and Pictured with Aneth- 
supply ! Aneth gas contract (2) Cliffs require- Superior gas 
available 2 — (3) ments 3 available, (5) 
— (4) 

















’ Sam, Reopened. Exh. 28-Z, p. 2, Ln. 58 included Aneth gas but not Superior Oil Co. contract in 
Aneth. 

2 G-12580, Reopened, Tr. p. 2479, Ln. 5. 

3 G-12580, Reopened. See Exhs, 45-Z, Col. 5 and 4$-Z, Col. 14, 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-18509 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 30, 1959) 


American Louisiana Pipe Line Company (Applicant), a Delaware corporation 
with its principal office in Detroit, Michigan, filed on May 11, 1959, an applica- 
tion in Docket No. G—18509, pursuant to Section 7 of the Natural Gas Act, for a 
certificate of public convenience and necessity authorizing the construction and 
operation of natural gas facilities, including compressor stations and treatment 
facilities, to enable it to take into its certificated main pipeline system natural 
gas which will be purchased from producers in the general area of its existing 
transmission system from time to time during the 12-month period following 
date of issuance of certificate authorization at a total cost not in excess of 
approximately $3,000,000, with the total cost of any single project being limited 
to $500,000, subject to the jurisdiction of the Commission, all as more fully set 
forth in the application which is on file with the Commission. 

Applicant represents that the filing will eliminate numerous certificate filings 
by Applicant during said 12-month period for the sole purpose of installing 
facilities to attach new supplies of gas to its system where expansions of its 
overall transmission system are not involved; and that the present proposal 
will augment Applicant’s ability to act with reasonable dispatch in contracting 
for and connecting to its pipeline system new supplies of gas in various pro- 
ducing areas generally coextensive with its system. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 18, 1959, respecting the matters involved in and the issues presented 
by the application. No appearance other than staff counsel was entered upon 
the record and no evidence offered in opposition to the granting of the applica- 
tion. Staff counsel moved orally at the hearing that the intermediate decision 
procedure be omitted and the Commission render a decision herein pursuant 
to Section 1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) The applicant herein is a “natural-gas company” within the meaning of 
the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, as an integral part of Applicant’s pipeline 
system, and the construction and operation thereof by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) The construction and operation of the facilities hereinbefore described 
are and will be required by the public convenience and necessity, and a certifi- 
cate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed, and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
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mission’s Regulations under the Natural Gas Act should attach to the certificate 
issued to Applicant herein, and to the exercise of the rights granted thereunder. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, within 60 days after the end of 
the 12-month period subsequent to the granting of authorization herein, a state- 
ment, under oath, showing by projects: (a) names of fields connected (b) esti- 
mates of gas supply attached (c) a description of the projects that have been 
constructed pursuant to the authorization granted hereunder during the 12- 
month period following date of certificate authorization (d) the location of 
said projects (e) the costs of the facilities constructed, and (f) the names of 
the independent producers involved together with the respective dates of the 
gas sales contracts and the docket numbers of the related producer certificate 
applications. 

(7) The authorization granted in the certificate referred to in paragraph (3) 
above should be limited to construction during the 12-month period following 
date of issuance of certificate authorization and the total expenditures for 
facilities authorized to be constructed in Docket No. G—18509 should not exceed 
a cost of $3,000,000 and no single project should exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not having 
been denied by the Commission, is granted pursuant to Section 1.30(c) (1) of 
said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing the applicant to construct and operate natural gas 
facilities for the purposes stated upon the terms and conditions of this order, as 
hereinbefore described, all as more fully described in the application filed in 
this proceeding. 

(B) The certificate issued in paragraph (A) above, is hereby conditioned 
and limited to include expenditures for construction during the 12-month period 
following date of issuance of certificate authorization and total extent of facili- 
ties authorized to be constructed by Applicant shall not exceed a cost of 
$3,000,000 and no single project shall exceed a cost of $500,000. 

(C) The general terms and conditions set forth in subparagraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to and become a part of the certificate granted by paragraph (A) 
hereof, and the exercise of the respective rights granted thereunder. 

(D) The applicant shall submit within 60 days after the end of the 12-month 
period subsequent to the granting of this authorization a statement under oath, 
showing by projects: (a) names of connected fieids; (b) estimates of gas supply 
attached; (c) the costs; (d) a description of the projects constructed; (e) 
locations of facilities construced pursuant to the authorizations granted herein, 
and (f) the names of the independent producers involved together with the 
respective dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., DOCKET NO. 
G-17839 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 30, 1959) 


Kansas-Nebraska Natural Gas Company (Applicant), a Kansas corporation 
with its principal place of business in Phillipsburg, Kansas, filed an application 
on February 13, 1959, and supplements thereto on March 9, and May 15, 1959, 
respectively, pursuant to Section 7 of the Natural Gas Act for a certificate of 
public convenience and necessity, authorizing the construction and operation of 
facilities subject to the jurisdiction of the Commission, all as more fully set 
forth in the application and supplements which are on file with the Commission. 
The facilities and cost are described as follows: 


Facilities 


1958 Construction 
Two Meter Settings, one near Edison, Nebraska, and one near 


Estimated cost 


RN NN ct seca ce alacant $2, 820 

1959 Construction 
1,000 additional HP-Holcomb Compressor Station._._...._--__-- 220, 000 
1,800 HP (new) Compressor Station near Quinter, Kansas___-_- 420, 000 
15.5 miles of 12-inch main line loop northeast of Phillipsburg_..._ 418, 200 


1960 Construction 
2,000 additional HP-Scott City Compressor Station 


Bh i hastened eis nahi a cetnn ataie gitvat mise baawtaecicias 1,486, 020 


Other field and general plant facilities are estimated to cost $2,591,500, making 
a total proposed investment of $4,077,520, which will be obtained by the sale of 
514 percent debentures. 

The facilities constructed in 1958 serve two alfalfa dehydration plants, which 
are operated during the summer months only and will have no effect on Appli- 
eant’s services to its existing customers and were constructed prior to the filing 
of this application. 

The facilities to be constructed in 1959 and in 1960 are situated on the 
southern part of Applicant’s main transmission system in southwestern Kansas, 
in close proximity to the Kansas Hugoton Gas Field which is Applicant’s main 
source of gas supply. 

The proposed facilities will permit additional volumes of Hugoton Kansas 
field gas to be delivered into western Kansas, as well as into central and north- 
ern Nebraska, to the various communities connected to Applicant’s system. 
They will enable Applicant to meet its estimated firm peak day demands through 
the 1962-63 heating season. 

Temporary authorization to construct the proposed 1959 facilities was granted 
to Applicant on July 27, 1959. 

Applicant’s gas supply is reasonably adequate for the proposed service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 16, 1959, respecting the matters involved in and the issues presented 
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by the application filed herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 

(1) Applicant, a Kansas corporation having its principal place of business in 
Phillipsburg, Kansas, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described, as more fully described in the appli- 
eation in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter issued to 
Applicant and to the exercise of the rights granted thereunder, and that the time 
within which the construction of the facilities authorized by this order should 
be completed and placed in actual operation should be fixed at 15 months from 
the date on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the natural gas 
facilities hereinbefore described, all as more fully described in the application 
and exhibits, as supplemented, in this proceeding upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 15 months from the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


LONE STAR GAS COMPANY, DOCKET NO. G-19314 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued November 30, 1959) 





On August 26, 1959, Lone Star Gas Company (Applicant) filed in Docket No. 
G-19314 an application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public convenience and necessity authorizing the construction and 
operation of various lateral pipelines and related facilities to enable Applicant 
to take into its certificated main pipeline system natural gas which it will 
purchase from producers in the general area of its existing transmission system 
from time to time during the calendar year 1960, at a total cost not in excess 
of $1,000,000, with the total cost of any single project limited to $250,000. 

The purpose of this budget-type application is to augment Applicant’s ability 
to act with reasonable dispatch in contracting for and connecting new supplies 
of gas in producing areas generally coextensive with its system. 

Applicant will finance the cost of its proposed facilities from funds on hand. 
No new or additional sales of gas are proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 17, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 





(1) Applicant, Lone Star Gas Company, a Texas corporation having its prin- 
cipal place of business in Dallas, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order of April 11, 1944, in Docket No. G-442 (4 FPC 565). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1960, as proposed by Applicant, are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before March 1, 1961, a 
statement under oath, showing by projects: (a) names of fields connected, (b) 
estimates of gas supplies of gas attached, (c) a description of the project or proj- 
ects that have been constructed pursuant to the authorization granted herein, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved together 
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with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction during 
the calendar year 1960, and the total expenditures for facilities to be constructed 
hereunder should be limited to $1,000,000, with no single project to exceed a cost 
of $250,000. 

(7) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (a) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act should attach to the certificate herein- 
after granted to Applicant and to the exercise of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 
The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Lone Star Gas Company to construct and operate the 
proposed facilities to take natural gas from producers thereof during the 
calendar year 1960, all as more fully described in the application in this pro- 
ceeding, upon the terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above shall be limited 
to construction during the calendar year 1960, and the total expenditure for 
facilities to be constructed hereunder shall be limited to $1,000,000, with no 
single project to exceed a cost of $250,000. 

(C) Applicant shall submit, on or before March 1, 1961, a statement under 
oath, showing by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted herein, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved together with the respective 
dates of the gas sales contracts and the docket numbers of the related producer 
certificate applications. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R, Connole, Arthur Kline and John B. Hussey. 


THE MANUFACTURERS LIGHT & HEAT 
COMPANY, DOCKET NO. G-—1933 


FINDINGS AND ORDER PERMiTTING AND APPROVING ABANDONMENT 


(Issued November 30, 1959) 


The Manufacturers Light and Heat Company (Applicant), a Pennsylvania 
corporation with its principal place of business in Pittsburgh, Pennsylvania, filed 
an application in Docket No. G—19331, on August 27, 1959, pursuant to Section 
7(b) of the Natural Gas Act, for permission and approval to abandon its 


McKinley Storage Field in Elk County, Pennsylvania, subject to the jurisdiction 
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of the Commission, all as more fully described in the application on file with 
the Commission. 

Applicant proposes to reclassify the facilities in the McKinley Field, the 
original cost of which is $262,850, from Storage Plant to Production Plant 
when the storage operation is completed; and to operate the wells thereafter 
as long as gas can be produced economically therefrom. 

The McKinley Storage Field was activated in 1940 for the purpose of serving 
the Bradford and Warren, Pennsylvania markets and consists of 4,237 acres 
and 55 producing wells. 

From 1940 to 1949 the maximum yearly injection was 368,606 Mcf, the 
maximum yearly withdrawal was 125,804 Mcf and the maximum shut-in pressure 
was 311 psig. 

The record shows that some gas has been migrating to Applicant’s protective 
wells and that the storage area and protective acreage would have to be 
greatly expanded in order to obtain closure and prevent migration of the 
injected gas. 

Applicant states it ceased injecting gas in November 1949 but has continued 
to withdraw stored gas since that time. The volume of stored gas in November 
1949 of 1,498,109 Mcf has since been reduced to 189,375 Mcf as of December 
31, 1958. Applicant estimates that the stored gas will be exhausted by J'une 
1, 1960. 

The record further shows that McKinley Storage is not now required to sup- 
ply the Bradford and Warren, Pennsylvania market requirements because the 
major part of such requirements are presently and will continue to be served 
with gas transported through the Sixty Trust Line from Applicant’s 16-inch 
Clinton County Line as certificated by the Commission in Docket No. G—9444. 
The abandonment and conversion of McKinley Field from storage to production 
will not cause any abandonment of service. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 17, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 
a decision pursuant to Section 1.30(c) (1) of the Commission’s Rules of Practice 
and Procedure. 


The Commission finds: 


(1) The Manufacturers Light and Heat Company, a Delaware corporation, 
having its principal place of business in Pittsburgh, Pennsylvania, is engaged in 
the transportation and sale of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, and is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities to be abandoned, as hereinbefore described and as more 
fully described in the application herein, are subject to the jurisdiction of the 
Commission, and abandonment of such facilities by Applicant is subject to the 
requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) Such abandonment by Applicant is permitted by the public convenience 
and necessity, and an order permitting and approving same should be issued 
as hereinafter ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record and, not. 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application in 
this proceeding, be and the same is hereby granted. 

(B) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. 
G-19022 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 30, 1959) 


On July 22, 1959, Transcontinental Gas Pipe Line Corporation (Applicant) 
filed in Docket No. G—19022 an application pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and necessity authorizing 
the construction and operation, during the 12-month period following any 
certificate authorization which may be issued, of field booster compression 
facilities and appurtenant equipment necessary to enable Applicant to take into 
its certificated pipeline system volumes of natural gas from presently connected 
fields, which volumes would otherwise be lost due to declining wellhead pressures 
and other production and operating problems, all as more fully set forth in the 
application. 

The total cost of the proposed facilities under this application is not to exceed 
$1,000,000 and Applicant has agreed to a limitation of $250,000 for any one 
installation. Funds will come from cash on hand or short-term bank loans. 

The purpose of the proposal under this application is to augment Applicant’s 
ability to render adequate service to its existing customers. 

On August 27, 1959, Applicant filed a request for temporary authorization to 
construct and operate two specific projects under this “budget-type”’ application, 
as follows: 

(1) A 350 horsepower compressor and appurtenant facilities in the Greta 
Field, Refugio County, Texas, at an estimated cost of $136,218, making a total 
of 1,230 horsepower at that location, and 

(2) A 110 horsepower compressor and appurtenant facilities in the Mission 
Bridge Field, Victoria County, Texas, at an estimated cost of $33,679. 

Temporary authorization for construction and operation of the foregoing two 
projects was granted to Applicant under date of September 18, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 17, 1959, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware 
corporation having its principal place of business in Houston, Texas, is a 
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“natural-gas company” within the meaning of the Natural Gas Act, as hereto- 
fore found by the Commission in its order of April 28, 1950, in Docket No. 
G-1277 (9 FPC 32). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commission, 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof as proposed by Applicant are required by the public con- 
venience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(5) The authorization granted herein should be limited to construction during 
the 12-month period following the date on which this order issues, and the total 
expenditures for facilities to be constructed hereunder should be limited to 
$1,000,000, with no single installation to exceed a cost of $250,000. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit within 60 days of the expiration 
of the authorization granted herein, a statement under oath showing by projects: 
(a) names of fields involved, (b) a description of the project or projects that 
have been constructed pursuant to the authorization granted herein, (c) the 
location of said project or projects, and (d) the costs of the facilities so 
constructed. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the certificate issued hereinafter and to the exercise of the rights granted 
thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.80(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Transcontinental Gas Pipe Line Corporation to con- 
struct and operate the facilities to take natural gas from producers thereof as 
proposed by Applicant, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above shall be limited to 
construction during the 12-month period following the date on which this order 
issues, and the total expenditures for facilities to be constructed hereunder shall 
be limited to $1,000,000, with no single installation to exceed a cost of $250,000. 

(C) Applicant shall submit within 60 days of the expiration of the authoriza- 
tion granted herein, a statement under oath showing: (a) names of fields in- 
volved, (b) a description of the project or projects that have been constructed 
pursuant to the authorization granted herein, (c) the location of said project or 
projects, and (d) the costs of the facilities so constructed. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the exercise 
of the rights granted thereunder. 
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NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-18633 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER ISSUING 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 1, 1959)* 


Syllabus 


. Assuming the examiner erred in mentioning farm income problem and USDA 
reports in determining benefits to public, the record supports the certificate 
without consideration of farm income. P. 972. 

. Third Circuit’s Consolidated Edison decision, concerning end use, does not 
foreclose Commission’s consideration of this case on the basis of standards 
heretofore applied in other cases. P. 972. 

3. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicant. 


Louise Powell, Justin R. Wolf, Charles A. Case, Jr., Lawrence I. Shaw, FP. Vin- 
son Roach, Daniel B. O’Brien, Jr. and W. A. Strauss for Northern Natural Gas 
Company. : 

Jerome J. McGrath, Walter F. Schulten, Robert E. Lee Hall, and Welly K. 
Hopkins for The National Coal Association, Fuels Research Council, Inc., United 
Mine Workers of America. 

Paul B. Walter and Robert L. Russell for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

This case is before us on exceptions filed by Fuels Research Council, Inc., 
National Coal Association and United Mine Workers of America (Coal inter- 
veners) and by staff counsel, to the initial decision of the presiding examiner 
issued herein on October 22, 1959. The presiding examiner’s decision would 
grant a certificate of public convenience and necessity under Section 7(c) of 
the Natural Gas Act (Act) authorizing Northern Natural Gas Company (North- 
ern), through its distributing arm Peoples Division, to construct and operate 
2.6 miles of 8-inch line and appurtenant facilities by which to sell and deliver 
natural gas to the Corn Belt Power Cooperative’s (Corn Belt) Wisdom Plant, 
now under construction near Spencer, Clay County, Iowa. As more fully set 
forth in the examiner’s decision, the gas would be sold under two contracts, one 
covering small volumes of firm gas not necessary to discuss here, and the other 
covering sales in 1960 of an estimated 1,256,000 Mcf of interruptible gas, after 
deducting anticipated curtailments, and in 1961, and several years thereafter, 
of 1,961,000 Mcf of interruptible gas, after deducting anticipated curtailments. 

The principal question raised by the Coal interveners’ exceptions is whether 
the public convenience and necessity require the certification of the facilities 
proposed to be constructed by Northern for the interruptible sale referred to 
above. The examiner, weighing the circumstances of this case, found that, 
inter alia, the effect of this proposal on Northern’s gas supply would be de 
minimis, that Northern and Corn Belt, and the latter’s customers, would benefit 
from it, and concluded that the requested authorization should be granted. 

The Coal interveners contend, first, that such small benefits as might be 
realized from the construction and operation of these facilities and from this 
sale would be outweighed by the wasteful use of this valuable natural resource, 


where coal is readily available and can be used with equal efficiency. Accord- 


*Initial decision appears on page 974. 
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ingly, the Coal interveners contend that the positive showing we have required 
to justify such a proposal has not been made. 

Second, the Coal interveners argue that the presiding examiner erred in 
mentioning, in connection with his finding that 30,000 farm families served by 
Corn Belt would save $5.70 annually on their electricity bills as a result of this 
proposal, that United States Department of Agriculture reports indicate that 
net farm income for 1959 is expected to be 10 percent less than in 1958 and that 
the income problem of farmers has long been of concern to the Department of 
Agriculture and Congress as well. 

Also, the Coal interveners take the position that although the Third Circuit 
Court of Appeals held in Consolidated Edison Company of New York v. F.P.C., 
Nos. 12908, et al., decided on November 3, 1959, that the Commission exceeded 
its authority in considering end use in that case, until such time as this matter 
is finally disposed of, the Commission should consider boiler fuel cases in the 
same manner as it has in the past. 

We conclude that the presiding examiner’s decision is correct in material 
particulars and should be adopted by the Commission as its decision in this case. 
The presiding examiner properly weighed the competing considerations of public 
convenience and necessity in this case and his findings with respect thereto, 
which are supported by substantial evidence, justify the issuance of the cer- 
tificate requested by Northern. The record does not show that the Coal in- 
terveners’ present situation will be worsened by granting this authorization ; 
in any event, the public benefits of this project outweigh its claimed detriments. 

Assuming that the examiner erred in looking at reports of the Department of 
Agriculture respecting farm income, this would not justify reversal of his 
decision. For in considering this case, we have excluded these reports from 
consideration, and are convinced that without relying on them, the record amply 
supports the certificate Northern seeks. 

The Third Circuit’s Consolidated Edison decision does not, we think, foreclose 
our considering the present case on the basis of the standards we have heretofore 
applied in other cases. Since the authorization sought by Northern is justified 
on the basis of the more rigorous standards, it is likewise justified if less 
rigorous standards are applied, and we so find. 

Staff counsel’s exceptions request that ordering paragraph (B) of the pre- 
siding examiner’s decision be modified in certain matters of form and also that 
maximum permissible daily deliveries under this certificate authorization be 
specified, consistent with the certificate application. These requests are reason- 
able and shall be granted in the findings and ordering paragraphs which follow. 


The Commission further finds: 





(1) Northern Natural Gas Company, a Delaware Corporation with its prin- 
cipal place of business located in Omaha, Nebraska, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as the Commission has heretofore 
found. 

(2) The facilities proposed to be constructed by Northern, as more fully 
described in its application filed herein, will be used and operated for the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Northern is able and willing properly to do the acts and to perform the 
service proposed in these proceedings, and to conform to the provisions of the 
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Natural Gas Act, and the requirements, rules and regulations of the Commission 
promulgated thereunder. 

(4) The construction and operation of the proposed facilities, as described by 
Northern in its application filed herein, are required by the present and future 
public convenience and necessity and a certificate therefor should be granted 
as hereinafter ordered and conditioned. 

(5) The public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (ce) (1), (¢) (38), (ce) (4) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the certificate issued Northern and to the exercise of the rights 
thereunder, and that the time within which the construction of the facilities 
authorized by this order should be completed and the facilities placed in opera- 
tion should be fixed at six months from the date of issuance of this order. 

(6) The volume of natural gas to be delivered by Northern to Corn Belt Power 
Cooperative should be limited to a maximum of 12,050 Mcf per day, of which not 
more than 50 Mcf shall be on a firm basis. 

(7) All material exceptions, arguments and objections not discussed herein 
have been considered but are without substantial support in the record or a 
reasonable basis in law and should be denied. The exceptions filed herein by 
Fuels Research Council, Inc., National Coal Association, and United Mine 
Workers of America should be denied, those of staff counsel granted. The 
presiding examiner’s initial decision issued herein on October 22, 1959, should, as 
modified by this order, be adopted by the Commission as of the date of issuance 
of this order, to constitute with this order its decision in these proceedings. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Northern Natural Gas Company authorizing it to construct and operate the 
facilities for the transportation of natural gas, subject to the jurisdiction of the 
Commission, for sale to the Corn Belt Power Cooperative’s Wisdom Plant, all as 
more fully described in Northern’s application in this proceeding, and upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (ce) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
Northern herein and to the exercise of the rights thereunder. 

(C) The time within which the facilities herein authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Act is hereby fixed at six 
months from the date of issuance of this order. 

(D) The volume of natural gas delivered by Northern to Corn Belt under 
this authorization shall not exceed 12,050 Mcf per day, of which not more than 
50 Mcf shall be on a firm basis. 

(E) The initial decision of the presiding examiner issued herein on October 
22, 1959, as modified by this order, is hereby adopted by the Commission as of 
the date of issuance of this order, to constitute with this order the Commission’s 
decision in these proceedings. 

(F) The exceptions filed to the examiner’s decision aforesaid by Fuels Re- 
search Council, Inc., National Coal Association, and United Mine Workers of 
America, are hereby denied. The exceptions filed by staff counsel are granted. 

556-711—64——64 
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DECISION 
UPON AN APPLICATION FOR A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 22, 1959) 


FRAZEE, Presiding Examiner: In this action the Northern Natural Gas Company 
(Northern) seeks a certificate of public convenience and necessity, pursuant to 
Section 7 of the Natural Gas Act, authorizing the construction and operation of 
2.€ miles of S-inch line, together with a measuring and regulating station, to 
enable it to sell and deliver natural gas, on both a firm and an interruptible 
basis, to the Cornbelt Power Cooperative (Cornbelt) for use at Cornbelt’s steam- 
electric generating plant, known as the Wisdom Plant, now under construction 
near Spencer, Clay County, Iowa. 

Northern’s application was filed on May 26, 1959, in Docket No. G-18633. The 
Commission by an order issued on July 29, 1959, fixed September 10, 1959 as 
the date for a non-contested hearing but provided that protests or petitions to 
intervene might be filed on or before August 28, 1959. 

On August 28, 1958, the Fuels Research Council, Incorporated, the National 
Coal Association and the United Mine Workers of America (Intervenors) jointly 
filed a petition to intervene, which was granted by the Commission in its Sep- 
tember 8, 1959 order herein. 

When the action was called for hearing on September 10, 1959 it was, because 
of the September 8, 1959 order permitting intervention, recessed to September 
29, 1959, on which date a formal hearing was convened and concluded. 

Cornbelt is a steam-electric generating and transmission cooperative serving 
twelve member distributing cooperatives in northern Iowa. These distributing 
cooperatives sell electricity to about 30,000 farms. Cornbelt’s Wisdom plant is 
being constructed to meet the increased demand for additional current by the 
distribution companies. It is to be operated as a base load station with an 
initial capacity of 33.000 KWS. Gas firing equipment has been installed at the 
Wisdom plant where operations are scheduled to commence about May 1, 1960. 

Cornbelt and the Peoples Division of Northern (Peoples) have entered into 
two contracts for the purchase and sale of natural gas for use at the Wisdom 
plant. One contract is for firm gas for space heating during the construction 
period. Also, during any period of emergency when the use of natural gas may 
be interrupted by Peoples then firm gas will be used for space heating, thawing 
coal cars in the coal car thawing pits, and for pilot fuel. Sales of firm gas were 
estimated at 1500 Mcf in 1959 and 2,500 Mcf in 1960. The other contract is for 
interruptible gas for the generation of electrical energy. A Cornbelt witness 
estimated the annual requirements for 1960 to be 1,497 MMcf and for 1961 to 
be 2,753 MMcf. A Northern witness, after deducting anticipated curtailments, 
estimated deliveries of 1,256 MMcf could be made in 1960 and 1,961 MMcf in 
1961, with interruptible deliveries for the years 1962 through 1964 estimated in 
the same amounts as for 1961. Cornbelt agrees to pay 33 cents per Mcf for the 
first one million cubic feet of interruptible gas per month and 28 cents per Mcf 
for all additional interruptible gas purchased during the month, with a minimum 
bill of not less than $330 per month. Under Northern’s presently effective FPC 
Gas Tariff its zone 3 commodity charge is 22.9 cents per Mcf. Should 
Northern’s zone 3 rate be changed then the rate to Cornbelt may be adjusted 
accordingly. 

If gas was not available at the Wisdom plant to produce steam to generate 
electricity then coal would be used. Approximately 124,000 tons would be re- 
quired annually. By using interruptible natural gas in the quantities herein 
estimated only 36,000 tons of coal would be required. Coal is a suitable fuel 
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for use at the Wisdom plant. Its delivered cost from the most economical 
source was estimated to be $8.18 per ton. The record shows the price of coal 
with a heat value equivalent to natural gas would be 36.75 cents. Approxi- 
mately 12,800 Btu’s are required to produce one KW of electricity. A Cornbelt 
witness testified his company would save $171,187.00 annually by using inter- 
ruptible natural gas instead of coal, which savings would inure to their con- 
sumers through fuel adjustment clauses in Cornbelt’s sales contracts. 

The proposed sales of natural gas, both firm and interruptible, by Northern 
to Cornbelt will produce substantial net revenue to Northern which, a Northern 
witness says, will assist Northern in defraying the cost of serving the firm 
requirements of its utility customers. This Northern witness also testified the 
off peak, interruptible, sale to Cornbelt would improve Northern’s system load 
factor by about three-tenths of one percent and thereby lower the system de- 
mand cost of gas transportation by about one cent per Mcf, all to the benefit of 
Northern’s firm utility customers. 

Cornbelt presently owns and operates seven diesel and one steam electric 
generating plants. The steam plant, located at Humbolt, Iowa, uses both coal 
and natural gas. The Wisdom plant will be an addition to present operating 
plants. At Humbolt and Wisdom dual fuels are, or will be, used—natural gas 
in the warm or summer months and coal in the cold or winter months. Corn- 
belt’s peak demand occurs during the winter months. 

The issue herein is whether Northern’s proposed naturai gas service to Corn- 
belt, on an interruptible basis for use as boiler fuel, and the construction and 
operation of the proposed facilities to render such service, are required by the 
present, or future, public convenience and necessity. 

The Commission said In the Matter of Northern Natural Gas Company, 1956, 
15 FPC 1634, 1635, a sale of this nature should be authorized only upon a 
positive showing that it is required by the public convenience and necessity 
and therein enumerated some of the many and diverse elements to be consid- 
ered, among which are the applicant’s gas supply, the price of gas to the 
purchaser, the impact of the sale on coal producing areas, the demand for the 
gas by purchaser, the estimated cost of the facilities proposed, and the benefits 
to the customers of the purchaser as well as to the seller. 

Northern, by its Exhibit 5, shows it controlled natural gas reserves on Decem- 
ber 31, 1958, in excess of 12.6 trillion cubic feet and that the proposed sale to 
Cornbelt would reduce its present reserve life index of 24.45 years by less than 
one-tenth of a year (tr. 29), a de minimis effect. 

The savings in fuel costs to Cornbelt from the use of interruptible natural 
gas are substantial and have heretofore been considered. Intervenors, in their 
brief, translate the $171,187.00 saving to Cornbelt, by the use of interruptible 
natural gas at its Wisdom plant, into a savings of $5.70 per year to each of 
Cornbelt’s 30,000 farm families. The most recent report of the United States 
Department of Agriculture indicates net farm income for 1959 is expected to 
be 10 percent less than in 1958, the third lowest since 1943. The income prob- 
lem of farmers has long been of concern to the USDA as well as to the Congress. 
A net savings on their electrical energy bills of $5.70 per year to each of 30,000 
Iowa farm families would be of benefit to them and in the public interest. 

This record is clear that both Northern and Cornbelt will effect economies in 
their operations, which will be passed on to their customers, by the issuance 
of a certificate of public convenience and necessity authorizing this construction 
and sale. This, the Commission said In the Matter of Mississippi River Fuel 
Corporation, 1953, 12 FPC 109, 111, is one of the important elements to be con- 
sidered in determining whether the public convenience and necessity require 
the authorization of a sale such as this. 
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The construction and operation of the Wisdom plant by Cornbelt will create 
a favorable impact on the coal producing area of Northern Missouri in that a 
new market for 36,000, or more, tons of coal annually will be established. 

There was uncontroverted evidence showing the facilities proposed by North- 
ern to be adequate for the service proposed and that the estimated cost of con- 
struction would be $93,100 which would be paid from current funds (Exhibits 
8 and 9). 

Northern, the applicant, has established on this record by a preponderance 
of the evidence the elements necessary to the issuance of a certificate of public 
convenience and necessity as requested in its application herein. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the record herein, and the briefs of the respective 
parties and intervenors, it is found and concluded that: 

(1) The Northern Natural Gas Company (Northern) is a Delaware Corpora- 
tion with its principal place of business located at Omaha, Nebraska. It is a 
“natural-gas company” within the terms of the Natural Gas Act as has hereto- 
fore been determined by this Commission, In the Matter of Northern Natural 
Gas Company, 1943, Docket No. G-280, 3 FPC 967. 

(2) The facilities proposed to be constructed by Northern, as more fully 
described in its application filed herein, will be used and operated for the trans- 
portation of natural gas in interstate commerce for resale, subject to the juris- 
diction of this Commission, and the construction and operation thereof are sub- 
ject to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Northern is able and willing properly to do the acts and to perform the 
service proposed to be rendered to the Cornbelt Power Cooperative (Cornbelt), 
and to conform to the provisions of the Natural Gas Act, and the requirements, 
rules and regulations of this Commission promulgated thereunder. 

(4) The construction and operation of the proposed facilities, as described 
by Northern in its application filed herein, is required by the present and future 
public convenience and necessity and an order should issue granting a certificate 
as hereinafter ordered and conditioned. 

(5) The public convenience and necessity requires that the general terms 
and conditions set forth in paragraphs (a), (b), (c)(1), (c) (8), (c) (4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act, including the Rules of Practice and Procedure, should also attach to the 
issuance of the certificate to Northern and to the exercise of the rights granted 
thereunder, and that the time within which the construction of the facilities au- 
thorized by this order should be completed and the facilities placed in operation 
should be fixed at six months from the effective date of this order. 

Wherefore, it is ordered, subject to review by this Commission that: 

(A) A certificate of public convenience and necessity is hereby issued to the 
Northern Natural Gas Company authorizing it to construct and operate the 
facilities described in its Docket No. G—18633 for the transportation and sale 
of natural gas on both a firm and an interruptible basis, in interstate com- 
merce for resale, to the Cornbelt Power Cooperative’s Wisdom plant located 
near Spencer, Iowa, all as more fully described in its application in this pro- 
ceeding, and upon the terms and conditions of this order. 

(B) The certificate of public convenience and necessity issued to the North- 
ern Natural Gas Company in paragraph (A) above shall be accepted in writing 
and under oath by a responsible official of that company within 30 days from 
the effective date of this order. 
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(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Rules and Regulations is hereby fixed at six 
months from the effective date of this order. 

(D) The certificate of public convenience and necessity herein issued to the 
Northern Natural Gas Company is not transferable and shall be effective only 
so long as Northern continues the acts or operations hereby authorized in 
accordance with the provisions of the Natural Gas Act, and the applicable 
rules, regulations and orders of this Commission. The general terms and con- 
ditions set forth in paragraphs (c)(1), (ce) (3), (c)(4), of Section 157.20 of 
the Commission’s Rules and Regulations under the Natural Gas Act, including 
the Rules of Practice and Procedure, shall attach to the issuance of the cer- 
tificate of public convenience and necessity herein issued to the Northern Nat- 
ural Gas Company, and to the exercise of the rights granted thereunder. 

(E) This order shall be effective on the date it is issued. 

Harry W. FRAZEE, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole; Arthur Kline and John B. Hussey. 


PAUL H. PEWITT, DOCKET NOS. G-11310 AND G-13194 
ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 
(Issued December 1, 1959) 
On November 4, 1959, Paul MH. Pewitt (Pewitt) tendered for filing Supplement 


No. 9 to his FPC Gas Rate Schedule No. 3, proposing a favored-nation rate 
increase of 1.33¢ per Mcf, from 13.27¢ to 14.6¢, for jurisdictional sales to Texas 
Eastern Transmission Corporation (Texas Eastern). An effective date of 
December 5, 1959, for the proposed increased rate is requested by Pewitt. By 
an order issued on October 30, 1956, in Docket No. G—11310, the Commission sus- 
pended until April 1, 1957, the increased rate proposed in Pewitt’s Supplement 
No. 6 to his FPC Gas Rate Schedule No. 3. By an order issued September 3, 
1957, in Docket No. G—13194, the Commission suspended until February 8, 1958, 
the increased rate in Pewitt’s Supplement No. 8 to FPC Gas Rate Schedule No. 3. 
Neither supplement has been put in effect so that the underlying rate of 13.27¢ 
per Metf is still in effect. 

Concurrently with his filing of November 4, 1959, Pewitt submitted an Offer of 
Settlement pursuant to Section 1.18(e) of the Commission’s Rules of Practice and 
procedure. 

In his Offer of Settlement Pewitt states that in consideration for accepting the 
proposed increased rate and charge, without suspension, and for terminating the 
suspension proceedings in Docket Nos. G—11310 and G—13194, Pewitt would agree 
to eliminate from his contract comprising his FPC Gas Rate Schedule No. 3, as 
amended, the favored-nation and price redetermination clauses and substitute 
1.0¢ per Mcf periodic escalation increases in November 1963, November 1968, and 
November 1973 for the present 0.2¢ per Mcf annual escalation. 

In support of his Offer of Settlement, Pewitt states that the subject contract 
was negotiated at arm’s length, and the proposed rate and charge is below the 
price under currently negotiated contracts in the same area. Pewitt also states 
that the favored-nation and the price redetermination clauses were important ele- 
ments of consideration required for the long-term commitments of his gas 





978 FEDERAL POWER COMMISSION 


reserves to the performance of his contracts; and that the clauses provided the 
seller with a means of protecting himself against inflation and the increased 
valuation of the gas during the term of the contract. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in the 
event the offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the offer. None of Texas Eastern’s cus- 
tomers have petitioned to intervene in these proceedings or indicated to the Com- 
mission opposition to the Offer of Settlement. 

In our judgment, settlement of these cases in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. Pewitt is proposing to eliminate any favored- 
nation and price redetermination clauses in his contract with Texas Eastern 
involved herein, to waive all his future rights and benefits thereunder and to 
convert the annual escalation now provided in the contracts to a periodic 1.0¢ 
per Mcf escalation in November 1963, November 1968 and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Texas 
Eastern, as well as customer companies of the time and expense which might be 
necessary to the conduct of a formal hearing in such a rate case as might other- 
wise arise under the two clauses. The resulting stability in gas costs would be 
welcome to all segments of the natural-gas industry. Furthermore, freeing the 
Commission from the need of considering such a proposed increase would enable 
us to concentrate our efforts on other rate cases and other matters having possibly 
more serious consequences for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Pewitt under the periodic escalation provisions or otherwise. 


The Commission finds: 


(1) The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Pewitt with 
the Commission on November 4, 1959, and in the Appendix * to this order, is in the 
public interest and appropriate to carry out the provisions of the Natural Gas Act 
and should be approved by the Commission and made effective as hereinafter 
ordered. 

(2) Good cause exists for terminating the proceedings in Docket Nos. G—11310 
and G—13194 for accepting for filing Supplement No. 9 to Pewitt’s FPC Gas Rate 
Schedule No. 3 and for permitting said supplement to become effective on De- 
cember 5, 1959, without obligation to refund; subject, however, to the terms and 
conditions of the Offer of Settlement as herinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Pewitt November 
4, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Pewitt shall execute with Texas Eastern, in accordance with the Ap- 
pendix attached hereto, an amendment to their Gas Purchase Contract dated 
July 7, 1947, filed with the Commission as their FPC Gas Rate Schedule No. 3. 

(C) Pewitt shall, within 30 days from the date of issuance of this order, file 
with the Commission as supplement to his FPC Gas Rate Schedule No. 3, under 
Part 154 of the Commission’s Regulations under the Natural Gas Act, the exe- 
cuted agreement with Texas Eastern required by Paragraph (B) above. 

(D) The proposed increased rates contained in Supplement No. 9 to Pewitt’s 
FPC Gas Rate Schedule No. 3, is hereby permitted to become effective as of De- 


*Omitted in printing. 
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cember 5, 1959, and the proceedings in Docket Nos. G—11310 and G—131% are 
hereby terminated: Provided, however, that Pewitt make a satisfactory filing in 
accordance with paragraph (C) above. 

(E) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings, which are presently being 
heard, or in any other proceeding now pending or hereinafter instituted by or 
against Pewitt. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. v. United States, 138 PF. 
Supp. 411.) 


TEXAS ILLINOIS NATURAL GAS PIPELINE COMPANY, DOCKET NOS. 
G-14829, G-17004; UNITED CITIES GAS COMPANY, DOCKET NO. 
G-16215; SHELL OIL COMPANY, DOCKET NO. G-16766; HORACE C. 
HARGRAVD, ET AL, DOCKET NOS. G-17085, G-17036; SOUTH TEXAS 
NATURAL GAS GATHERING COMPANY, DOCKET NO. G—17050; SUNRAY 
MID-CONTINENT OIL COMPANY, DOCKET NO. G—17051; UNION PRO- 
DUCING COMPANY, DOCKET NO. G-17087; ROY H. BETTIS AND G 
FREDDRICK SHEPHERD, DOCKET NO. G-17091. 


ORDER AFFIRMING AND ADOPTING EXAMINER'S DECISION 
(Issued December 1, 1959) * 
Syllabus 


. The primary criterion for determining whether a pipeline whose reserves 
appear to have fallen to or below minimum standard should be allowed to 
expand its service is the overall improvement of the pipeline’s supply sit- 
uation. P. 980. 

2. Considering all necessary elements, in light of Catco, and subsequent Commis- 
sion decisions, proposed initial producer prices are sustained by the evi- 
dence. P. 981. 

. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 


Commissioner Connole concurring in part and dissenting in part. 

Kenneth W. Wagner and Lowell Sachnoff for Texas Illinois Natural Gas Pipe- 
line Company. 

Oliver L. Stone and Joseph C. Spalding for Shell Oil Company. 

Jack Ware and Bradford Ross for Horace C. Hargrave, Roy H. Bettis and 
Frederick Shepherd, and South Texas Natural Gas Gathering Company. 

Sherman Poland for United Cities Gas Company. 

James C. Denton, Jr. and Dale BF. Doty for Sunray Mid-Continent Oil Company. 

Saunders Gregg, Frank O. Looney and Join T. Guyton for Union Producing 
Company. 

L. BE. Frazier, Jr., Leon M. Payne and Robert L. Bradley for Coastal Trans- 
mission Corporation. 

Barbara M. Suchow and Kent H. Brown for New York Public Service 
Commission. 

Justin A. Stanley, Richard G. Ferguson and Robert A. Helman for Northern 
Illinois Gas Company. 


*Initial decision appears on p. 982. Rehearing denied by order issued Jan 
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Richard M. Merriman, Peyton G. Bowman, III, and S. F. Moody for the Cities 
of Pinckneyville and Bethany, Illinois and Perryville, Missouri. 

Q. P. Dorschel, Robert 8S. Hunt and James M. Van Vliet for Illinois Power 
Company. 

John Paul Geneau and Robert L. Russell for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On August 25, 1959, the presiding examiner in these Section 7 proceedings, 
issued an initial decision subject to review by the Commission authorizing Texas 
Illinois Natural Gas Pipeline Company (Texas Illinois) to construct the neces- 
sary facilities to increase its daily design sales capacity from 504,000 Mcf of 
gas per day to 524,000 Mcf per day. His decision also authorized South Texas 
Natural Gas Gathering Company (South Texas) to construct and operate the 
gathering facilities necessary for the purchase and delivery of an average of 
30,000 Mcf per day of gas to be sold to Texas Illinois. In addition six producer 
applications received authorizations, five for sales to South Texas and one for 
a sale to Texas Illinois through facilities to be constructed in part by Texas 
Illinois and operated by South Texas. Texas Illinois will sell the additional 
20,000 Mcf per day in part to its existing customers in the Chicago area and in 
part to twelve communities located along its pipeline in Missouri and Illinois. 

The examiner issued certificates to the producers without the imposition of 
any conditions. In Docket No. G—17051, Sunray Mid-Continent Oil Company 
(Sunray) sought a certificate limited in time to the term of its contract with 
South Texas but has not excepted to the examiner’s conclusion that the cer- 
tificate issued to Sunray be unlimited as to time since Sunray had failed te 
justify the issuance of a certificate of limited duration. The only exceptions 
to the examiner’s decision were filed by the Commission staff (staff). 

Upon consideration of the evidence of record in these proceedings, the briefs 
filed, the examiner’s decision and staff exceptions thereto, we are of the opinion 
that the examiner’s decision should be adopted as our own. 

Staff exceptions are first directed to the examiner’s findings that Texas IIli- 
nois has a sufficient gas supply to support the proposed additional sales. The 
examiner made no specific finding as to the actual number of years for which 
Texas Illinois has a sufficient supply but he did find that the supply met our 
minimum standards. By comparing and extending the expected requirements of 
Texas Illinois and its present dedicated reserves, staff attempts to show that 
our minimum supply requirements have not been met. 

The primary criteria for determining whether a pipeline whose reserves appear 
to have fallen to or below our minimum standard should be allowed to expand 
its services is the overall improvement of the pipeline’s supply situation. The 
record shows that with the purchases herein proposed, and including the addi- 
tional service herein proposed, Texas Illinois has substantially improved its 
system-wide supply situation relative to its overall requirements. The 45,000 
Mef per day for 20 years made available by the purchases herein authorized will 
add at least one year to the deliverability of the Texas Illinois system as ex- 
panded by this authorization. This in itself represents a substantial improve- 
ment and tends to support the examiner’s finding that Texas Illinois’ supply 
situation meets our minimum standards. 

The record further indicates that Texas Illinois has successfully followed a 
policy of purchasing its annual requirements under short term contracts, al- 
though staff questions the accuracy of the requirement estimates used. Based 











FEDERAL POWER COMMISSION 981 


on the assumption that the additional gas made available in the area served by 
Texas Illinois through the certification of Northern Natural Gas Company in 
Docket No. G—14697, 21 FPC 537, and Midwestern Gas Transmission Company, 
in Docket No. G—16841, 21 FPC 653, would tend to reduce Texas Illinois’ require- 
ments, the examiner apparently used the lowest estimate of requirements sub- 
mitted by Texas Illinois. Staff shows a result determined by the use of several 
different requirement figures but not from the lowest figure of 473,178 Mcf per 
day. The statement by the examiner that staff used “non-existent figures” ap- 
pears to be incorrect. However, we cannot agree that the examiner was wrong 
in using the lowest figure, which represents the firm service demands, and we 
will not therefore, reverse his findings as to the gas supply issue.” 

No exceptions have been taken to the proposed sales by Horace C. Hargrave, 
Union Producing Company, Roy H. Bettis or Sunray, and the only producer 
sale which staff questions is that of the Shell Oil Company (Shell) to Texas 
Illinois. The initial price proposed by Shell is 18¢ per Mcf, including taxes, 
processing, compression, and delivery to a central point, of 15,000 Mcf per day 
from the Javelina, North Rincon and Arkansas City fields in Texas Railroad 
District number 4. The examiner, in finding that the evidence sustained the 
proposed price, considered the Supreme Court decision in Atlantic Refining 
Company v. Public Service Commission, 360 U.S. 378, and our decisions based 
on that case. (South Georgia Natural Gas Company, et al., Op. No. 325, issued 
August 7, 1959, 22 FPC 211; Teras Gas Transmission Corporation, et al., Op. 
No. 327, issued August 10, 1959, 22 FPC 378.) 

The examiner’s findings are sustained by substantial evidence in the record 
and there is clearly no necessary element in respect to initial producer prices 
which he failed to consider. We see no necessity therefore, for disturbing the 
examiner’s extensive findings and conclusion granting Shell’s proposed sale 
without a price condition. 


The Commission further finds: 


(1) The initial decision of the presiding examiner, issued herein on August 
25, 1959 should be adopted as the decision of the Commission as of the date of 
issuance of this order. 

(2) The exceptions to the initial decision of the presiding examiner should 
be denied. 


The Commission orders: 


(a) The initial decision of the presiding examiner, issued herein on August 
25, 1959 is hereby adopted as the decision of the Commission as of the date of 
issuance of this order. 

(b) The exceptions to the initial decision of the presiding examiner are 
hereby denied. 

Commissioner Connole concurring in part and dissenting in part stated: I dis- 
sent to the order in Docket No. G—16766 re Shell Oil Company because there 
has been an inadequate record made on which to conclude that the public 
convenience and necessity requires the sale at these prices in this area. How- 
ever, the Commission has certificated that sale and I am bound by that action 
and, on that basis, concur in the conclusions respecting adequacy of supply. 
Accordingly, I concur in the order insofar as it certificates Texas Illinois. 


+ As the examiner found no more than the required minimum gas supply, any further 
expansion of its system proposed by Texas Illinois will, of course, have to be supplemented 
by a full showing of its system-wide reserves and continued improvement of its supply 
relative to its requirements. 
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DECISION 
APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE 


(Issued August 25, 1959) 























UPON AND NECESSITY 





WoopaL., Presiding Examiner: Texas Illinois Natural Gas Pipeline Company 
(Texas Illinois) owns and operates a 30-inch pipeline having its origin in the 
prolific gas producing areas of the Gulf Coast of Texas and extending through 
the States of Arkansas and Missouri to a point near Joliet, Illinois. Applicant’s 
pipeline system was constructed and placed in operation in 1951, pursuant to Com- 
mission authority granted at Docket Nos. G—1246 and G—1477 with an initial 
daily design sales capacity of 374,000 Mcf. In 1953 Applicant’s system capacity 
was expanded under certificate issued in Docket No. G-1914 to its presently 
authorized daily design sales capacity of 504,000 Mcf per day. Texas Illinois 
currently transports and sells gas for resale to three local utilities serving the 
Chicago Metropolitan area. The Peoples Gas Light and Coke Company (Peoples), 
Northern Illinois Gas Company (Northern Illinois) and Northern Indiana Public 
Service Company (NIPSC), and to twelve local distributing utilities and mu- 
nicipalities in Illinois and Missouri downline of the Chicago area and adjacent 
to its pipeline system. Texas Illinois also sells gas to its affiliates, Natural Gas 
Pipeline Company of America (Natural) for resale by that company to its 
“downline” customers and to Natural Gas Storage Company of Illinois (Storage 
Company) for use as cushion and operational gas. 

In its application at Docket No. G—14829 filed April 7, 1958, Texas Illinois 
proposes to increase the daily design sales capacity of its system by 20,000 Mcf to 
a total daily system capacity of 524,000 Mcf by adding one additional 2,000 horse- 
power engine at each of eight existing compressor stations. 

Since the filing of its application at Docket No. G—14829 over a year ago, 
Texas Illinois has executed several long-term gas purchase contracts, two of 
which are specifically involved in these proceedings. 

One of these is a contract with South Texas Natural Gas Gathering Company 
(South Texas), the applicant in Docket No. G—17050, for the sale and purchase 
of an average daily quantity of 30,000 Mcf of gas to be delivered by South Texas 
to Texas Illinois at the latter’s existing La Gloria area meter station near the 
south end of the system (Item M). 

The other contract is with Shell Oil Company (Shell), the applicant at Docket 
No. G—16766 (Item F), for an initial average daily quantity of 15,000 Mef of gas 
to be produced from its reserves in the Javelina, North Rincon and Arkansas 
City fields and delivered to Texas Illinois at centrally located points in those 
fields (Item J). 

Texas Illinois filed its application at Docket No. G-17094 for such authoriza- 
tion, if any, as may be required for the construction of about 10 miles of 8-inch 
pipeline extending from the Javelina-Rincon area to a connection with the pro- 
posed gathering system of South Texas. The contract between Texas Illinois and 
South Texas provides for the operation by South Texas of the 10 miles of pipe- 
line and for the transportation by South Texas of the gas to be purchased by 
Texas Illinois from Shell and the delivery thereof to Texas Illinois at its existing 
La Gloria meter station. No additional facilities will be required at La Gloria 
for the receipt of the South Texas and Shell gas. 

On November 26, 1958, South Texas, pursuant to Section 7 of the Natural Gas 
Act, filed its application for a certificate of public convenience and necessity at 
Docket No. G-17050 (Item K). On the same date it filed a study supporting its 
application (Item N). On March 23, 1959, South Texas supplemented its appli- 
cation in response to the Commission’s letter to all applicants dated February 17, 
1959 (Item L). 
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By order dated February 20, 1959, the Commission consolidated the South 
Texas application with applications filed by Texas Illinois at Docket Nos. 
G-—14829 and G-—17094, and with six producer applications. On February 28, 
1959, the Commission issued a temporary certificate to South Texas. 

By its application South Texas seeks authorization for its sale of gas to 
Texas Illinois, and for the transportation and delivery of gas purchased by 
Texas Illinois from Shell, all such service pursuant to the terms of an agreement 
between South Texas and Texas [Illinois dated November 1, 1958 (Filed as 
South Texas’ FPC Gas Rate Schedule No. 1—Item M). 

Under its contract with Texas Illinois, South Texas will sell and deliver gas 
purchased from various producers in the North Monte Christo and Shepherd 
fields in Hidalgo County, Texas, in volumes as therein provided with an initial 
contract quantity of 30 million cubic feet per day, provided that Texas Illinois 
may vary its daily rates of take not to exceed 3344 percent above or below the 
“contract quantity.” South Texas also will transport gas from central points 
in Javelina, Arkansas City, and North Rincon fields in Hidalgo and Starr Coun- 
ties, Texas, which gas is purchased by Texas Illinois from Shell, and will deliver 
said gas to Texas Illinois in volumes up to an average of 30 million cubic feet 
per day with the right on the part of Texas Illinois to increase or decrease 
above or below the 30 million contract quantity by 33144 percent in any one day. 

South Texas was formed to engage in the gathering of scattered small re 
serves of natural gas in the South Texas area, where many small fields exist, 
some of which have only one well. 

Jurisdiction 

The facilities proposed herein by the respective applicants are subject to the 
jurisdiction of this Commission. The 10-mile lateral proposed to be constructed 
by Texas Illinois which has been referred to as a gathering facility, in fact 


transports gas in interstate commerce. Being owned by Texas Illinois and oper- 
ated for it for a price it requires certification. 


Cost of Facilities 

The estimated cost of the eight 2,000 horsepower engines proposed by Texas 
Illinois at Docket No. G—14829 is $3,915,000 (Exhs. 7 and 25). All of the 
engines have been purchased and paid for and are now at the station sites 
(Burlingame, Tr. 386). The estimated cost of the 10-mile gathering line at 
Docket No. G—17094 is $234,700 (Exh. 26). 

The facilities proposed by Texas Illinois are adequate for the proposed service 
and are soundly designed. The estimated costs of construction include allow- 
ances for contingencies, engineering, administrative and general expenses, and 
interest during construction, and are based on actual cost experience of Texas 
Illinois in constructing similar facilities. The estimates of cost are uncon- 
troverted and are found to be reasonable. 

Executive Vice President Burlingame of Texas Illinois testified that the 
10-mile lateral connecting Texas Illinois’ system to South Texas’ gathering sys- 
tem is the most economical and feasible method of transporting the Shell gas 
to Texas Illinois (Tr. 525-527). He also estimated that construction of all 
facilities could be completed within 120 days after certification (Tr. 386). 

The cost of the facilities proposed by South Texas is estimated at $4,297,694. 
They are adequate for the proposed service and construction thereof under 
temporary certification was almost complete at the time of hearing. 

South Texas is a wholly-owned subsidiary of Coastal States Gas Producing 
Company (Coastal States). As of June 30, 1958, Coastal States operated di- 
rectly and through subsidiary corporations 24 gas gathering systems and pro- 
duces and sells natural gas, crude oil and condensate from properties located 
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principally in South Texas. As of that date, the total assets of Coastal States 
and its subsidiary companies aggregated more than $16 million, which included 
a net plant investment of more than $12 million. The consolidated capitali- 
zation consisted of more than $8 million of long-term debt and $6 million of 
stockholders’ investment in common stock and surplus. The capitalization of 
South Texas is to consist of approximately 25 percent common equity and 75 
percent long-term notes. The parent company will hold the common stock and 
long-term notes bearing 6 percent interest will also be purchased by Coastal 
States to furnish funds for construction purposes. 

A map showing the location of the gathering system is attached as Exhibit 
A to the application of South Texas filed November 26, 1958 (Item K). The 
point of delivery to Texas Illinois is the La Gloria station of Texas Illinois’ 
pipeline located near the southern border of Jim Wells County, Texas (Tr. 233). 
South Texas’ proposed gathering system will consist of 108 miles of pipeline 
running southward from La Gloria approximately to the Mexican border hav- 
ing the following segments: 

(1) 38 miles of 20-inch line toa point near Kelsey. 

(2) 23 miles of 20-inch line toa point near Javelina. 

(3) 914 miles of 16-inch line to Monte Christo. 

(4) 15 miles of 14-inch line from Monte Christo to a point on the system 
called “Junction 1.” 

(5) 13 miles of 14inch line from “Junction 1” to “Junction 2.” 

(6) 4 miles of line from “Junction 2” to Shepherd near the Mexican 
border. 

(7) 5% miles of 10%4-inch line is a spur running northward from Monte 
Christo to North Monte Christo. 

Texas Illinois will construct the 10-mile lateral from central points in the 
Javelina, North Rincon and Arkansas City fields to a junction with South Texas’ 
gathering system which lateral South Texas will operate for Texas Illinois. 
Shell will construct the necessary field facilities to bring the gas to central 
points in each of the three fields and will provide the necessary compression 
and dehydration of the gas. 

Gas Supply 


South Texas will receive delivery of the gas to be sold to Texas Illinois from 
the various producers at central points on the leases. It has five contracts for 
the purchase of gas from producers as follows: 

Horace C. Hargrave, et al. (Hargrave) at Docket Nos. G—17035 and G—17036; 
Sunray Mid-Continent Oil Company (Sunray) at Docket No. G-17051 ; Union Pro- 
ducing Company (Union) at Docket No. G—17087; and Roy H. Bettis and G. 
Frederick Shepherd (Bettis) at Docket No. G—17091. 

The gas purchased from these producers is dedicated for service to Texas 
Illinois in the total amount of 240 billion cubic feet of gas to be delivered at a 
rate of 30 million cubic feet a day with a swing of one-third (Tr. 342-343). 
However, the dedicated reserves have a greater deliverability in the early years 
of their production and an average rate of delivery of 33 million cubic feet a day 
was used in the development of the 3-year forecast of earnings (Exh. 37). 

The geological exhibit (Exh. 36) as amended by the testimony of its sponsor, 
Mr. Ira Brinkerhoff, shows that the reserves dedicated to South Texas will 
deliver 30 million cubic feet per day for the entire 20 years of the contract and 
33 million cubic feet per day “wouldn’t last quite 20 years.” Since the exhibit 
was prepared there have been additional wells drilled which extend the field on 
the dedicated acreage and which will add to the reserves. Furthermore, there 
is much drilling activity in the area which is prolific in gas reserves (Tr. 194- 
201, 221-222, Exh. 36). 
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Shell supported the gas supply dedicated to Texas Illinois by substantial, 
competent evidence of reserves, which stands uncontradicted by any evidence. 

The Staff introduced no evidence regarding gas supply, availability or deliver- 
ability. By using the uncontroverted facts and figures testified to by the 
geological witnesses, the brief of Staff counsel presents extended computations 
and projections upon hypotheses which the brief proposes. The uncontroverted 
evidence establishes the following facts regarding gas supply available to Texas 
Illinois: 

The estimates of gas supply of Texas Illinois of record herein were presented 
by competent and qualified witnesses. No other or contradictory evidence was 
introduced. There is no dispute of significance presented by the Staff’s compu- 
tations because the Staff tests the life of gas reserves by non-existent figures of 
estimated annual requirements of Texas Illinois without any contra evidence. 
The Staff refused to accept the uncontradicted estimates of sales requirements 
testified to by a qualified and competent witness for Texas Illinois, which were 
made by him on the assumption (that has since proved to be correct) that the 
three major customers of Texas Illinois would receive substantial volumes of gas 
from Northern Natural Gas Company (Northern) as proposed in Docket No. 
G-14697 and from Midwestern Gas Transmission Company (Midwestern) as 
proposed in Docket No. G-16841. These sales by Northern and Midwestern have 
now been certificated by order issued Jn the Matters of Northern Natural Gas 
Company, Docket Nos. G—14697 et al., April 23, 1959 (50,000 Mcf/d)—21 FPC 537; 
and by order issued In the Matters of Midwestern Gas Transmission Company, 
Docket Nos. G—16841 et al., May 12, 1959 (60,000 Mcf/d)—Opinion No. 320, 21 
FPC 653. Of course, the Commission will take notice of its own actions as 
reflected in its own orders certificating the sales above mentioned, which facts 
render the lower estimates of annual requirements of Texas Illinois, which Staff 
counsel refused to use, the correct figures of annual requirements of Texas 
Illinois in evidence with which to test the life of the gas reserves. Staff coun- 
sel further erroneously measures the life of gas reserves against volumes of gas 
requirements which include projections of interruptible sales of gas by Texas 
Illinois for which there is no evidence of record. The testing of reserves against 
system requirements, of course, means system requirements as measured by firm 
contract demands as Staff counsel well knows the Commission has repeatedly 
held. (See discussion in Texas Illinois’ Reply Brief). The uncontroverted evi- 
dence of requirements and tariff restrictions refutes the hypothesis regarding the 
projection of interruptible sales. 

It is found that the uncontroverted evidence of record establishes that Texas 
Illinois will have an available, dedicated and deliverable gas supply adequate 
to perform the proposed service herein. The life indices of deliverable gas sup- 
ply established by uncontroverted evidence and the exclusive evidence of record 
herein meet the standards and are within the limits established by this 
Commission. 

Financing 


South Texas has already completed the construction of its proposed facilities 
under the temporary certificate with funds provided by its parent company. No 
question with respect to its ability to finance exists. The ability of Texas Illinois 
to finance its proposed facilities has not been questioned. The compressor 
engines proposed to be installed by Texas Illinois have already been purchased 
and paid for and are on location. Uncontroverted evidence establishes that 
Texas Illinois can finance its proposed facilities. 

Texas Illinois has contracted to purchase the volumes of gas to be gathered 
and delivered to it by South Texas and the market requirements of Texas 
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Market Requirements 


Illinois measure the public need for the producers’ gas herein involved. Texas 
Illinois proposes to reserve 6,500 Mcf/d for sale to interveners herein for service 
to new towns and cities if such sales are certificated and proposes to sell for 
resale the balance of the 20,000 Mcf/d to existing customers. The four prin- 
cipal existing customers which serve the City of Chicago and that general area 
are Natural, Peoples, Northern Illincis and NIPSC. In addition, Texas Illinois 
delivers gas to Storage Company. The need for additional gas supplies to 
meet the increasing requirements and to enable the distribution companies to 
render adequate service in the Chicago area has long been recognized by this 
Commission in numerous certificate proceedings. The uncontroverted estimates 
of the future firm and annual requirements of the existing customers were 
presented in evidence by the Sales Manager of Texas Illinois. He is a com- 
petent and expert witness. In Exhibit 12 he estimates the maximum daily 
contract demand of the existing customers assuming there will be no pur- 
chases by them from other sources than Texas Illinois and Natural. The esti- 
mates are based upon 1958 actual sendout figures. In Exhibit 13 he estimates 
the maximum demand of existing customers assuming the receipts of gas by 
Northern Illinois from Northern and Midwestern, as heretofore applied for, 
which purchases have now been authorized. 

Three communities—the Village of Bethany, Illinois, the City of Pinckney- 
ville, Illinois and the City of Perryville, Missouri—again seek gas herein from 
Texas Illinois. Texas Illinois is willing and able to supply the third-year re- 
quirements of 934 Mcf/d for Bethany, 1,476 Mcf/d for Pinckneyville and 2,036 
Mef/d for Perryville (Initial Brief, p.4). The testimony of the Sales Manager, 
Altenbern (Exh. 1, p. 4), supports the adequacy of the reservation of gas for 
the new towns adjacent to the Texas Illinois pipeline south of the Chicago area 
that have heretofore requested service and presented evidence of their gas 
requirements In the Matter of Natural Gas Pipeline Company of America, et al., 
in Docket No. G—9966, et al., in which proceeding the Presiding Examiner found 
that these community projects were feasible and recommended service of them 
by Texas Illinois, which service was prevented by the abandonment by Texas 
Illinois of the expansion program therein proposed (order issued November 7, 
1958, 20 FPC 694). Staff counsel states that these municipal projects appear 
to be economically and financially feasible (Brief, pp. 2-4). The uncontra- 
dicted evidence is competent and reasonable and support the finding of market 
need and feasibility. 

Illinois Power Company (Illinois Power) also seeks the third-year require- 
ments of 1,267 Mcf/d for the seven Illinois communities of Breese, Trenton, 
Aviston, Beckemeyer, Odin, Mansfield and Mahomet, which service the Staff’s 
brief states appears to be feasible. United Cities Gas Company (United Cities), 
Docket No. G—-16215, seeks an order requiring Texas Illinois to sell and deliver 
gas to it for service in Vandalia, Illinois. Texas Illinois proposes to increase 
deliveries to United Cities from 1,024 Mcf/d only to 1,221 Mcf/d, although 
ceeding 1,800 Mcf/d. On the peak day of 1958—February 16—the sendout was 
2.139 Mcf and on the peak day of 1959—January 4—it was 2,274 Mecf. But 
United Cities only requests 1,800 Mcf/d herein, which request is approved. 

The total maximum daily demand of these enumerated third-year require- 
ments for these towns and cities is 6,489 Mecf. Texas Illinois’ estimates (Exh. 
13) include 1,221 Mcf/d for United Cities and 6,500 Mcf/d as a reservation for 
the other new community services making a total of 7,721 Mecf/d available under 
Texas Illinois’ proposal. The order herein will be conditioned upon Texas 
Illincis making the foregoing sales and deliveries for these new towns totaling 
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6,489 Mcf/d for the third-year requirements, The balance of the 20,000 Mcf/d 
will be available for sale to existing customers. 

The exhibits setting forth estimates of requirements of existing customers are 
supported by the experience of the Applicant and such estimates are uncontro- 
verted and are found to be reasonable. Staff counsel concedes that Texas 
Illinois needs the gas supply herein involved (Brief, p. 22). It is, therefore, 
found that there is a market demand for the additional gas which Texas Illinois 
proposes to sell and deliver. 


Economic Feasibility 


The uncontroverted evidence establishes that the projects herein proposed 
are economically feasible and that the proposed acquisition of additional gas 
by Texas Illinois at the contracted prices will not require any increase in rates 
beyond those now on file with this Commission. The estimates of revenues are 
based upon the last rate filing made in March 1959. Exhibit 17, p. 1, reflects 
a rate of return of 7.12 percent in 1960, 7.27 percent in 1961 and 7.16 percent 
in 1962, being a pro forma estimate of system operating income after com- 
pletion of the proposed facilities by Texas Illinois. 

It is found and concluded that the applicants herein have established by uncon- 
troverted evidence that they have sustained the burden of proof, except as to 
whether the initial prices of the gas here involved are consistent with the public 
interest. It is found and concluded that the applicants herein respectively have 
shown that they are able and willing to perform the services herein proposed in 
conformity to the law and regulations. It is further found and concluded that 
the public convenience and necessity requires the proposed construction and 
operation of the facilities herein and the gas service proposed herein, except as 
to the element of the public convenience and necessity that relates to the initial 
prices of the gas being purchased herein, which element will be considered and 
determined below. 

Producer Applicants 


Under the Act as recently construed by the Supreme Court of the United States 
in the CATCO case, 79 Sup. Ct. 1246 (decided June 22, 1959), as that case is 
interpreted by the Commission in its recent opinions,’ the certification of the 
applications of Shell in Docket No. G-16766 authorizing the sale of gas to Texas 
Illinois at 18 cents per Mcf and of the producers listed below to South Texas in 
the enumerated dockets and at the respective initial prices must be based upon 
specific findings of the facts enumerated in Section 7(e) of the Act, after serious 
consideration of the impact of the initial prices upon consumers and their effect 
upon the public interest, including the findings that the initial price is required 
by the public convenience and necessity and is consistent with the public interest. 
The producers are: 








2 Opinion No. 325 (South Georgia, G-9892 et al.) August 7, 1959, 22 FPC 211; Opinion 
No. 327 (Texas Gas, G-17335 et al.) August 10, 1959, 22 FPC 378; Opinion No. 328 (Trans- 
western, G-—14871 et al.) August 10, 1959, 22 FPC 391. 
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The U.S. Court of Appeals for the 3rd Circuit in The United Gas Improvement 
Company, et al. v. F.P.C., 269 F. 2d 865, August 4, 1959, has also recently con- 
strued the CATCO decision and found that the court was required to consider 
whether the attention given to the subject of initial price to be paid for the 
gas was sufficient on the part of the Commission and whether the conclusion 
it reached was reasonable even though the court might not have reached the 
same conclusion. We are, therefore, required to consider the initial prices to be 
paid by South Texas to the four producers, by Texas Illinois to Shell, and by 
Texas Illinois to South Texas, both for the gas purchased from South Texas 
at 19.5 cents per Mcf and for the cost of transportation of the Shell gas by 
South Texas at 1.5 cents per Mcf. The same court suggests that the balancing of 
the weight to be given the various factors is not unlike that which a court of 
equity through the years has given in deciding whether an injunction should be 
issued. It involves an exercise of judgment and the reasons which sway that 
exercise of judgment. It requires in our certificate cases the arraying of proven 
facts of record which sway the reason and compel the finding and conclusion 
made. 

In this case the specific questions regarding prices are: 

(1) Are the initial prices payable by South Texas, namely 14.5 cents to Har- 
grave under two contracts, 15 cents to Sunray and Bettis under their respective 
contracts and 16 cents to Union, consistent with the public interest? 

(2) Is the initial price of 18 cents payable by Texas Illinois to Shell con- 
sistent with the public interest? 

« (3) Is the transportation cost of 1.5 cents per Mcf payable by Texas Illinois 
to South Texas for the transportation of the Shell gas reasonable and required 
by the public convenience and necessity? 

(4) Is the price of 19.5 cents per Mcf payable by Texas Illinois to South 
Texas for all of the producer gas herein involved, except the Shell gas, reason- 
able and required by the public convenience and necessity? This question re- 
quires the consideration of whether South Texas’ cost of service justifies and 
supports such 19.5 cent price, assuming that South Texas pays the producers 
the prices proposed herein. 

Considering the last question first, the cost of service of South Texas shown 
by uncontradicted evidence presents a reasonable projection of the operations 
of the gathering company. Assuming the cost of gas to South Texas at the pro- 
posed producer prices, it is estimated that South Texas would earn a return 
on investment as follows: 

5.78 percent in the first year, 6.74 percent in the second year; and 6.93 percent 
in the third year (Exhibit 37). 

On that basis it must be found that the margin of profit or the return 
estimated is not excessive and that the price of 19.5 cents per Mcf is not out 
of line and is consistent with the public interest. The fact that Texas Illinois 
will be paying higher unit prices for gas than previously is not a determinative 
negative consideration, if the price of the producer’s gas is not out of line. The 
increased cost is so infinitesimal as to be insignificant and negligible (Tr. 516). 
Many factors including inflation and competitive bidding for gas including the 
bidding by intrastate users have caused the level of field prices to increase 
substantially in recent years. 

The uncontradicted evidence also supports the charge or cost of transportation 
of the Shell gas for Texas Illinois of 1.5 cents per Mcf. It is shown that Shell 
has contracted to prepare and gather its gas to a central point in each of the 
three fields at a cost of facilities for dehydration and gathering of an estimated 
$700,000. It is also shown that Texas Illinois proposes to construct a 10-mile 
lateral feeder line from the three fields to connect up with South Texas’ system, 
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so that the service rendered by South Texas for Texas Illinois in respect to the 
Shell gas is a strict transportation service from the point where the Shell gas 
enters South Texas’ facilities to the point of delivery to Texag Illinois at the 
La Gloria Station. South Texas, however, has contracted to operate for Texas 
Illinois at South Texas’ expense the 10-mile lateral served by Texas Illinois. It 
is, therefore, found that the transportation cost of 1.5 cents per Mcf is required 
by the public convenience and necessity and is consistent with the public interest. 

As to all of the producers, certain findings must be made on the basis of the 
uncontradicted evidence. Each contract for the sale of gas was negotiated 
at arms length under effective competitive conditions. The competition of intra- 
state buyers and users was also present. There is no affiliation between any 
one of the producers and South Texas or between Shell or South Texas and 
Texas Illinois. 

Each of the existing customers of Texas Illinois is urgently in need of addi- 
tional supplies of gas from Texas Illinois, It has already been found that the 
proposed additional customers have an effective need and demand for the 
proposed supplies of natural gas from Texas Illinois. Although Staff counsel 
recommends that no certificate of public convenience and necessity be issued to 
Texas Illinois, the brief states that “Texas Iliinois needs gas. This brief 
literally shouts that this need is very great indeed.” (P. 22.) 

In contrast to a deficiency in findings pointed out by the Supreme Court in 
the CATCO case, the 3rd Circuit in the Transco case previously cited, decided 
that there was a large and immediate need for more gas in the territory served 
and that such need was fully developed in the testimony and was made the 
subject of a specific finding by the Commission. Such statement is applicable 
in this proceeding. It is found that the uncontradicted evidence requires the 
finding that there is a large and immediate need for more gas in the territory 
served by Texas Illinois. 

As the Commission pointed out in its Opinion No. 327 In the Matter of Texas 
Gas Transmission Corporation et al., Docket No. G—17335 et al. the Supreme 
Court in indicating evidence which would have probative value, even though 
such evidence might not be conclusive, includes evidence of the comparison of 
competitive producer prices. In analyzing the competitive price situation in 
recent cases the Commission has given consideration not only to certificated 
initial prices but to competitive prices and bidding both by interstate and intra- 
state users. 

The preponderance of evidence with respect to competitive bidding and sales 
within the area of the proposed gathering lines of South Texas establishes that 
the initial prices involved herein do not establish a new price plateau in this 
area of south Texas. 

In testing whether the price of 18 cents per Mcf for the Shell gas—the highest 
initial price involved herein—is required by the public convenience and neces- 
sity, an analysis of the competitive situation must be made. What are the 
facts regarding the going price for gas in the competitive area of south Texas? 

Exhibit 57 was sponsored by the only witness called by the Commission’s 
Staff. He testified that the facts presented regarding sales of producers’ gas 
did not determine or require the conclusion that any specific price level was 
the proper price required by the public convenience and necessity. There is, 
therefore, no opinion evidence on the record as to the acceptable field price for 
the gas proposed for sale herein. The Staff witness did, however, testify that 
the prices of 16 cents and 18 cents were “suspect prices” or were considered 
to be questionable. 

Staff counsel stated that the Staff does not challenge any price for gas in 
this area (which he limits to the Texas Railroad Commission District No. 4) 
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of 15 cents or lower (Brief p. 23, fn. 28). It is stipulated by Staff counsel that 
except as to price all of the applicants have sustained their respective burdens 
of proof, including Shell and Union as to which applications he recommends 
the issuance of certificates of public convenience and necessity conditioned at 
15 cents per Mcf. 

In Exhibit 57 many elements of competitive comparability regarding the 
sales of gas reported are not presented (Union’s Brief, p. 12, Tr. 136). Many 
of the factors which vitally affect competitive prices and bidding were not 
contained in the exhibit due in part to unavailability of such data (Tr. 456-461). 
The witness for the Staff testified that non-jurisdictional sales data tends to 
show the effects of competition for gas and that if he had such data available 
he would include such data. However, he stated that he would not be allowed 
to show such non-jurisdictional gas prices in the Staff exhibit (Tr. 458). He 
did, however, concede that a non-jurisdictional sale to Consolidated Edison 
Company of New York, Inc. had recently been made in the area at 19.25 cents 
per Mcf (Tr. 425). The uncontradicted evidence shows the following sales of 
producers’ gas in the area at prices comparable to the 16-cent and 18-cent 
prices : 

(1) Arkansas Fuel Oil Corporation sold gas to United Gas Pipe Line Com- 
pany (United Gas) from the Corpus Christi field at 18 cents per Mcf in Sep- 
tember 1958 (Exh. 57, Sched. 7, sheet 5 of 6, line 149, Tr. 400). 

(2) A sale in Hidalgo County was reported at between 19 and 19.9 cents by 
the Staff witness. This sale was identified by the Staff witness as the sale to 
Consolidated Edison above mentioned. Six other sales between 18 and 18.9 
cents per Mcf were also reported by the Staff witness (Exh. 57, Sched. 2). 
These were reflected on “rate schedules on file March 1, 1959” (Tr. 399, 426, 
427). 

(3) The Staff witness testified that Opinion No. 301 had certificated sales at 
16 cents and 17 cents (Tr. 461). 

(4) Sun Oil Company contracted in 1958 to sell gas from this area to Florida 
Power and Light Company at 19.5 cents per Mcf (Tr. 96, 98). 

(5) United Gas has also purchased gas at 18 cents per Mcf from producers 
in the North Corpus Christi channel area in both Neuces and San Patricio 
Counties (Tr. 99). 

Producers were selling gas in 1958 in Railroad District No. 3 at prices in 
excess of 20 cents, which included both intrastate and interstate sales, one of 
which has been certificated to Trunkline.’? In the opinion of Shell officers such 
sales constituted competition which affected the ability of Shell to replace the 
gas being sold to Texas Illinois with gas for their refinery at the same price. 
Gas in Railroad Districts Nos. 2 and 3 is in direct competition with gas in Rail- 
road District No. 4 for Texas Illinois’ pipeline and for several competing 
pipelines which traverse the same area. (See map Exh. 14; Tr. 129.) 

In the Old Ocean area where Shell is a part owner the Texas Electric Service 
Company has purchased gas at 22.5 cents per Mcf (of 1,000 Btu per Mcf) for 
their generating plants in Tarrant County, near Fort Worth (Tr. 103, 129-133). 

Shell’s witness, Golush, who is the head of Shell’s gas division in the explora- 
tion and production department, testified that, as a buyer of gas for Shell’s 
refinery operations on the ship channel near Houston as well as a seller of gas, 
he was informed regarding current gas prices in the various districts at all times 
and that the competitive prices between 17 and 19.5 cents per Mcf to which he 
had testified were merely samples of many other transactions in the competitive 
Railroad Districts 2, 3, and 4 of South Texas. 


























2Tr. 103; Opinion No. 321 issued May 22, 1959 in Docket No. G—15394 et al., 21 FPC 
704. 
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The gas used at Shell’s refinery near Houston in February 1958 cost about 21.6 
cents per Mcf (of 1,000 Btu gas) which included a field price of about 17.1 cents 
per Mcf plus the cost of transportation. Shell had contemplated using the gas 
reserves herein sold to Texas Illinois at its Houston refinery, which gas had a Btu 
content of 1,085 (Tr. 91). Having sold the gas to Texas Illinois, Shell must begin 
buying gas for its refinery by the end of 1959. Its witness, Golush, testified that 
he did not knew where he could replace the 18-cent gas sold to Texas Illinois at 
that price (Tr. 136). 

According to Shell’s witnesses the principal factor which caused Shell to accept 
the offer of 18 cents per Mcf of Texas Illinois, although Shell then believed that 
the going price for gas in that area was 19 to 19.5 cents per Mcf, was the expecta- 
tion that deliveries to Texas Illinois, which would generate operating cash, would 
actually begin by the end of 1958—an anticipation that failed to take into account 
the delay sometimes called “the regulatory lag” (Tr. 100-102). 

Witness Golush also testified in comparing the Union sale herein at 16 cents 
per Mcf with Shell’s sale at 18 cents per Mcf that the Union delivery was in effect 
a wellhead delivery whereas Shell had substantial gathering and treatment costs 
to render the gas deliverable, thereby making Union’s 16-cent price the approxi- 
mate equivalent of Shell’s 18-cent price for a field central point delivery (Tr. 
136). 

The preponderance of the evidence presented, which admittedly is not exhaust- 
ive, of currently established field prices for gas in this part of South Texas which 
is competitive with the gas being sold by the producer applicants herein estab- 
lishes the following facts, which are hereby found regarding the initial gas prices: 

(1) Prices established by contracts made four or five years earlier have fre- 
quently escalated to the level of the Union and Shell gas prices; 

(2) Small isolated gas reserves from fields having but a few wells do not com- 
mand a price comparable to that of the Shell gas, which sale covers very large 
reserves centrally gathered, dehydrated and compressed up to 1,000 pounds if 
necessary and containing not less than 950 Btu content—-actually contains 1,085 
Btu (Tr. 91). 

When gathering is required to bring small isolated reserves together for mar- 
keting as is the case in the sales by Hargrave, Sunray and Bettis here involved, 
the price for such gas becomes competitive only after gathering and collection 
for delivery such as South Texas proposes to do in this case at a delivery price 
of 19.5 cents per Mcf ; 

(3) The absence of a favored-nation clause in the Shell contract has a compet- 
itive monetary value to Texas Illinois ; 

(4) The expenditures of capital funds and operating costs for the gathering, 
dehydrating and compressing of the gas which Shell is required to make must be 
recognized as having a monetary value to Texas Illinois in evaluating the com- 
parability of the 18-cent price with other current field prices. 

(5) The recently approved sale at 17 cents per Mcf by Middle States Petroleum 
Corporation to United Gas Pipe Line Company (Docket No. G—14836) in the 
Texas Railrozd Commission District No. 2, which borders on District No. 4, tends 
to support the Shell 18-cent price and clearly removes any question regarding the 
Union 16-cent initial price. The reserves in support of the Middle States sale 
were only 14 billion cubic feet whereas Shell has 120 billion cubic feet of reserves 
behind its sale herein. The evidence in the Middle States case revealed that the 
owners of 75 percent of the leasehold interests in the Normanna field in Bee 
County, from which part of the Middle States gas was sold, had contracted to sell 
their gas to another interstate pipeline at 19.25 cents per Mcf. United’s witness 
as reported in the initial decision in the Middle States case recognized that those 
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sales represented “the guts of the field’ and, hence, were worth more competi- 
tively (Shell’s reply brief, pp. 1, 2; 21 F.P.C. 492, 495, 496). 

(6) Weighing the comparability of reserves and the relative cost of gather- 
ing and preparing the gas for marketable delivery, the Union and Shell sales are 
found to constitute approximately equivalent comparable monetary value to the 
buyers of the gas. 

(7) Under the tests required to be considered and weighed by recent court 
and Commission decisions, the following detailed findings are made: 

(a) There is an urgent market demand for the gas proposed for sale herein, 
including specifically the Shell and Union gas at the respective prices. No ad- 
verse effect upon consumers has been shown or exists. The impact of the cost 
of gas upon the rates of Texas Illinois is de minimis or infinitesimal. (Tr. 516). 

(b) No adverse effect has been shown upon any other purchaser of gas in 
south Texas either by reason of favored-nation, price redetermination or other 
eontract provisions in gas-sale contracts. Staff witness Hodge suggested that 
price redetermination provisions of a gas-purchase contract of another pipeline 
company might become affected by the sales herein and an increase in such gas 
prices might result. But detailed presentation on the record of the facts in evi- 
dence shows beyond question that no price redetermination effect to such pipe- 
line company can possibly result from these sales (Union brief p. 7; Shell brief 
pp. 7, 8, 9; Tr. 454, 456). No price herein will trigger any favored-nation clause 
nor cause any increase in the price of any of the gas under any gas purchase con- 
tract through price redetermination or otherwise nor disrupt any established 
price pattern nor cause any economic disruption through prices or otherwise to 
any consumers or other users of gas. None of these sales push gas prices beyond 
price levels already established in the area by sales of both intrastate and inter- 
state character. They do not become a competitive influence tending to increase 
the price level but rather represent sale prices below the prevailing price levels 
already established by competitive bidding and sales. 

(c) The volumes of gas proposed to be made available to the consuming pub- 
lic through Texas Illinois not only represent the satisfaction of critical public 
requirements for natural gas by making available a substantial supply to meet 
those needs but such gas supply is at prices that are cheaper than Texas IIli- 
nois could buy the gas at any other location in reasonable proximity to its pipe 
line (Tr. 518, 527). The Shell gas reserves dedicated herein to Texas Illinois 
would alone serve to meet the total gas requirements of the customers for about 
eight months (Tr. 516). Gas for intrastate consumption and for interstate 
service has been sold in the various contiguous areas of South Texas through 
which the pipeline traverses at prices equal to or in excess of the prices here in- 
volved. The prices here involved tend to hold the line at or below current bid- 
ding levels. The prices here involved are clearly not “out of line” with current 
and comparable field prices. 

(d) The price of 18 cents per Mcf for the Shell gas includes the cost of all taxes 
on gas. The contract does not require additional payments to be made by Texas 
Illinois in addition to the 18-cent price by way of reimbursement for taxes 
levied on this gas. This provision also represents a cognizable monetary value 
to Texas Illinois, which must be weighed in any comparison with other field 
prices when the sale contract requires the buyer to reimburse the seller for 
taxes levied on the gas. 

(e) There is no evidence that signals the existence of any situation which 
would indicate that the issuance of permanent unconditioned certificates to the 
applicants herein is not in the public interest. While the evidence of free compe- 
tition and arms-length bargaining without any affiliation or any control directly 
or otherwise over any party in the negotiations is not in itself controlling evi- 
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dence, it gives weight to the fact that every customer of Texas Illinois partici- 
pating in the hearing supported the issuance of certificates to each of the appii- 
eants herein and none opposed such issuance or suggested that any condition 
should be attached. Without weighing the effect of inflation, the uncontroverted 
evidence requires the finding and conclusion that to deny the sale at the in- 
itial prices proposed of these gas supplies to the customers of Texas Illinois 
would be a disservice to all of the consumers, who are dependent upon it for 
gas and who critically need increased deliveries of gas to satisfy their house- 
heating requirements. 

(f) It is, therefore, found and concluded that the producer sales proposed 
herein are supported by substantial and preponderant evidence (most of which is 
totally uncontradicted and beyond any question of doubt or reasonableness) and 
that the producer applicants should be certificated at the prices proposed without 
the attachment of any price condition. These sales at the proposed prices and 
the construction and service herein proposed are found and concluded to be 
required by the public convenience and necessity and consistent with the public 
interest. The applicants herein are each able and willing to do the acts and to 
perform the proposed construction and other services and to conform to the pro- 
visions of the Natural Gas Act and to the requirements, rules and regulations of 
the Commission thereunder. 


Sunray’s Application for a Limited Certificate 


The application of Sunray for a certificate limited only to the term of the con- 
tract (Item V) was filed on November 26, 1958, which date was prior to the 
decision of the United States Court of Appeals for the 10th Circuit, filed May 27, 
1959, 267 F. 2d 471, on Sunray’s petition for review of an order of the Commission 
issued June 21, 1958 (19 FPC 1107), denying limited certification to Sunray. 
The court held that the question presented had been determined by the same 
court in an earlier decision (239 F. 2d 97), which held that while the Commission 
was empowered to limit the duration of certificates it need do so only when 
factors were established by proof by the applicant warranting such a condition 
as to time. The court also held that no such showing of circumstances to war- 
rant the issuance of a limited certificate had been made. The same finding 
and conclusion is compelled to be made in this proceeding. No attempt was 
made to establish facts which would support such a condition as to time. In 
its reply brief filed June 22, 1959, which date is after the date of the circuit 
court’s decision above mentioned, Sunray merely argues that the burden of 
proof does not rest upon Sunray to establish facts in evidence justifying the 
issuance of certificates of limited duration. The law as it now stands is that 
Sunray has the burden of proof. It is found and concluded that Sunray has not 
sustained such burden. Therefore, the certificate authorized herein will be 
unlimited as to time. 


ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record and the briefs filed herein, it is further 
found and concluded that: 

(1) Texas Illinois is a natural-gas company within the meaning of the Natural 
Gas Act, as heretofore found by the Commission in its orders, among others, 
issued June 14 and December 1, 1950, In the Matter of Teawas Illinois Natural 
Gas Pipeline Company, Docket No. G-1246 (9 F.P.C. 122) and Docket No. G-1477 
(9 F.P.C. 1298). 

(2) South Texas will become upon commencement of the sales of natural gas 
proposed in these proceedings a natural-gas company within the meaning of the 
Natural Gas Act. 
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(8) Shell, Hargrave, Sunray, Union and Bettis, respectively, are now, or 
will become upon commencement of the sales of natural gas proposed in these 
proceedings, independent producers of natural gas as defined in the Commission’s 
Regulations, are now or will then be engaged in the sale of natural gas in inter- 
state commerce for resale for ultimate public consumption, and each of them is or 
will be a natural-gas company within the meaning of the Natural Gas Act. 

(4) The facilities proposed by Texas Illinois and South Texas will be used for 
the transportation and sale of natural gas in interstate commerce and, therefore, 
the construction and operation of such facilities are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Each of the applicants is a qualified applicant and is able and willing 
properly to do the acts and to perform the services authorized herein and to 
conform to the provisions of the Natural Gas Act and the requirements, rules 
and regulations of the Commission thereunder. The construction and operation 
of the facilities proposed by Texas Illinois and South Texas and the sales of 
natural gas proposed by such applicants are required by the public convenience 
and necessity, and a certificate of public convenience and necessity should be 
issued as hereinafter ordered and conditioned. 

(6) The sales proposed by each of the independent producer applicants at the 
proposed initial prices, together with the construction and operation of any 
facilities subject to the jurisdiction of the Commission necessary therefor, are 
required by the public convenience and necessity and are consistent with the 
public interest, and certificates of public convenience and necessity should be 
issued to each of them at the initial prices proposed without the attachment of 
any price condition. The certificate of public convenience and necessity herein 
issued to Sunray shall not contain any condition as to time or limitation as to 
duration thereof. 

(7) The conditions hereinafter ordered are required by the public convenience 
and necessity. 

ORDER 


Wherefore, it is ordered, subject to review by the Commission, that: 

(A) A certificate of public convenience and necessity be, and hereby is, issued 
to Texas Illinois to construct and operate the facilities hereinbefore described, 
all as more fully described in its application, as amended and supplemented, and 
the exhibits and record herein, for the transportation and sale of natural gas for 
resale as herein provided, upon the conditions hereinafter ordered. 

(B) A certificate of public convenience and necessity be, and hereby is, issued 
to South Texas to construct and operate the facilities hereinbefore described, all 
as more fully described in its application, as amended and supplemented, and 
the exhibits and record herein, for the sale of natural gas for resale as therein 
set forth, upon the conditions hereinafter ordered. 

(C) Certificates of public convenience and necessity are hereby issued to Shell, 
Hargrave, Sunray, Union and Bettis for the sales of natural gas in interstate 
commerce for resale as hereinbefore described and as more fully described in 
the applications, as amended and supplemented, and the exhibits and record 
herein, upon the conditions hereinafter ordered. The certificate of public con- 
venience and necessity hereby issued to Sunray is without any limitation as to 
the duration thereof. 

(D) The certificate and authorization granted to Texas Illinois in Paragraph 
(A) above is conditioned so as to require the sale and delivery of the third-year 
requirements of natural gas‘to the additional towns and cities listed below, as 
requested by the interveners herein, namely : 
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Mef 
Bethany, Illinois 934 


RTO TNG,, | SIG ai eciscinesseticrecute nites Rigs inongel nitnngi pgp eheiarialnmsaaaames 1, 476 
Perryville, Missouri 

Illinois Power (for seven Illinois communities) 

United Cities (for Vandalia, Illinois) 


Total 


(E) The certificates issued herein are not transferrable and each shall be 
effective only so long as the applicant continues the acts and operations hereby 
authorized in accordance with the provisions of the Act and the applicable rules, 
regulations and orders of the Commission thereunder. 

(F) Each of the certificates issued herein shall be deemed accepted and in 
full force and effect unless refused in writing, and under oath, by the applicant 
within 30 days of the effective date of the final order herein. 

(G) The facilities authorized herein shall be constructed and placed in oper- 
ation within four months of the effective date of the final order herein. 

(H) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Act or Part 154 of the Commission’s Reg- 
ulations thereunder, and is without prejudice to any findings or orders which 
have been or may hereafter be made by the Commission in any proceeding now 
pending or hereafter instituted relating to the applicants. Further, the action 
taken in these proceedings shall not foreclose nor prejudice any further pro- 
ceedings relating to the operation of any price or related provision in the gas 
purchase contracts herein involved. 

(I) The general terms and conditions set forth in paragraphs (c) (1), (¢) (3) 
and (c) (4) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the exercise of the rights granted by the certificates 
issued to Texas Illinois and South Texas. 

Emery J. Woopatt, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


GLACIER ELECTRIC COOPERATIVE, INC. (FORMERLY GLACIER 
COUNTY ELECTRIC COOPERATIVE, INC.) ; MARIAS RIVER ELECTRIO 
COOPERATIVE, INC., DOCKET NO. E-6446 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE TRANSMISSION OF ELECTRIC 
ENERGY TO CANADA 


(Issued December 2, 1959) 


By order issued January 29, 1953, 11 F.P.C. 823, in the above-entitled matter, 
the Commission, pursuant to section 202 (e) of the Federal Power Act, author- 
ized Glacier Electric Cooperative, Inc., (Glacier), formerly Glacier County 
Electric Cooperative, Inc., and Marias River Electric Cooperative, Inc. (Marias 
River), to transmit electric energy from the United States to Canada in an 
amount of not to exceed 84,000 kwh per year at a transmission rate of 25 kw 
to Carway, Province of Alberta, Canada, and in an amount of not to exceed 
36,000 kwh per year at a transmission rate of 15 kw to Del Bonita, also located 
in the Province of Alberta. 

By “letter' dated June 16, 1959, Glacier informed the Commission that it no 
longer purchases its electric power from the Bureau of Reclamation indirectly 








996 FEDERAL POWER COMMISSION 


through Marias River, and desires that its authorization herein be amended 
to show that it now purchases such power direct from the Bureau at Shelby, 
Montana. By letter dated October 21, 1959, Marias River states that the Bureau 
of Reclamation presently supplies all electric energy for transmission to Canada 
directly to Glacier and concurs in the request by Glacier that the Commission’s 
export authorization herein be amended accordingly. 

Glacier does not request any other change in the authorization heretofore 
granted in this matter. 

In view of the foregoing circumstances and the fact that the Bureau of 
Reclamation is not required by Section 202 (e) of the Federal Power Act to 
obtain authorization from this Commission to export electric energy from the 
United States to a foreign country because of the exemption therefrom afforded 
the United States or any agency, authority, or instrumentality thereof under 
the provisions of Section 201 (f) of the Act, it appears that the authorization 
herein to transmit electric energy from the United States to Canada should be 
granted to Glacier alone. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the pur- 
poses of the Act, that Paragraphs (A) and (B) of the Commission’s order 
issued herein January 29, 1953, be modified as hereinafter provided. 


The Commission orders: 


(A) Paragraphs (A) and (B) of the Commission’s order issued January 29, 
1953, are hereby amended so as to read as follows: 
(A) Glacier is hereby authorized to transmit electric energy from the 
United States to Canada subject to the provisions of this order. 
(B) The electric energy which Glacier is hereby authorized to transmit 
from the United States to Canada shall not exceed 84,000 kwh per year at 
the rate of 25 kw to Carway and shall not exceed 36,000 kwh per year at the 
rate of 15 kw to Del Bonita over the facilities specified in the Presidential 
Permit referred to above. 
(B) All other terms and conditions, as set forth in Paragraphs (C), (D), 
(BE), (F), (G), (H), and (I) of the aforesaid Commission order issued Janu- 
ary 29, 1953, shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


















CHARLES T. McCORD, JR. (OPERATOR), ET AL., DOCKET NOS. G-15925 
AND G-17443 





ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued December 2, 1959) 


On November 20, 1957, Charles T. McCord, Jr. (Operator), et al. (McCord) 
tendered for filing Supplement No. 1 to his FPC Gas Rate Schedule No. 1, pro- 
posing an increased rate and charge, from 13.47024¢ to 14.4¢ per Mcf, for his 
jurisdictional sales of natural gas to Texas Eastern Transmission Corporation 
(Texas Eastern). By order issued December 19, 1957, the Commission sus- 
pended and deferred the use of said Supplement No. 1 until May 21, 1958 in 
Docket No. G—13925. Said Supplement No. 1 became effective on October 8, 
1958 upon McCord’s filing a satisfactory bond pursuant to the Commission’s 
order issued therein on November 5, 1958. 
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On December 17, 1958, McCord tendered for filing Supplement No. 2 to his 
aforementioned rate schedule containing a proposed periodic rate increase 
and charge from 14.4¢ per Mcf. By order issued January 13, 1959, the 
Commission suspended and deferred the use of said Supplement No. 2 until 
June 17, 1959, at which time said Supplement No. 2 became effective upon 
McCoerd’s filing a satisfactory bond pursuant to the Commission’s order issued 
August 3, 1959, in Docket No. G—17443. 

McCord tendered for filing, on November 4, 1959, an Offer of Settlement pur- 
suant to Section 1.18(e) of the Commission’s rules of Practice and Procedure 
in Docket Nos. G—13925 and G—17443. 

In his Offer of Settlement, McCord stated that, in consideration for allowing 
the suspended rate of 14.6¢ per Mcf in Docket No. G—174438 to be effective as of 
the effective date of the Commission’s order accepting this offer and for ter- 
minating these proceedings and the bonds filed therein, McCord would agree 
to eliminate from the rate schedule the favored-nation clause, and a provision 
relating thereto, and substitute a 1.0¢ per Mcf periodic increase in November 
1963, November 1968 and November 1973 for the present 0.2¢ per Mcf annual 
periodic escalation. McCord states further that his offer will remain out- 
standing until December 2, 1959. 

In support of his Offer of Settlement, McCord states inter alia, that the fav- 
ored-nation provision was an important element of consideration required by 
McCord for the long-term commitment of these gas reserves to the performance 
of the contract; that this element of consideration provided him with a means 
of protecting himself against inflation and increased valuation of gas during the 
more than twenty-year term of the contract; and that this provision was in- 
cluded in the contract after arm’s-length negotiation. McCord states that “he 
is now willing to give up the advantage” of this contract provision in the inter- 
est of settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the offer. None of his customers has intervened 
in these proceedings or expressed on the record any opposition to the Offer of 
Settlement. 

In our judgement, settlement of these matters in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate to carry out 
the provisions of the Act. McCord is proposing to eliminate the favored-nation 
clauses in the contract with Texas Eastern involved herein, to waive all his 
future rights and benefits thereunder, and to convert the annual escalation now 
provided in the contract to a fixed 1.0¢ per Mcf escalation in November 1963, 
November 1968, and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the two clauses. The resulting stability in gas 
costs would be welcome to all segments of the natural-gas industry. Further- 
more, freeing the Commission from the need of considering such proposed in- 
creases would enable us to concentrate our efforts on other rate cases and 
other matters having possibly more serious consequences for the public and the 
consumer. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by McCord under the fixed escalation provision or otherwise. 
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The Commission further finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by McCord with 
the Commission on November 4, 1959, and in the Appendix * to this order, is in 
the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be approved by the Commission and made effective as 
hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by McCord on Novem- 
ber 4, 1959, is hereby approved in accordance with the provisions of this order. 

(B) McCord shall execute with Texas Eastern an amendment to these parties’ 
Gas Purchase Contract dated October 23, 1956, as amended, filed with the Com- 
mission as McCord’s FPC Gas Rate Schedule No. 1, in accordance with Appendix 
A attached hereto. 

(C) McCord shall, within 30 days.from the date of issuance of this order, file 
with the Commission as a supplement to the aforesaid FPC Gas Rate Schedule 
No. 1, under Part 154 of the Commission’s Regulations under the Natural Gas 
Act, the executed agreement with Texas Eastern required by paragraph (B) 
above. 

(D) Upon the date that McCord makes a satisfactory filing in accordance 
with paragraph (C) above, Supplement No. 2 to his FPC Gas Rate Schedule No. 
1 is permitted to continue in effect, as of June 17, 1959, without obligation to re- 
fund, the proceedings in Docket Nos. G—-13925 and G-—17443 are terminated and 
the bonds filed thereunder are discharged. 

(KE) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings, which are presently being 
heard, or in any other proceedings now pending or hereinafter instituted by or 
against McCord. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger, Inc., v. United States, 138 F. Supp. 411.) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NOS. G-2374 AND 
G-16187; CITIES SERVICE GAS COMPANY, DOCKET NO. G-—10956 


ORDER DENYING PETITION FOR REHEARING AND MOTION FOR LEAVE TO AMEND 
APPLICATION 


(Issued December 2, 1959**) 


On November 10, 1959, Panhandle Eastern Pipe Line Company (Panhandle) 
filed herein a petition for rehearing and motion for leave to amend application. 
As grounds for said petition and motion Panhandle alleges that it has entered 
into a letter agreement with Gas Service Company (Gas Service) providing for 
the sale by Panhandle to Gas Service of all of Panhandle’s lines and facilities in 
the Kansas City area other than Panhandle’s transmission line and facilities 
extending from its main line at Louisburg to a point, generally referred to as the 
Dodson station, near the south city limits of Kansas City, Missouri. 

Panhandle states that the Bannister connection is included in the facilities so 
being sold ; that gas delivered under the exchange arrangement involved in this 


*Omitted in printing. 
**Motion for reconsideration denied by order issued January 14, 1960. 
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proceeding by Cities Service Gas Company (Cities Service) for redelivery to Gas 
Service in the Kansas City area is delivered at the Bannister connection. Fol- 
lowing the sale of said facilities, Panhandle alleges, Gas Service will own and 
operate said Bannister connection and all of the other facilities in that area 
through which exchange gas is delivered to consumers. 

Panhandle also states that it has agreed with Gas Service to execute, and that 
they have now executed, two service agreements, one for Missouri and one for 
Kansas, defining the volumes of gas to be delivered at all of the many points of 
distribution served by Gas Service with gas from Panhandle. The deliveries in 
the Kansas City area are provided for in the service agreement for Missouri. 
The maximum volume to be delivered in the Kansas City area under said service 
agreement is 16,000 Mcf. Panhandle states that the major portions of these 
deliveries will be made near Belton and at the Dodson station and that Pan- 
handle’s Louisburg lateral will be able to provide such volumes on a sustainable 
basis under that pattern of service.’ Panhandle alleges that said volume, to 
gether with the volumes available to Gas Service under its full requirements 
contract with Cities Service in the Kansas City area, will enable Gas Service 
to meet all of its requirements in that area. 

By its application in G—2374, Panhandle sought to abandon the exchange with 
Cities Service. The commission, by its order of October 12, 1959, 22 FPC 679, 
denied Panhandle’s request for abandonment, but limited the exchange deliveries 
by Cities Service at Bannister to 8229 Mcf per day, which is the minimum volume 
of additional gas Panhandle needs, over and above the 15,400 Mef it now can 
deliver through its Louisburg lateral, to meet its total obligation to Gas Service 
in the Kansas City area of 23,629 Mcf as required by the Commission’s order of 
June 7, 1955, in Panhandle Eastern Pipe Line Co., et al., G—1116, et al., 14 
FPC 438. 

Panhandle asserts, among other things, that the Commission in its order of 
October 12, 1959, relied upon issues which are completely eliminated by the 
agreement between Panhandle and Gas Service. Panhandle also asserts that 
findings paragraphs (2) and (5) and ordering paragraphs (A) and (E) are 
contrary to the evidence and are also contrary to the law. 

On November 19, 1959, Cities Service filed an answer and objection to Pan- 
handle’s petition for rehearing and motion for leave to amend application, stating, 
in part, that if the pleading tendered by Panhandle is treated as a motion to 
reopen the record pursuant to 18 C.F.R. 1.33(a), then the same should not be 
considered by the Commission because a similar motion, based upon the same 
facts, has heretofore been denied by the Commission in its order issued herein on 
November 12, 1959. Cities Service also asserts that the alleged new facts would 
not affect the findings of the Commission herein. 

On November 20, 1959, Gas Service filed an answer in support of Panhandle’s 
motion for leave to amend the application. 

In its order of October 12, 1959, denying Panhandle’s application for abandon- 
ment of the exchange, the Commission found as follows (22 FPC 679, 681) : 


It is not at all clear from the record that Cities Service could directly serve 
Gas Service with the 8229 Mcf per day now served by Panhandle with gas 
received from Cities Service under the exchange agreement without the 
construction of additional facilities ; nor is there evidence that Cities Service 
is willing and able to construct such additional facilities as may be required 
to render such service: 


2 Panhandle is presently serving up to 15,400 Mcf per day * Gas Service through this 
lateral. . . . —_ QADY 
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The Commission’s order continues as follows: 
Furthermore, it is doubtful that Cities Service could meet all of the demands 
for gas on its Ottawa-Sedalia lateral without the receipt of the exchange 
gas from Panhandle at the Knobnoster connection or the construction of 
additional facilities not here proposed. 

Panhandle’s agreement to sell to Gas Service the lines and facilities through 
which it presently receives the 8229 Mcf of exchange gas from Cities Service and 
redelivers it to Gas Service might possibly eliminate the obstacle to abandon- 
ment presented by the first of the above findings made by the Commission in its 
order of October 12, 1959. But even if Panhandle could show that ownership 
by Gas Service of the Bannister connection and the lines and facilities through 
which the gas taken from Cities Service at that connection is delivered to Gas 
Service’s customers would eliminate the need for the construction of any 
facilities by Cities Service in order to deliver the 8229 Mcf directly to Gas 
Service instead of to Panhandle, and that the physical operation of Cities 
Service’s facilities at the Bannister connection would be unchanged by delivery 
of the gas to Gas Service instead of Panhandle, Panhandle has nowhere alleged 
that there are any new facts which would alter the second of the Commission’s 
findings in its order of October 12, 1959, as set forth above. Panhandle cites 
the Commission’s action of July 31, 1959, granting temporary authority to Cities 
Service in G—18868 (erroneously cited as G—18870) for the construction of ad- 
ditional facilities on the Ottawa-Sedalia lateral as supporting its contention 
that Cities Service can meet its requirements on the Ottawa-Sedalia lateral with- 
out the exchange gas from Panhandle. However, the facilities proposed by Cities 
Service’s application in that docket are specifically predicated upon the receipt 
of 10,200 Mcf of exchange gas from Panhandle at the Knobnoster connection, and 
it was upon that premise that the temporary authority was granted. 

Panhandle and Gas Service heretofore on October 12, 1959, filed a joint motion 
to reopen the record in this proceeding, alleging that they had entered into an 
agreement which called for the parties to enter into service agreements and for a 
transfer of properties from Panhandle to Gas Service. Noting that these ar- 
rangements would require further filings to be made with the Commission, Pan- 
handle and Gas Service requested a reopening of the record so _ that 
such filings might be made and the changes therein to be proposed might be 
considered by the Commission in this proceeding. This joint motion to 
reopen was denied by the Commission’s order of November 12, 1959. The 
issues presented by Panhandle’s instant motion for leave to amend are essentially 
the same as those disposed of by said order of November 12, 1959, and no good 
cause has been shown why the Commission should at this time redecide these 
issues so recently passed upon or in any way change or modify its conclusions 
with respect thereto. 


The Commission finds: 


The petition of Panhandle Eastern Pipe Line Company for rehearing and 
motion for leave to amend application, filed herein on November 10, 1959, set 
forth no new facts or principles of law which were not fully considered by the 
Commission when it issued its order of October 12, 1959, modifying the decision 
of the presiding examiner and adopting said decision as so modified, or its order 
of November 12, 1959, denying the joint motion of Panhandle and Gas Service 
Company to reopen the record herein, or which, having now been considered, 
warrant any change or modification of those orders, or warrant reopening of 
this proceeding or amendment of Panhandle’s application in Docket No. G-2374. 
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The Commission orders: 






The petition of Panhandle Eastern Pipe Line Company for rehearing and 
motion for leave to amend application, filed herein on November 10, 1959, is 
hereby denied. 

Commissioner Hussey not participating. 





Before Commissioners: Jerome K. Kuyendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


LDAHO POWER COMPANY, PROJECT NOS. 1971 AND 2224 





ORDER DISMISSING APPLICATION FOR LICENSE 


FURTHER AMENDING LICENSE 





(TRANSMISSION 
(MAJOR) 





LINE) AND 














































(Issued December 3, 1959) 


Application was filed November 9, 1956 by Idaho Power Company, of Boise, 
Idaho, (Applicant) for a transmission line license for its then unconstructed 
Boise-Brownlee-Baker Transmission line system (designated as Project No. 
2224) located in Baker County, Oregon, and in Ada, Adams and Washington 
Counties, Idaho, and affecting lands of the United States within the Payette 
National Forest and other lands of the United States. 

Upon suggestion of the Commission's staff, further application was filed by 
Applicant on December 26, 1957 requesting that its November 9, 1956 applica- 
tion be considered as an application for amendment of its license for Project 
No. 1971 for inclusion therein of the Boise-Brownlee-Baker Transmission line 
system as part of the project facilities. 

On April 17, 1958, Applicant filed as part of the application for amendment 
ixhibit J, sheets 1 and 2, Exhibit K; sheets 1 and 2 (FPC Nos. 1971-61-62-63 
and -64, respectively) and Exhibit F for the Boise-Brownlee-Baker line. How- 
ever, upon being advised by the Commission’s staff that the exhibit maps 
should be corrected with respect to certain land status discrepancies, Applicant 
filed on September 5, 1958, revised Exhibits J, K and F. 

The Boise-Brownlee-Baker Transmission line system consists of (a) a 230 
KV double circuit steel tower line about 100 miles in length extending from 
the Brownlee Hydroelectric Plant to Boise Bench Substation near Boise, Idaho; 
and (b) a 230 KV single circuit wood tower line about 43 miles in length ex- 
tending from Brownlee Hydroelectric Plant to Quartz Substation near Baker, 
Oregon. 

The energy transmitted over the lines just described is used for irrigation 
pumping, household aind rural use, manufacturing and other electric service uses 
in Applicant’s service area, and in the territory served by the Northwest Power 
Pool System. 

Pursuant to request therefor, the Commission advised Applicant, by letter 
dated December 6, 1956, that it would interpose no objection to construction of 
the subject lines prior to consideration by the Commission of the pending appli- 
cation for amendment, provided Applicant comply with the requirements of the 
agencies concerned with the administration of the lands of the United States 
involved. 

According to available records, the actual construction was as follows: Con- 
struction of the Brownlee-Baker section commenced on June 25, 1956 with 
completion on September 25, 1957; and construction of the Brownlee-Boise sec- 
tion commenced on April 22, 1957 with completion on July 26, 1958. 
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Approximately 46.93 miles of the Boise-Brownlee-Baker Transmission line, 
upon a right-of-way 150 feet wide, are on lands of the United States, and the 
amount of annual charges specified in sub-paragraph (b) of Article 44 of the 
license for Project No. 1971 should be increased to $563.16, effective as of 
December 6, 1956, the date of our letter authorizing pre-amendment construction 
of the line. 

On September 8, 1958, Applicant filed revised Exhibits J, K and F for the 
Oxbow-Brownlee Transmission line of Project No. 1971, from which it appeared 
that the annual charge for that line should have been $60.31 rather than the 
$45.94 specified in the license. Accordingly, sub-paragraph (b) of Article 44 
of the license for the project should show $623.47 as the total annual charges 
for transmission lines only, effective as of the date of our letter, April 17, 1958, 
authorizing pre-amendment construction of the Oxbow-Brownlee line. 

An Assistant Secretary of the Interior, in reporting on the application for 
amendment, has advised that inasmuch as Applicant and the U.S. Department 
of the Interior, Bureau of Reclamation have executed an agreement dated 
August 24, 1959 (identified as U.S. Contract No. 14-06-100-1763) for the co- 
ordinated operation of Government-Applicant systems, no special conditions 
relating to such coordinated operations are necessary for inclusion in the 
amended license. 


The Commission finds: 


(1) The license, further amended as hereinafter provided, will not interfere 
or be inconsistent with the purposes of any reservation, or with the purposes 
for which the Payette National Forest was created or acquired, and will not 
alter any of the basic facts upon which the license was issued. 

(2) Public notice of the application has been given. No protests or petitions 
to intervene have been filed. 

(3) The Boise-Brownlee-Baker Transmission line is subject to license as part 
of Project No. 1971 within the meaning of Section 3(11) of the Federal Power 
Act and should be included in the license for the project. 

(4) Article 44, subparagraph (b) of the license should be revised to reflect 
the increase in charges for the use of the lands of the United States by the 
transmission line for recompensing the United States for the use, occupancy 
and enjoyment of the additional lands of the United States by the Boise- 
Brownlee-Baker Transmission line, and such increased amount is reasonable as 
hereinafter specified. 

(5) The following described exhibits, as corrected and refiled September 5, 
1958, conform to the Commission’s rules and regulations and should be approved 
as a part of the license. 


Exhibit Sheet nos. FPC nos. Title 


1971-61, -62 | General Map. 
1971-63, -64 | Detail Map. 


The Commission orders: 

(A) The license for Idaho Power Company’s Project No. 1971 is further 
amended, effective as of December 6, 1956, as follows: 

Paragraph I. Paragraph (5)(b)(2) of the license is further amended by 
adding thereto the following: 

A 230 KV double circuit steel tower line about 100 miles in length extending 
from the Brownlee Hydroelectric Plant to Boise Bench Substation near Boise, 
Idaho; and a 230 KV single circuit wood tower line about 43 miles in length 
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extending from Brownlee Hydroelectric Plant to Quartz Substation near Baker, 
Oregon. 

Paragraph II. Article 28 of the license is further amended by adding thereto 
the following paragraph: 

(f) Begin the construction of the 230-KV transmission line section extending 
from Brownlee to Boise Bench Substation on or before May 1, 1957, and com- 
plete on or before August 1, 1958; begin the construction of the 230-KV trans- 
mission section extending from Brownlee to Quartz Substation on or before July 
1, 1956 and complete on or before October 1, 1957. 

Paragraph III. Sub-paragraph (b) of Article 44 of the license is further 
amended to read as follows: 

(b) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands for transmission lines only, $563.16, effective December 
6, 1956, and $623.47, effective April 17, 1958. 

(B) The exhibits described in finding (5) above are approved as part of the 
license for Project No. 1971. 

(C) The application for transmission line Project No. 2224 is dismissed. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Fed- 
eral Power Act, and failure to file such an application shall constitute acceptance 
of this amendment of the license. In acknowledgment of the acceptance of this 
amendment of the license, this instrument shall be signed for the licensee and 


returned to the Commission within 60 days from the date of issuance of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 


William R. Connole, Arthur Kline and John B. Hussey. 
CITIES SERVICE GAS COMPANY, DOCKET NO. G-18991 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 4, 1959) 


Cities Service Gas Company (Applicant) a Delaware corporation with a 
principal place of business in Oklahoma City, Oklahoma, filed an application in 
Docket No. G—18991 on July 20, 1959, pursuant to Section 7 of the Natural Gas 
Act, for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of a tap and meter setting on an existing 16-inch transmission 
line in Osage County, Oklahoma, and to sell and deliver gas to L. G. Huls, d/b/a 
The Avant Gas Service Company, all as more fully described in the application 
on file with the Commission, 

The application recites that the community of Avant, Oklahoma, is presently 
receiving gas from Avant’s local sources which have been depleted to such ex- 
tent that adequate service cannot be maintained in cold weather, and gas from 
Cities Service will be used to supplement such local supply. In the 12 months 
ending September 1959, it is estimated that Avant will require 18,662 Mcf. By 
1961-1962, it is expected Cities Service will supply 13,162 Mcf annually, the peak 
day being 120 Mcf entirely from Cities Service. 

Applicant states Avant will construct about three miles of 2-inch line to con- 
nect its existing 2-inch transmission line to the Cities Service system. 

The estimated cost of the facilities is $1,670 to be financed from cash on hand. 
Applicant will be reimbursed by Avant for the $1,670 expended by Applicant for 
such facilities. 
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The volumes of gas required for this new service are too small to have any 
appreciable effect on Applicant’s over-all gas supply or the service rendered to 
its existing customers. 

Temporary authorization to render the proposed service was issued on 
October 16, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 25, 1959, respecting the matters involved in and the issues presented 
by the application filed herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(¢c)(1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds : 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Oklahoma City, Oklahoma, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilties proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission and the con- 
struction and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(1), (3), (4) and (e) of Section 
157.20 of the Commission’s General Rules and Regulations, including the Rules 
of Practice and Procedure should attach to the issuance of the certificate re- 
ferred to in paragraph (3) above, and to the exercise of the rights granted 
thereunder, and that the time within which construction of facilities authorized 
by this order should be completed and said facilities should be placed in actual 
operation should be fixed at 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission's 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas 
facilities as herinbefore described, all as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(3), (4) and (e) of Section 157.20 of the Commission’s Rules and Regulations, 
including Rules of Practice and Procedure, shall attach to the issuance of the 
certificate granted in paragraph (A) hereof, and to the exercise of the rights 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
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Section 157.20 of the Commission’s Rules is hereby fixed at 6 months from the 
date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and William R. Connole. 


CONSOLIDATED WATER POWER COMPANY, PROJECT NO. 2256 


ORDER MODIFYING ORDER ON MOTION FOR MODIFICATION AND OTHERWISE DENYING 
MOTION 


(Issued December 4, 1959) 


On November 6, 1959, Consolidated Water Power Company (Applicant) of 
Wisconsin Rapids, Wisconsin, filed “Application . . . for Rehearing . . .” of the 
Commission’s order issued October 5, 1959, 22 FPC 638, in this proceeding issuing 
a license to Applicant for constructed major Project No. 2256, known as the 
Wisconsin Rapids Project, and located on the Wisconsin River, a navigable 
water of the United States, in Wisconsin Rapids, Wood County, Wisconsin. 

Inasmuch as the “Application” was not filed within the time prescribed in 
Section 313 (a) of the Federal Power Act, the filing is being treated as a motion 
for modification. 

The motion seeks to: 

(1) Modify article 5 of Form L-3 of our order which, among other things, 
would require Applicant to install and maintain such gages and stream-gaging 
stations as we may deem necessary for the purpose of determining the stage 
and flow of the Wisconsin River from which water is diverted for the opera- 
tion of Applicant’s project. Applicant requests that the article be changed to 
reflect an agreement between itself and the United States Geological Survey 
under which Applicant would contribute financial support to the establishment 
and control of satisfactory discharge records at the Centralia Plant of Nekoosa- 
Edwards Paper Company. 

(2) Modify Article 18 of our order which would require Applicant to co- 
operate with the Bureau of Sport Fisheries and Wildlife of the United States 
Fish and Wildlife Service and the Wisconsin Conservation Department in the 
development of plans for the improvement and protection of the fishery and 
wildlife resources involved. Applicant requests that the article be changed 
so as to require cooperation “within reasonable limits” and to eliminate there- 
from reference to the Wisconsin Department for the reason that the latter 
already has certain controls which Applicant believes protect the Wisconsin 
Department’s interest. 

(3) Delete Article 19 of our order which would require Applicant to comply 
with such reasonable miodification of the project structures and operation in 
the interest of fish and wildlife resources as we may prescribe upon the recom- 
mendations of the Secretary of the Interior and the Wisconsin Conservation 
Department. Applicant contends that the article would or could impose a 
financial burden as well as possibly impairing the operation of the project. 

Upon consideration of the aforesaid motion, the allegations in support thereof, 
and the entire record, the Commission finds: 

(1) With respect to objection (1) above, while the gage requirement of 
Article 5 is usually included in licenses for projects of this type, inasmuch as 
the U.S. Geological Survey is maintaining a gaging station at the site of Ne- 
koosa-Edwards Paper Company’s Project No. 2255 located 3 miles south of 
Applicants project, and Applicant, with others, is supporting the station, Article 
5 of the license is modified accordingly as hereinafter provided. 


556-711—64—66 
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(2) With respect to objection (2) above, Applicant’s request for the inclu- 
sion of the phrase “within reasonable limits” is reasonable and acceptable and 
inasmuch as the Wisconsin Conservation Department made no comments con- 
cerning the copy of notice of the filing of Applicant’s application for license 
which was sent it, reference to the Department in Article 18 may properly be 
eliminated, both as hereinafter provided. 

With respect to objection (3) above, we point out that Article 19 is substan- 
tially the same as the condition recommended for inclusion in the proposed 
license for Applicant’s Project No. 2256 by the Assistant Secretary of the In- 
terior in reporting on the application for license for the project. The article 
objected to is included in licenses for projects similar to Project No. 2256. How- 
ever, we are modifying the article by including the words “after notice and 
opportunity for hearing” following the word “shall” appearing in the first line 
therein. 


The Commission orders: 


(A) Article 5 of Form L-3 of our order issued October 5, 1959 is eliminated 
therefrom and the following Article 5 is substituted therefor: 

Article 5. The Licensee shall advance to the United States Geological Survey 
its share of the annual cost estimated to be necessary to support the estab- 
lishment and collection of satisfactory discharge records at the Centralia Plant 
of the Nekoosa-Edwards Paper Company. 

(B) Article 18 of our order issued October 5, 1959, is amended to read as 
follows: 

Article 18. The Licensee shall cooperate within reasonable limits with the 
Bureau of Sport Fisheries and Wildlife of the United States Fish and Wildlife 
Service, in the development of plans for the improvement and protection of 
the fishery and wildlife resources involved. 

(C) Article 19 of our order issued October 5, 1959 is revised by including 
the words “after notice and opportunity for hearing” following the word “shall” 
appearing in the first line therein. 

(D) In all other respects the aforesaid motion is denied. 

(E) The aforementioned Commission order issued October 5, 1959, as modi- 
fied by this order, shall be accepted by the licensee and returned to the Com- 
mission within 60 days from the date of issuance of this order, and the order 
issued October 5, 1959 shall not become effective without acceptance of the pro- 
visions of that order as modified by the provisions of this order. 


Before Commissioners: Jerome K, Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION; NEW YORK 
STATE NATURAL GAS CORPORATION, DOCKET NO. G-—19317 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 4, 1959) 


On August 26, 1959 Transcontinental Gas Pipe Line Corporation (Transco), 
and New York State Natural Gas Corporation (New York Natural), filed in 
Docket No. G—19317, a joint application, as supplemented on September 17, 1959, 
pursuant to Section 7 of the Natural Gas Act, for a certificate of public con- 
venience and necessity authorizing Transco and New York Natural to exchange 
and deliver natural gas with each other at an existing interconnection between 
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the two corporations at the Leidy Storage Field in Pennsylvania, as hereinafter 
described,.and as more fully set forth in the application which is on file with the 
Commission. 

In order to carry out the arrangement for which they seek Commission author- 
ization referred to herein in their joint application, Transco and New York 
Natural have entered into an exchange agreement dated July 29, 1959. The 
agreement terminates on December 31, 1960. It provides for New York Natural 
to deliver to Transco, when requested, up to 60,000 Mcf per day (14.73 psia). 
The volumes to be delivered to Transco by New York Natural are said to be such 
volumes of locally produced gas which are available to New York Natural but 
which New York Natural’s pipeline system does not have the capacity to take. 
Deliveries by New Nork Natural to Transco are to commence with Commission 
authorization and continue to about November 15, 1959, and the total volume is 
estimated not to exceed one billion cubic feet. 

Temporary authority to operate the necessary interconnection and to exchange 
natural gas for the period ending December 31, 1960, as requested in the joint 
application in this proceeding, was granted to the respective Applicants by letters 
on October 8, 1959. 

Transco will inject such volumes directly into the Leidy Storage Pool. Equiva- 
lent volumes of gas will be returned by Transco to New York Natural when 
requested and when Transco has sufficient excess gas to deliver such volumes 
from its pipeline. The redelivery by Transco of all the borrowed gas from New 
York Natural is to be completed by December 31, 1960. 

The point of delivery and re-delivery is to be at the existing interconnection 
between-New York Natural’s line 280 and Transco’s Leidy Line located at Tam- 
arack, Clinton County, Pennsylvania, immediately adjacent to the Leidy Storage 
Pool. 

On August 28, 1959 and September 1, 1959, Transco and New York Natural 
filed their agreement covering the proposed exchange of gas as special rate sched- 
ules, respectively titled X-26 and X-8. Said rate schedules have been accepted 
for filing, effective as of October 8, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 30, 1959, respecting the matters involved in and the issues presented 
by the joint application herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware 
corporation, having its principal place of business in Houston, Texas, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued September 4, 1958, in Docket Nos. 
G—13143, et al., 20 FPC 264, 284. 

(2) Applicant, New York State Natural Gas Corporation, a New York State 
corporation having its principal place of business in Pittsburgh, Pennsylvania, is 
a “natural-gas company” within the meaning of the Natural Gas Act, as hereto- 
fore found by the Commission in its order issued November 18, 1957, in Docket 
No. G—12883, 18 FPC 650, 651. 

(3) The proposed exchange and delivery of natural gas between applicants 
as hereinbefore described and as more fully described in the joint application 
in this proceeding are subject to the requirements of Subsections (c) and (e) 
‘of Section 7 of the Natural Gas Act. 
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(4) The aforesaid proposed exchange and delivery of natural gas between 
the Applicants herein are required by the public convenience and necessity and 
a certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) Applicants, Transco and New York State Natural, are able and willing 
properly to do the acts and to perform the services proposed and to conform to 
the provisions of the Natural Gas Act and the requirements, rules and regula- 
tions of the Commission thereunder. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should apply to the 
certificate issued hereinafter and to the exercise of the rights granted there- 
under. 

(7) A request during the public hearing by Staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to the joint applicants in this proceeding, authorizing the exchange 
and delivery of natural gas as hereinbefore described for the period ending 
December 31, 1960, all as more fully described in the joint application in this 
proceeding, subject to the jurisdiction of the Commission, upon the terms and 
eonditions of this order. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the certificate issued in paragraph (A) hereof and to the exercise of the 
rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Srueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


WESTERN KENTUCKY GAS COMPANY, 





DOCKET NO. G—10255 





FINDINGS AND ORDER DIRECTING 


CON NECTION 


ESTABLISHMENT OF ADDITIONAL PHYSICAL 
AND SALE OF NATURAL GAS 





(Issued December 4, 1959) 


On August 14, 1959, supplemented on September 25, 1959, Western Kentucky 
Gas Company (Applicant) filed in Docket No. G—19235 an application pursuant 
to Section 7(a) of the Natural Gas Act for an order of the Commission directing 
Texas Gas Transmission Corporation (Texas Gas) to establish an additional 
physical connection of its transmission system with certain proposed facilities 
of Applicant and to sell natural gas to Applicant on a firm basis for distridu- 
tion and resale in the town of Elkton, Todd County, Kentucky, and environs, 
all as more fully set forth in the application, as supplemented. 

The facilities which Applicant proposes to construct and operate consist of 
approximately 5% miles of 3-inch pipeline extending from a point on Texas 
Gas’ 10-inch Slaughters-Russellville lateral to the town of Elkton and a natural 
gas distribution system within said town. The estimated total cost of these 
facilities is $150,000, which will be financed through short-term bank loans and 
retained earnings. 

The estimated gas requirements of Applicant to serve the community of 
Elkton for the first five years of operation are: 
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Mef @ 15.025 psia 
Year of service 


Peak day Amnual 


352 34, 053 
528 | 49, 838 
616 | 57, 687 
701 65, 447 
789 73, 107 





On September 8, 1959, Texas Gas filed its answer to the application herein, 
stating that it has no objection to the establishment of the new delivery point 
to Applicant inasmuch as no new allocation of gas is sought. Western Kentucky 
proposes to serve Elkton out of its existing allocation of gas in Texas Gas’ Rate 
Zone 3. 

Applicant has been exempted from regulation under the Natural Gas Act 
pursuant to Section 1(c) thereof, on May 17, 1956, in Docket No. G—10265. It has 
received a franchise from the Elkton City Council to serve natural gas in the city 
and will apply to the Public Service Commission of Kentucky for proper au- 
thority following issuance of the order of this Commission. 

Due notice of the application herein was published in the Federal Register 
on October 29, 1959 (24 FR 8813). No petitions to intervene or protests to 
the granting of the application have been received. 


The Commission finds: 


(1) Texas Gas Transmission Corporation, a Delaware corporation having 
its principal place of business in Owensboro, Kentucky, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued March 30, 1949, in Docket No. G—859 (8 FPC 228). 

(2) Applicant, Western Kentucky Gas Company, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a natural gas 
distribution company duly authorized to engage in, and will be engaged in, 
the business of distributing and selling natural gas in the town of Elkton, Ken- 
tucky, and environs upon the completion and operation of the facilities proposed 
to be constructed as hereinbefore described. 

(3) It is necessary and desirable in the public interest to direct Texas Gas 
Transmission Corporation to establish an additional physical connection of its 
transmission system with the facilities proposed to be constructed by Applicant, 
and to sell and deliver natural gas to Applicant under Texas Gas’ appropriate 
rate schedule on file with the Commission, for resale in the area described in 
the application herein. 

(4) Texas Gas should be required to sell and deliver to Applicant up to 
Applicant’s estimated third year peak-day requirement of 616 Mcf of natural gas 
daily for distribution in the town of Elkton and environs from the existing allo- 
cation of 58,830 Mcf per day in Texas Gas’ Zone 3, as proposed by Applicant. 

(5) Applicant should be prepared to receive natural gas from Texas Gas 
for distribution as aforesaid within one year from the date of issuance of this 
order. 


The Commission orders: 


(A) Texas Gas Transmission Corporation be and it is hereby directed to 
establish physical connection of its transmission facilities with the proposed 
facilities of Western Kentucky Gas Company as hereinbefore described and as 
more fully described in the application, as supplemented, in this proceeding 
and to sell and deliver natural gas to said Western Kentucky Gas Company 








1010 FEDERAL POWER COMMISSION 


under Texas Gas’ appropriate rate schedule on file with the Commission, for 
resale in the area described in the application herein. 

(B) Texas Gas shall sell and deliver to Applicant up to Applicant’s estimated 
third year peak-day requirement of 616 Mcf of natural gas daily for distribution 
in the town of Elkton and environs from Applicant’s allocation of 58,830 Mcf 
per day in Texas Gas’ Rate Zone 3, as proposed by Applicant. 

(C) Applicant shall be prepared to receive natural gas from Texas Gas within 
one year from the date of issuance of this order. 

(D) Texas Gas shall report to the Commission in writing and under oath 
the date of commencement of service to Applicant hereunder, within ten days 
after such service has begun. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


TOM COOK JR., (OPERATOR), ET AL., DOCKET NO. G-13120 





ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING 





PROCEEDINGS 





(Issued December 7, 1959) 





On November 4, 1959, Tom Cook Jr. (Operator) et al. (Cook) tendered for 
filing Supplement No. 3 to his FPC Gas Rate Schedule No. 1, proposing a fav- 
ored-nation rate increase of 1.09¢ per Mcf from 13.5¢ to 14.6¢ per Mcf, for 
jurisdictional sales to Texas Eastern Transmission Corporation (Texas East- 
ern). An effective date of December 5, 1959, for the proposed increased rate 
is requested by Cook. By order issued August 27, 1957, in Docket No. G—13120, 
the Commission suspended until February 1, 1958, the increase proposed in 
Cook’s Supplement Nos. 1 and 2 to his FPC Gas Rate Schedule No. 1. These 
supplements have not been allowed to become effective so that the underlying 
rate of 13.5¢ per Mef is still the effective rate. 

Concurrently with his filing of November 4, 1959, Cook submitted an Offer 
of Settlement pursuant to Section 1.18(e) of the Commission’s Rules of Practice 
and Procedure. 

In his offer of Settlement Cook states that in consideration for accepting the 
proposed increased rate and charge, without suspension, and for terminating 
the suspension proceedings in this docket, Cook would agree to eliminate from 
his contract comprising his FPC Gas Rate Schedule No. 1, as amended, the 
favored-nation clause and substitute 1.0¢ per Mcf periodic escalation increases 
in November 1963, November 1968 and November 1973 for the present 0.2¢ per 
Mcf annual escalation. 

In support of his Offer of Settlement, Cook states that the subject contract 
was negotiated at arm’s length, and the proposed rate and charge is below the 
price under currently negotiated contracts in the same area. Cook also states 
that the favored-nation clause was an important element of consideration re- 
quired for the long-term commitments of his gas reserves to the performance of 
his contracts; and that the clauses provided the seller with a means of pro- 
tecting himself against inflation and the increased valuation of the gas during 
the term of the contract. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the offer. None of Texas Eastern’s 
customers have petitioned to intervene in these proceedings or indicated to the 
Commission opposition to the Offer of Settlement. 




















































FEDERAL POWER COMMISSION 1011 


In our judgment, settlement of this case in accordance with the Offer of Set- 
tlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. Cook is proposing to eliminate any favored- 
nation clauses in his contract with Texas Eastern involved herein, to waive all 
his future rights and benefits thereunder and to convert the annual escalation 
now provided in the contracts to a periodic 1.0¢ per Mcf escalation in November 
1963, November 1968 and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Texas 

Jastern, as well as customer companies of the time and expense which might 
be necessary to the conduct of a formal hearing in such a rate case as might 
otherwise arise under this clause. The resulting stability in gas costs would be 
welcome to all segments of the natural-gas industry. Furthermore, freeing the 
Commission from the need of considering such a proposed increase would enable 
us to concentrate our efforts on other rate cases and other matters having pos- 
sibly more serious consequences for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Cook under the periodic escalation provisions or otherwise. 


The Commission finds: 


(1) The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Cook with the 
Commission on November 4, 1959, and in the Appendix* to this order, is in the 
public interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be approved by the Commission and made effective as herein- 
after ordered. 

(2) Good cause exists for terminating the proceedings in Docket No. G—13120 
for accepting for filing Supplement No. 3 to Cook’s FPC Gas Rate Schedule No. 1 
and for permitting said supplement to become effective on December 5, 1959, 
without obligation to refund; subject, however, to the terms and conditions of 
the Offer of Settlement as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Cook, November 
4, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Cook shall execute with Texas Eastern, in accordance with the Appendix 
attached hereto, an amendment to their Gas Purchase Contract dated September 
24, 1956, filed with the Commission as their FPC Gas Rate Schedule No. 1. 

(C) Cook shall, within 30 days from the date of issuance of this order, file 
with the Commission as supplement to his FPC Gas Rate Schedule No. 1, under 
Part 154 of the Commission’s Regulations under the Natural Gas Act, the exe- 
cuted agreement with Texas Eastern required by Paragraph (B) above. 

(D) The proposed increased rates contained in Supplement No. 3 to Cook’s 
FPC Gas Rate Schedule No. 1 is hereby permitted to become effective as of 
December 5, 1959, and the proceedings in Docket No. G—13120 are hereby termi- 
nated: Provided, however, that Cook make a satisfactory filing in accordance 
with paragraph (C) above. 

(E) The acceptance of this offer is without prejudice to any findings or deter- 
minations that may be made in any proceedings, which are presently being 


heard, or in any other proceeding now pending or hereinafter instituted by or 
against Cook. 


*Omitted in printing. 
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Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. v. United States 138 F. Supp. 
411.) 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


VIRGINIA ELECTRIC & POWER COMPANY, DOCKET NO. E-6910 
ORDER TO SHOW CAUSE 
(Issued December 7, 1959) 


The 1958 Annual Report (FPC Form No. 1) of Virginia Electric and Power 
Company (Company), a Virginia corporation with its principal place of busi- 
ness at Richmond, Virginia, indicates that Company is currently accounting 
and reporting, for general corporate and public reporting purposes, certain 
credits arising from accounting procedures for deferred taxes on income in a 
manner contrary to the requirements of the Commission’s Uniform System of 
Accounts prescribed for Public Utilities and Licensees. 

Company is both a public utility and licensee within the meaning of those 
terms as used in the Federal Power Act. 

Company’s Annual Report to the Commission for 1958 shows a credit of 
$21,840,000, in Account 266—Accumulated Deferred Taxes on Income, as of 
December 31, 1958. This amount represents the accumulation to December 31, 
1958, of annual accruals of deferred taxes resulting from the Company’s five- 
year amortization of a portion of $95,000,000 for certain electric facilities, 
pursuant to Section 124A of the Federal Internal Revenue Act of 1950. Com- 
pany’s annual charges to income for the federal income taxes thus deferred 
have been charged to Account 507A—Provision for Deferred Taxes on Income. 
These two accounts constitute the balance sheet and income accounts, respec- 
tively, prescribed by this Commission’s Order 204 (19 FPC 837) as the appro- 
priate accounting classification for federal income taxes deferred by reason of 
accelerated amortization and liberalized depreciation practices under Sections 
168* and 167, respectively, of the Internal Revenue Code of 1954. 

Notwithstanding these applicable accounting classifications, Company’s 1958 
Annual Report to stockholders shows that Company is currently reporting, for 
general corporate purposes, the accumulated accruals of deferred taxes on in- 
come which the Commission has required to be set forth in Account 266, 
through another balance sheet account, Account No. 271A—Earned surplus- 
restricted.? Company’s annual report to stockholders is required to be appended 
as a part of Company’s FPC Form No. 1, Annual Report to the Commission.’ 

Correspondence between Company representative and this Commission’s staff 
has failed to show any justification for Company’s departure from the require- 
ments of this Commission’s Uniform System of Accounts. Moreover, Company’s 
representatives have indicated that Company proposes to continue the afore- 
mentioned accounting practices. 


1 Formerly Section 124A of the Federal Internal Revenue Act of 1950. 

? Not prescribed as part of this Commission’s Uniform System of Accounts for Public 
Utilities and Licensees. Order No. 204 (19 FPC 8387) finds that surplus, even though re- 
stricted, is not an appropriate account for the classification of deferred taxes on income. 

3 Registration Statements heretofore filed by Company under the Securities Act of 1938 
reflect this same practice. 
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In view of the foregoing, it is necessary and appropriate for the purposes of 
the Federal Power Act (particularly Sections 301(a), 304 and 309 thereof), 
that Company show cause, if there be any, for its past and continuing departure 
from the requirements of this Commission’s Uniform System of Accounts; all 
in the manner hereinafter provided. 


The Commission orders: 


Company shall show cause, if there be any, in writing and within sixty days 
from the issuance of this order, why the Commission should not find and 
determine : 

(1) That Company is reporting the financial data set forth in Account 
266 (i.e., accumuiated deferred taxes on income), otherwise than through 
the Commission’s prescribed Account 266, all as indicated above, and 
therefore that it has and continues to violate the accounting and reporting 
requirements prescribed by the Commission through its Uniform System of 
Accounts ; 

(2) That this action by Company constitutes a willful and knowing 
violation of the Federal Power Act; 

(3) That the Company be required to make, keep, and preserve its ac- 
counts in the manner prescribed by this Commission in the Uniform System 
of Accounts for Public Utilities and Licensees ; 

(4) That the Company be ordered to file such substitute pages of its 
Annual Report for 1958 (FPC Form No. 1), to make the reporting of ac- 
cumulated deferred taxes on income therein consistent, and in compliance 
with the requirements for such report as prescribed by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY AND TEXAS 
ILLINOIS NATURAL GAS PIPBLINE COMPANY, DOCKET NO, G—19963* 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY, 
AMENDING APPLICATIONS FOR, AND CERTIFICATES OF PUBLIC CONVENIENCE AND 
NECESSITY, AND DISMISSING APPLICATION FOR ABANDONMENT 


(Issued December 8, 1959) 


On October 22, 1959, supplemented on November 13, 1959, Peoples Gulf Coast 
Natural Gas Pipeline Company (Peoples Gulf) and Texas Illinois Natural Gas 
Pipeline Company (Texas Illinois) filed in Docket No. G-19963 a joint application 
pursuant to Section 7 of the Natural Gas Act for a certificate of public conven- 
ience and necessity authorizing Peoples Gulf to acquire and operate all of the 
facilities presently owned by Texas Illinois, and for permission and approval for 
Texas Illinois to abandon by transfer to Peoples Gulf said presently existing 
facilities and the services rendered from them, all as more fully set forth in the 
application, as supplemented. 

The facilities of Texas Illinois consist of approximately 1,225 miles of main 
transmission pipeline, 357 miles of lateral lines, eleven compressor stations total- 
ling approximately 130,000 installed horsepower, and other appurtenant facilities, 
through which it transports natural gas purchased in the south Gulf Coast area 
of Texas through the states of Arkansas and Missouri to Illinois. Texas Illinois 


*For additional docket numbers, see Appendix hereto. 
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sells such gas to municipalities and utility companies for resale for local distri- 
bution, to Natural Gas Pipeline Company of America (Natural) for resale, and to 
Natural Gas Storage Company of Illinois (Storage Company) for cushion gas 
and operational use. 

Texas Illinois, Natural and Storage Company are all controlled by The Peoples 
Gas Light and Coke Company (Peoples). Peoples owns all outstanding common 
stock of Natural and 70.56 percent of the outstanding common stock of Texas 
Illinois. Natural and Texas Illinois own all of the outstanding common stock of 
Storage Company, in equal amounts. After the proposed acquisition of Texas 
Illinois’ facilities, Peoples will also own all of the outstanding common stock of 
Peoples Gulf. The details of the proposed stock transactions involved in the 
acquisition of Texas Illinois’ facilities by Peoples Gulf and the overall plan 
whereby the interstate pipeline systems of Natural and Peoples Gulf (now Texas 
Illinois) will eventually be merged into one corporation, are available for inspec- 
tion in the application and exhibits as aforesaid. 

The instant proposal is an interim step in said overall plan which is expected 
to result in increased efficiency and a decrease in administrative problems. No 
abandonment of service will result from the proposed transfer of property. Peo- 
ples Gulf will render all of the services now rendered by Texas Illinois and at the 
same rates of Texas Illinois now on file with the Commission. 

The Illinois Commerce Commission has approved the issuance of additional 
stock by Peoples and the other phases of Peoples’ part in the proposed transfer. 
The Office of the Commissioner of Internal Revenue has ruled that the proposed 
plan qualifies as a tax-free reorganization. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 7, 1959, respecting the matters involved in and the issues presented 
by the joint application herein. No petitions, to intervene or protests to the 
granting of the application have been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


























The Commission finds: 





(1) Peoples Gulf Coast Natural Gas Pipeline Company, a Delaware corpora- 
tion having its principal place of business in Chicago, Illinois, by reason of the 
acquisition and operation of facilities as hereinafter authorized, as hereinbefore 
described and as more fully described in the application in Docket No. G—19963 as 
supplemented, will be engaged in the transportation and sale of natural gas in 
interstate commerce for resale for ultimate public consumption, subject to the 
jurisdiction of the Commission, and will therefore be a “natural-gas company” 
Within the meaning of the Natural Gas Act. 

(2) The facilities proposed to be acquired and operated by Peoples Gulf as 
hereinbefore described, will be used in the transportation and sale of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
acquisition and operation thereof by Peoples Gulf will be subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The acquisition and operation of the facilities as proposed by Peoples Gulf 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Peoples Gulf is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 
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(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate referred to in paragraph (3) above 
and to the exercise of the rights granted thereunder. 

(6) For administrative purposes and to reflect properly’ on the records of 
the Commission the authorization hereinafter granted to Peoples Gulf, it is 
appropriate to amend the applications for, and the outstanding certificates of 
public convenience and necessity, and the orders issued pursuant to Section 7(a) 
of the Natural Gas Act, all as supplemented or amended, filed or issued, under 
each of the proceedings listed in the Appendix to this order, by substituting 
Peoples Gulf Coast Natural Gas Pipeline Company for Texas Illinois Natural 
Gas Pipeline Company as applicant, as certificate holder, or as respondent to 
the Section 7(a) order, whichever may be appropriate. 

(7) Inasmuch as, effective from the date of issuance of the certificate granted 
hereinafter, Peoples Gulf proposes to continue under the same contractual pro- 
visions and at the same rates the identical operations and services which Texas 
Illinois has heretofore been rendering, no abandonment of service is involved 
and so much of the application in Docket No. G—19963 as seeks approval under 
Section 7(b) of the Natural Gas Act of the abandonment of facilities and 
services by Texas Illinois should be dismissed as not required by the provisions 
of said Act. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued, upon the terms and conditions of this order, authorizing Peoples 
Gulf Coast Natural Gas Pipeline Company to acquire and operate all of the 
facilities presently owned and operated by Texas Illinois Natural Gas Pipeline 
Company, and to continue the services which Texas Illinois has heretofore been 
rendering, all as more fully described in the joint application, as supplemented, 
in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) The applications for, and the outstanding certificates of public conven- 
ience and necessity, and the orders issued pursuant to Section 7(a) of the 
Natural Gas Act, all as supplemented or amended, filed or issued, under each 
of the proceedings listed in the Appendix hereto, which is made a part of this 
order, be and the same are hereby amended by substituting Peoples Gulf Coast 
Natural Gas Pipeline Company for Texas Illinois Natural Gas Pipeline Com- 
pany as applicant, as certificate holder, or as respondent to the Section. (a) 
order, whichever may be appropriate. 

(D) So much of the application in Docket No. G—19963 as seeks approval 
of the abandonment of facilities and service by Texas Illinois is. hereby dis- 
missed. 

(E). The acquisition of. Texas. lllinois’ facilities by Peoples Gulf shall be 
completed within one year from the date of, issuance. of this, order. 
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APPENDIX 


The following applications filed by Texas Illinois Natural Gas Pipeline Com- 
pany are pending without action by the Commission. 
Docket No. G-19086 (joint application with Natural Gas Pipeline Company 
of America). 
Docket No. G—20045. 
Certificates have been issued to Texas Illinois Natural Gas Pipeline Company 
and are outstanding in the following dockets: 








































Docket Nos. Docket Nos. Docket, Nos. Docket Nos. 
G-1246 G-6675 G-11705 G-14178 
G-1477 G-8705 G-—12224 3-14179 
G-1669 G-8905 G-12297 G-14466 
G-1829 G-9748 G-12480 G-14476 
G-1875 G-—9902 G-12753 G-14655 
G-—1914 G-—10103 G-—129387 G-14829 
G—2004 G-10548 G-—13325 G-17034 
G-2098 G-10767 G-—13700 G-17094 
G-—2354 G-11433 G-13785 
G-2601 G-—11568 G-13868 
G-3214 G-11684 G-14177 


Texas Illinois Natural Gas Pipeline Company is the respondent under Section 
7(a) orders outstanding in the following dockets: 
Docket No. G—10985—City of Pinckneyville. 
Docket No. G—14312—TIllinois Power Company. 
Docket No. G-16215—United Cities Gas Company. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SOUTH CAROLINA ELECTRIC & GAS COMPANY, PROJECT NO. 516 
ORDER APPROVING REVISED EXHIBIT 


(Issued December 8, 1959) 





South Carolina Electric & Gas Company, licensee for major Project No. 516, 
located on the Saluda River in Lexington, Richland, Newberry and Saluda Coun- 
ties, South Carolina, filed an application on November 4, 1959, for amendment 
of plans to revise the project boundary by excluding an 86.5-acre parcel of land 
from the project area and has authorized the Commission's staff to revise the 
project exhibit to show the exclusion of the parcel of land. 

Applicant states that the proposed change is necessary and desirable because 
the houses located on the land have been reclassified to non-project plant by the 
accounting staff of the Commission. 

The exhibit has been revised as requested. 


The Commission finds: 


Exhibit K-1, sheet 1 (FPC No. 516-35) revised in accordance with Applicant’s 
request, and superseding Exhibit K-1, sheet 1 (FPC No. 516-35) now part of the 
license for the project, conforms to the Commission’s rules and regulations and 
should be approved as part of the license for the project and said superseded 
exhibit should be eliminated from the license. 
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The Commission orders: 


(A) Exhibit K-1, sheet 1 (FPC No. 516-35) as revised is approved as part 
of the license for the project and Exhibit K-1, sheet 1 (FPC No. 516-35) now 
part of the license for the project is eliminated from the license. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


DUKE POWER COMPANY, DOCKET NO. E-6906 
ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY NOTES 
(Issued December 9, 1959) 


Duke Power Company (Applicant), a corporation organized under the laws 
of the State of New Jersey and doing business in the States of North Carolina 
and South Carolina, with its principal place of business at Charlotte, North 
Carolina, filed an application on November 3, 1959, requesting authorization, 
pursuant to Section 204 of the Federal Power Act, for the issuance of not to 
exceed $76,000,000, aggregate principal amount of Promissory Notes, outstand- 
ing at any one time. 

Each of the proposed Notes will be dated as of its actual date of issue, will 
mature not more than one year after its date of issue, and will bear interest at 
a rate not to exceed the prime commercial rate in New York City as of the 
date of issue of each Note. As of the date of this application, the prime rate 
of interest in New York City was 5%. The Notes will be issued from time to 
time during the period commencing with the date of the Commission’s authori- 
zation and ending on December 31, 1961. Applicant also proposes to renew 
the original Notes from time to time with renewal Notes maturing not more 
than one year after the respective dates of issue of such renewal Notes and 
in any event not more than three years from the date of issue of the original 
Note so renewed. No renewal Note will mature later than December 31, 1964. 

As of the date of the application, Applicant’s outstanding Promissory Notes 
aggregated $9,250,000, principal amount, for which Certificates of Notification 
have been filed, pursuant to the provisions of Section 204(e) of the Federal 
Power Act. Applicant’s request to issue Notes in the maximum principal 
amount of $76,000,000 will include any new Notes or renewal Notes issued 
under Section 204(e)* prior to the time of the Commission’s authorization 
contained herein. 

The application states that none of the Notes proposed to be issued will be 
resold to the general public and that no finder’s fee or other negotiation fee, 
commission, or remuneration will be paid in connection therewith to any third 
person. 

The proceeds to be obtained from the proposed issuance of Notes will be 
utilized to provide interim capital for financing, in part, Applicant’s construc- 
tion program, which is estimated to require total expenditures of approximately 
$155,300,000 during the period September 1, 1959, to December 31, 1961. The 


*5% of the par value and/or fair market value of Applicant’s other securities presently 
outstanding amounts to approximately $26,500,000. 
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major subdivisions of expense includeed in that total amount are $85,800,000 
for generating plants; $20,700,000 for transmission facilities; and $48,800,000 
for distribution and other facilities. The present construction program is antici- 
pated by Applicant to add 1,095,000 kw of steam and hydro-electric generating 
capacity, about 133 miles of 230 kv transmission lines, and a considerable 
amount of lower voltage transmission lines. The principal expenditures esti- 
mated for generating stations through the year 1961 consist of $56,900,000 for 
three 275,000 kw steam-generating units to be installed at Applicant’s Allen 
Station and expected to be in operation in October, 1959, October, 1960, and 
July, 1961, respectively; and $28,200,000 for four 87,500 kw hydro-generating 
units to be installed at Applicant’s Cowan’s Ford Station, three of which are 
scheduled to begin operation in June, 1963. Among the chief items of trans- 
mission expense are $3,132,000 for 52 miles of 230 kv transmission line between 
Allen, North Carolina, and Pacolet, South Carolina, scheduled for service in 
1960; and $2,004,000 for 80.7 miles of 230 kv transmission line between Allen, 
North Carolina, and Beckerdite, North Carolina, scheduled for service in 1961. 

During the period extending from the date of the Commission’s authorization 
herein through December 31, 1961, Applicant expects to repay all or part of the 
subject borrowings and to effect permanent financing of all or part of its current 
construction program requirements by the issuance of first mortgage bonds, 
debentures, preferred or common stock, or combinations of such corporate 
securities. However, the particular type and time of such permanent financing 
will be dependent upon market conditions prevailing at the time when such 
financing is undertaken. 

Written notice of the application has been given to the North Carolina 
Utilities Commission and the South Carolina Public Service Commission, and 
to the Governor of each of those States. Notice has also been given by publi- 
eation in the Federal Register on November 18, 1959 (24 F.R. 9318), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should file a petition or protest on or before December 2, 1959, 
with the Federal Power Commission, Washington 25, D.C. No protest, petition 
or request to be heard in opposition to the granting of the application has 
been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued December 
29, 1955, Duke Power Company, Docket No. B-6652 (14 FPC 1163). 

(2) The proposed issuance of Promissory Notes, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of Promissory Notes; as described above, is, therefore, not exempt by virtue of 
that Section from the requirements of Section 204 of the Act. 

(4) The proposed issuance of Promissory Notes in the aggregate principal 
amount’ of $76,000,000, all as described above, will be in excess of 5% of the 
par value of the other securities of Applicant, and, therefore, will not be exempt 
by virtue of Section 204(e) of the Act from the requirements of Section 204(a) 
of the Act. 

(5) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.1la of the 
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Commission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a (a) (2) thereof. 

(6) The proposed issuance of Promissory Notes, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of the Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance by the Applicant of service as a public utility, 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes by the Applicant, in an ag- 
gregate principal amount of not to exceed $76,000,000 at any one time outstand- 
ing, upon the terms and conditions and for the purposes set forth in the appli- 
cation, is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant thereto, being not later than December 31, 1964. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


FLORIDA POWER CORPORATION, DOCKET NO. E-6908 
ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 


(Issued December 9, 1959) 


Florida Power Corporation (Applicant), a corporation organized and exist- 
ing under the laws of the State of Florida and doing business in said State, 
with its principal business office at St. Petersburg, Florida, filed an application 
on November 9, 1959, as amended November 23, 1959, for authority, pursuant 
to Section 204 of the Federal Power Act, to issue unsecured Promissory Notes 
in the aggregate principal amount of $19,000,000 outstanding at any one time. 

The proposed Notes, payable to New York and Florida banks, will mature 
on or before November 10, 1960. Applicant reserves the right to prepay all 
or any portion of the Notes without penalty and to reissue any of such Notes 
so prepaid provided such Notes mature on or before November 10, 1960. Each 
of the proposed Notes, whether issued as original Notes or renewal Notes, will 
bear interest at a rate not in excess of the then current prime rate for similar 
loans in New York City, on the date of issue or renewal, as the case may be, 
and will be arranged through the Morgan Guaranty Trust Company of New 
York, which will act as Applicant’s agent for the line of credit. The applica- 
tion states that none of the Notes proposed to be issued will be resold to the 
general public, and that no finder’s fee or other negotiation fee, commission or 
remuneration will be paid in connection therewith to any third person. 

The proceeds from the Notes will be used to finance temporarily a portion of 
Applicant’s current construction program, involving expenditures of approxi- 
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mately $32,000,000 for the period commencing December 1, 1959, and ending 
November 30, 1960. The principal items of expenditure included in the 
$32,000,000 are $8,400,000 for the construction of a second generating unit at 
the Bartow Plant; $8,300,000 for additions to and new transmission lines and 
substations; and $11,550,000 for additions to and new distribution lines, trans- 
former capacities and substations. 

Written notice of the application has been given to the Plorida Railroad and 
Public Utilities Commission and to the Governor of Florida. Notice has also 
been given by publication in the Federal Register on November 24, 1959 (24 
FR 9433), stating that any person desiring to be heard or to make any protest 
with reference to the application should file a petition or protest on or before 
December 4, 1959, with the Federal Power Commission, Washington 25, D.C. 
No protest, petition or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


(1) Applicant is a public utility within the meaning of Section 204 of the 
Federal Power Act, subject to the jurisdiction of the Commission as heretofore 
described and set out in the Commission’s order entered February 28, 1957, In 
the Matters of Geurgia Power and Light Company and Florida Power Company, 
Docket No. E-6719. 

(2) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $19,000,000, all as described above, will constitute an issuance of 
securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $19,000,000, all as described above, will be in excess of 5% of the 
par value of the other securities of Applicant, and, therefore, will not be exempt 
by virtue of Section 204(e) from the requirements of Section 204(a) of the 
Act. 

(4) Applicant is not organized and operating in a State, under the laws of 
which the security issue here involved is regulated by a State Commission 
within the meaning of Section 204(f) of the Act, and the proposed issuance is, 
therefore, not exempt by virtue of that Section from the requirements of Section 
204 of the Act. 

(5) The proposed issuance of Promissory Notes is exempt from the com- 
petitive bidding requirements of Section 34.la of the Commission’s Regulations 
under the Federal Power Act by reason of Paragraph 34.la(a)(2) thereof. 

(6) The proposed issuance of Promissory Notes, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility, and 
which will not :mpair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


T'he Commission orders: 





(A) The proposed issuance by Applicant of Promissory Notes in the aggre- 
gate principal amount of $19,000,000, outstanding at any one time, whether an 
original issue or a renewal Note, upon the terms and conditions and for the 
purposes set forth in the application, all as described above, is hereby author- 
ized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of all 
Notes to be issued pursuant hereto, being not later than November 10, 1960. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service ac- 
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counts, valuation, estimates or determinations of cost or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PHILLIPS PETROLEUM COMPANY, G-15514; UNITED GAS PIPE LINE 
COMPANY, G-—15716; UNION PRODUCING COMPANY, G-—16923 


ORDER CLARIFYING OPINION NO. 330 AND ACCOMPANYING ORDER AND DENYING 
PETITION FOR MODIFICATION 


(Issued December 9, 1959) 


On November 12, 1959, Phillips Petroleum Company (Phillips) and Union 
Producing Company (Union) each filed a petition for modification of the 
Commission’s Opinion No. 330 and accompanying order issued October 13, 1959, 
22 FPC 694, in the above-entitled proceedings, or in the alternative for clarifica- 
tion of said Opinion and order. Opinion No. 330 certificated the sale by Phillips 
and Union of what would eventually be 24,000 Mcf per day of natural gas from 
the North Henderson Field area of Rusk County, Texas, to United Gas Pipe 
Line Company (United), subject to a condition reducing the initial price to 
15 cents per Mcf without tax. The price proposed by the producers was 17 
cents per Mcf without tax. 

As its principal alternative, Phillips takes the position, which Union joins, that 
the Commission should reconsider this case and modify its Opinion to grant 
the producers certificates without any price condition. Phillips argues first, 
that the Commission’s decision to attach a price condition was based principally 
on staff evidence of prices in Texas Railroad District No. 6, and that, in view 
of the smallness and peculiar shape of this District, and staff’s failure to make 
any showing of any possible relationship between its boundaries and gas prices, 
the prices in this District do not constitute a valid pricing basis for these 
producers’ sales. Second, it is argued that within a radius of 120 miles of the 
North Henderson Field, which is the distance from the Field to the farthest 
northern point in District No. 6, the Commission has already certificated two 
sales at prices in excess of 18 cents; and that within a radius of only a few 
more miles, the Commission has certificated sales in excess of 20 cents per Mcf. 

Third, it is contended that the Commission has utilized larger areas in other 
eases for price data in considering the justification for proposed initial prices 
of producers, citing our Opinion No. 328, issued August 10, 1959, in Matters of 
Transwestern Pipeline Company, Docket Nos. G—14871, et al., 22 FPC 391, and 
no evidence of costs of production was required by the Commission in that case. 

Fourth, Phillips questions whether producers would have any incentive to 
explore for gas to greater depths in this area when they could get better prices 
for gas produced in other nearby areas. Finally, it is argued that the proposed 
17-cent price could not be “out of line” under the Catco case, Atlantic Refining 
Co. v. Public Service Commission of the State of New York, 360 U.S. 378, since 
United, the prospective purchaser, is already paying this price, and higher 
prices, certificated by the Commission, for fairly recent sales under comparable 
conditions on the company’s system, and therefore this price has no substantial 
adverse impact on United’s rates. 
556—-711—_ 61-67 
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We must deny Phillips’ and Union’s requests to modify Opinion No. 330 in 
the matters described above. In order to realize the essential objective of the 
Supreme Court’s Catco decision, of protecting the consumer of gas from unjusti- 
fied price exactions resulting from proposed high initial prices of producers not 
supported on the record, we must proceed resolutely to reduce such initial prices 
by the attachment of conditions wherever a reasonable basis required by public 
convenience and necessity is found to exist, unimpeded by unsubstantiated claims 
of injury and asserted error. The producers’ arguments herein do not justify 
our turning away from this essential purpose. 

As to the producers’ criticism that staff’s evidence of prices in Texas Railroad 
District No. 6 is inadequate for appraising the propriety of their proposed 
initial prices, the producers did not themselves undertake to make a record 
justifying their proposed prices, and since staff is not required and cannot be 
expected to prove the companies’ case, staff can hardly be condemned for failing 
to make their case for them. Furthermore, although it is true that we have 
certificated sales of gas two hundred miles or so distant from the North Hender- 
son Field at prices higher than 17 cents per Mcf, those sales were made from 
fields in areas such as north Louisiana, south Louisiana and the Gulf Coast 
region, in which price differentials have historically prevailed. To establish 
that comparable prices are justified for North Henderson sales, the proponents 
must adduce evidence on the record substantially supporting this conclusion. 
As we stated in Opinion No. 330, in the absence of data supporting the proposed 
initial price, “we must rely on such data as the record affords to support such 
reasonable conditions as are justified on the facts; in the absence of adequate 
data, we can only deny the certificates.” 

Thus it is evident that the pricing area relied on by the Commission in our 
Transwestern Opinion No. 328 has no bearing on what is the best pricing 
area for purposes of deciding the instant case involving gas produced in a 
totally different section of the country. Furthermore, although the price issue 
in the Transwestern case has not been finally determined, under the Catco 
decision the applicants must justify the price by substantial evidence of rec- 
ord. As to the suggested adverse effect on producer exploratory activities 
of price conditions such as those imposed herein, the record contains no evi- 
dence to support any such implication. Nor is there anything in the record 
to justify any conclusion but that, consistent with past experience in the 
natural-gas industry, the higher prices proposed to be paid for gas herein 
would result in higher prices charged for the resale of the gas; and it was this 
the Catco case was intended to prevent. 

Turning to the producers’ secondary alternative, they request that in the 
event we refuse to modify Opinion No. 330 and accompanying order as set 
forth above, we clarify it in two particulars. Paragraph (D) of the order 
accompanying Opinion No. 330 required that the producers must: 

. .. file with the Commission within 70 days of the date of issuance of 
this order rate schedules or supplements thereto providing for a rate of 
15 cents per Mcf without tax, for the natural gas sold to United, the 
subject matter of these proceedings, in lieu of the price contained in the 
respective producer contracts with United. 

Phillips points out that Article X of the contract between it and United 
provides for a base price of 17 cents for the first five years, with step-ups of 
one cent each at the end of each five-year period, and also provides for price 
redetermination after the first 10 years. Article XI provides that, in addition 
to the base prices or redetermined prices provided for in Article X, United 
shall reimburse Phillips for one-half of the 7 percent production tax now in 
effect and for three-fourths of any new, additional, or increased taxes required 
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to be paid by Phillips. Phillips wants to know (1) whether our Opinion 
requires that Phillips must absorb all of the present tax and all of any future 
increases in taxes, as well, contrary to the provisions of Article XI, and (2) 
whether our Opinion requires that Phillips must execute and file a new contract 
eliminating the periodic escalation and redetermination provisions of Article X. 

With respect to question (1) above, we intended by Opinion No. 330 to pro- 
vide that the contracts between the producers and United must be amended 
so that the initial price or rate shall be 15 cents per Mcf “without tax,” that is, 
exclusive of tax reimbursement. 

With respect to question (2) above, the escalation and redetermination pro- 
visions in the producers’ contracts with United involve future possible proposals 
for increased rates and thus concern matters and issues not before us in these 
proceedings. Accordingly, these provisions need not be eliminated from the 
producers’ contracts. However, any rate changes from the initial rates must 
be handled in conformity with the provisions of Section 4(e) of the Natural 
Gas Act and our pertinent Regulations thereunder. 

The Commission orders: 

The requests for clarification of the Commission’s Opinion No. 330 and 
accompanying order issued October 13, 1959, contained in the petitions filed 
herein on November 12, 1959, by Phillips Petroleum Company and Union Pro- 
ducing Company, are hereby granted as above set forth; the requests for 
modification of the said Opinion No. 330 are hereby denied. 

Commissioners Kline and Hussey concurring in the result. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


CENTRAL VERMONT PUBLIC SERVICE CORPORATION AND VERMONT 
ELECTRIC POWER COMPANY, INC., DOCKET NO. E-6839 


ORDER DENYING APPLICATION FOR REHEARING 
(Issued December 10, 1959) 


By application filed November 12, 1959, Central Vermont Public Service Cor- 
poration (Central Vermont) and Vermont Electric Power Company, Inc. (Velco) 
have requested that the Commission order a rehearing with respect to 
the Commission’s Opinion No, 329 and order issued October 12, 1959, 22 
FPC 672, in the above-entitled matters or revise or modify its Opinion 
and order so as to permit consummation of the transaction contemplated by 
the applicant upon such conditions as the Commission deems necessary. 
In our Opinion and order we denied approval of a proposed arrangement 
by which Central Vermont would sell its Middlebury-Milton line to Velco 
for a consideration of $712,994.36 representing the net investment in the 
line and Central Vermont would obtain the right to use 10,000 kva of 
the capacity of the line and its extension north to St. Albans, together 
with the substations at Middlebury and St. Albans, upon payment of a rental. 
In our Opinion we found that the rental was inadequate and that there would 
be no injury to the public interest in Central Vermont’s retaining the ownership 
of the Middlebury-Milton line. We do not find anything in the application for 
rehearing that causes us to grant rehearing or to modify our Opinion and order 
of October 12, 1959. Only certain of the contentions made by the applicants 
require comment. 
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The applicants contend that Central Vermont will be required to pay Velco 
for the right to use the facilities regardless of the extent to which it exercised 
that right and that it will not have the right to use more than 10,000 kva. On 
the other hand, applicants point out, Velco may use the entire capacity of the 
facilities when available without any payment to Central Vermont. However, 
what Central Vermont would pay for is a right to use capacity, whether or not 
it uses it on all occasions. The contract between Central Vermont and Velco 
dated August 12, 1958, provides in paragraph 2.2: 

Extent of Central Vermont’s Right to Use.—Velco covenants and agrees 
that it will grant to Central Vermont the right to transmit up to 10,000 
kilovolt amperes of power at any time over said Middlebury-Milton-St. Al- 
bans line. The parties hereto agree that said 10,000 kilovolt amperes repre- 
sents 23.26 percentage of the total capacity of said line. 

What this amounts to is that Central Vermont proposes to pay for Velco’s 
capacity on the basis of obtaining roughly one quarter of it while, as we have 
shown in our Opinion and below, the capacity is so limited that it will obtain a 
considerably greater fraction of the capacity. We still do not think that this 
is an equitable arrangement as far as Velco is concerned. 

In this connection the applicants argue that while the division of costs sug- 
gested by the Commission might be just and reasonable and would increase 
payments by Central Vermont, a division of costs on the basis of actual use 
might also be just and reasonable and therefore should be approved. But we 
are of the opinion that where one party is proposing to buy the “right” to use, it 
is buying capacity and it is capacity that must be allocated. This can only be 
done on the basis of capability for use, not proposed use or actual use. 

The applicants contend that the Commission was not correct in finding that 
the capacity of the northern Essex-St. Albans portion of the line here involved 
was limited by the capacity of the 25,000 kva St. Albans substation. They point 
out that the line continues north through St. Albans to Highgate where there 
is located a substation of 12,500 kva capacity. Therefore they say that, even 
assuming that the substations can be considered to limit the capacity of the 
line, the use of this northern portion of the line is limited only by the aggregate 
of the capacities of the two substations totalling 37,500 kva, of which the 10,000 
kva reserved by Central Vermont is 26.5 percent. Even if this is true, the 
Commission had in mind principally the portion of the line south of Essex and 
the St. Albans and Middlebury substations themselves when it arrived at its 
conclusion that the rental should be based on at least 40 to 50 percent of the 
effective capacity of the facilities. Applicant’s contention, involving less than 
one half of the total length of the line, of course, cannot change our conclusion 
with respect to the equity of the entire rental arrangement. The capacity of 
the larger portion of the line south of Essex is limited not only by the capacity 
of the 20,000 kva Middlebury substation but the evidence shows that it is lim- 
ited by the capacity of Central Vermont’s subtransmission lines south of Middle- 
bury. This limitation was said to occur at 12 megawatts except that if genera- 
tion of power were reduced in the Middlebury area it would be possible to 
transmit 15 to 16 megawatts over this portion of the line. Therefore an equitable 
rental should reflect all these considerations. 

The application sets forth that Central Vermont was reluctant to agree to 
the transfer of the Middlebury-Milton line and that as a result of the transfer 
it had suffered certain detriments in that it had lost capacity, had gone to the 
expense of converting the line to 115 kv operation, had abandoned substations 
and had suffered an impairment to the usefulness of its subtransmission system 
south and east of Middlebury. The price of converting the line, said in the 
record to have involved little cost, would of course be included in the sales 
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price which was made equivalent to net investment. The other detriments 
would be difficult or impossible to measure. In any case they do not represent 
a benefit granted to Velco for which Central Vermont would be entitled to some 
kind of compensation, such as the privilege of obtaining capacity at a reduced 
rate as here proposed. It is also argued that Central Vermont constructed the 
line at a time when costs were lower than they are now and that this should 
also be taken into consideration. We do not think that this is a valid argument. 
It would, in effect, be permitting Central Vermont to take advantage of facili- 
ties constructed by it on the basis of reproduction cost as against its affiliate. 

The applicants contend that their presentation in justification of the agree- 
ment for the joint use of the line and substations was limited because of the 
attitude taken by the presiding examiner that evidence pertaining to matters 
which could be determined in a later rate proceeding was not relevant. Appli- 
ecants refer specifically to the cost to Central Vermont resulting from the 
detriments referred to above. We have indicated that these particular costs 
would not be relevant to a decision as to the equitable rental to be paid by 
Central Vermont for the use of the line and appurtenant facilities. Furthermore, 
in the colloquy referred to by applicants, the presiding examiner made no ruling 
that such matters were irrelevant or not admissible in evidence. He merely 
indicated to staff counsel in a general way that the allocation of costs to the 
Veleco system should be the subject of a rate proceeding and did not have any- 
thing to do with the propriety of the acquisition of the Middlebury-Milton line. 
The record in no way shows a denial of opportunity to the applicants to adduce 
evidence in support of the rental charges. 

The applicants advert to possible advantages resulting from the proposed 
arrangement. As shown by our previous opinion we were not convinced as to 
the substance of these advantages, but, in any case they are more than offset 
by the inequities of the rental agreement. The fact that the State of Vermont 
has entered into a power contract with Velco for the distribution of the St. 
Lawrence power giving the State extensive control does not affect the result, 
for there is nothing to show that the State could not have entered into a 
similar power contract with Central Vermont if the transfer of the facilities 
were not effected. 

In overruling the presiding examiner's determination that rate questions 
could be resolved in a later proceeding we cited the CATCO case, 360 U.S. 378. 
Apparently to avoid the effect of this case Central Vermont agrees to “pay 
Velco, from the effective date of the proposed joint use agreement, the additional 
amount, if any, which the Commission finds to be just and reasonable in any 
rate proceedings conducted by the Commission which are commenced within six 
months after such effective date’. Since we have concluded that the rental 
payments to be made by Central Vermont are insufficient, we see no need for 
approving the transaction even with a condition providing for the making of 
additional payments. The applicants are free to make a new application in 
conformity to our previous Opinion and this order, and until such time no 
public harm will occur, for the line is now being used to distribute the St. 
Lawrence power. Furthermore, we are not empowered upon investigation under 
Section 206 of the Federal Power Act to determine rates for a past period and 
order additional payments or refunds. Compare F.P.C. v. Hope Natural Gas 
Co., 320 U.S. 591, 618; Hope Natural Gas Co. v. F.P.C., 196 F. 2d 808 (CA 4), 
rehearing denied 197 F. 2d 523 (CA 4). 




































The Commission finds: 





The assignments of error and grounds for rehearing in the above application 
for rehearing set forth no new facts or principles of law which were not fully 
considered by the Commission when it issued its Opinion No. 329 of October 
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12, 1959, or which having now been considered warrant any change or modifica- 
tion of said order. Such specifications of error, contentions and arguments 
contained in the above application for rehearing as are not specifically disposed 
of in the foregoing are without reasonable basis in law, or are immaterial to 
the correct decision of this case, and should be denied. 


The Commission orders: 


The above application for rehearing is hereby denied. 
Commissioner Kline not participating. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-6909 
ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY NOTES 
(Issued December 10, 1959) 


Gulf States Utilities Company (Applicant), incorporated under the laws of 
the State of Texas and qualified to do business as a foreign corporation in the 
State of Louisiana, with its principal place of business in Beaumont, Texas, 
filed an application on November 12, 1959, as amended December 1, 1959, re 
questing authorization, pursuant to Section 204 of the Federal Power Act, for 
the issuance of not to exceed $20,000,000, aggregate principal amount of Promis- 
sory Notes, outstanding at any one time. 

The proposed Notes will be issued to evidence loans to be secured from 
Irving Trust Company and The Chase Manhattan Bank, both of New York, 
New York, pursuant to credit agreements, dated October 19, 1959, between 
Applicant and the two banks. Together, the two agreements will enable 
Applicant to borrow or to reborrow at any time during the period January 1, 
1960, to December 31, 1960, inclusive, up to a total principal amount of $20,000,- 
000. Bach Note will mature on December 31, 1960, and will bear interest at the 
prime rate of the lender in effect at the time of each borrowing. As of the 
date of the loan agreements, the prime rate of each bank was 5%. Payment 
of all Notes outstanding, or any portion thereof, may be anticipated without 
penalty, and the full amount of such payment will be immediately restored to 
the aggregate principal amount of credit available under the afore-mentioned 
agreements. No commitment fee will be paid in connection with the proposed 
issuance of Notes. 

Applicant proposes to utilize the proceeds from the contemplated issuance 
of Notes for general corporate purposes, including carrying forward its 1960 
construction program, which is presently anticipated to cost approximately 
$43,000,000 for that year. During the period January 1, 1959, to the spring of 
1963, Applicant plans to add 1,097,000 kw of generating capacity. Included 
among the new steam-electric generating facilities will be one 162,000 kw unit 
and one 220,000 kw unit to be installed at the proposed new station south of 
Baton Rouge, Louisiana, the former unit scheduled for service in 1960; a 
162,000 kw unit at the Nelson Station near Lake Charles, Louisiana, scheduled 
for commercial operation in early 1960; and two 220,000 kw units to be installed 
at a proposed new station between Orange and Port Arthur, Texas, the first 
unit expected to be in operation in 1962 and the second unit in 1963. In 
addition, work is continuing upon the construction of new or increased capacity 
transmission and distribution lines, substations, and equipment, 
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The application states that no finder’s fee or other fee will be paid in con- 
nection with the proposed issuance of Notes, and that none of the proposed 
Notes will be resold to the general public. 

Applicant contemplates undertaking permanent financing from time to time 
to discharge all or a portion of the proposed Notes then to be outstanding. 
The exact amount and type of securities to be issued, however, have not been 
determined at this time. 

Written notice of the application has been given to the Louisiana Public 
Service Commission and the Texas Railroad Commission, and to the Governor 
of each of those States. Notice has also been given by publication in the 
Federal Register on November 28, 1959 (24 F.R. 9553), stating that any person 
desiring to be heard or to make any protest with reference to the application 
should file a petition or protest on or before December 7, 1959, with the Federal 
Power Commission, Washington 25, D.C. No protest, petition or request to be 
heard in opposition to the granting of the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued No- 
vember 27, 1957, Gulf States Utilities Company, Docket No. E-6785 (18 FPC 
701). 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the 
Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance of 
Promissory Notes, as described above, is, therefore, not exempt by virtue of 
that Section from the requirements of Section 204 of the Act. 

(4) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $20,000,000, all as described above, will be in excess of 5% of the 
par value of the other securities of Applicant, and, therefore, will not be 
exempt by virtue of Section 204(e) of the Act from the requirements of Section 
204(a) of the Act. 

(5) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.la of the 
Commission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a(a) (2) thereof. 

(6) The proposed issuance of Promissory Notes, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of the Applicant and 
compatible with the public interest, which is appropriate for and consistent with 
the proper performance by the Applicant of service as a public utility, and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes by the Appellant, in an 
aggregate principal amount of not to exceed $20,000,000 at any one time out- 
standing, upon the terms and conditions and for the purposes set forth in the 
application, is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant thereto, being not later than December 31, 1960. 
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(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


































MIDDLE STATES PETROLEUM CORPORATION (FORMERLY MIDSTATES 
OIL CORPORATION), DOCKET NOS. G—4932, G-3553 ; SENECA DEVELOP- 
MENT COMPANY, DOCKET NOS. G-8616, G-3278; HASSIE HUNT TRUST, 
DOCKET NOS. G—8618, G-4421; HUNT OIL COMPANY, DOCKET NOS. 
G-8619, G-4366; H. L. HUNT, DOCKET NOS. G-—8620, G-4865; NEBO OIL 
COMPANY, DOCKET NOS. G-8621, G-3296; G. H. VAUGHN, DOCKET NOS. 
G-8902, G-6530; SUNRAY MID-CONTINENT OIL COMPANY, DOCKET 
NOS. G-—8960, G-6058; COTTON VALLEY OPERATORS COMMITTEE, 
DOCKET NO. G-9086; J. W. O’BOYLE, TRUSTEE UNDER KATHLEEN 
O’BOYLE TRUST NO. 2, DOCKET NO. G-4222; KATHLEEN O’BOYLE 
TRUST NO. 2, DOCKET NO. G-8617 ; WOODLEY PETROLEUM COMPANY, 

DOCKET NOS. G-—9772, G-3845 


ORDER TERMINATING STAY AND AMENDING COMMISSION OPINION NO. 314 
(Issued December 10, 1959) * 


By order issued September 19, 1958, the Commission granted application for 
rehearing * and stay of Opinion No. 314 and the accompanying order, 20 FPC 70, 
pending rehearing and reconsideration herein. 

For the reasons hereinafter set forth, we conclude that the contentions pre 
sented in the four applications for rehearing with the exception of certain 
matters pertaining to the rate filing issues are without merit. 

At the outset, each of the above applicants contends that we failed to rule on 
various exceptions to the presiding examiner’s decision issued August 14, 1957, 
contrary to Section 8(b) of the Administrative Procedure Act.?, However, there 
is no requirement that we pass specifically on each and every exception urged, 
no matter how insubstantial, irrelevant, or repetitious. A “. . . specific ruling 
on each minor exception is not indispensable”; it is sufficient to make our posi- 
tion clear “with respect to any material issue, or to any group of minor matters 
that may have cumulative significance, which of several alternatives the Com- 
mission had in mind.”* Furthermore, the exceptions said to have been im- 






















*Rehearing denied by order issued February 9, 1969. 
1 Applications were filed by (1) Seneca Development Company, Nebo Oil Company, Ine., 
and Kathleen O’Boyle Trust No. 2, jointly, (Seneca, et al.); (2) by Hunt Oil Company, 
Hassie Hunt Trust and H. L. Hunt, jointly, (the Hunt interests); (3) by Midstates Oil 
Corporation (Midstates), and (4) by the Cotton Valley Operators Committee (CVOC). 

2 Section 8(b) provides in part pertinent as follows: 

“(b) SUBMITTALS AND DECISIONS.—Prior to each recommended, initial, or tentative de- 
cision, or decision upon agency review of the decision of subordinate officers the parties 
shall be afforded a reasonable opportunity to submit the consideration of the officers par- 
ticipating in such decisions (1) proposed findings and conclusion, or (2) exceptions to the 
decisions or recommended decisions of subordinate officers or to tentative agency decisions, 
and (3) supporting reasons for such exceptions or proposed findings or conclusions. The 
record shall show the ruling upon each such finding, conclusions, or exceptions pre- 
sented... .” 
®* Radio Station KFH Company v. F.C.C., 247 F. 24 570 (CADC, 1957). 
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properly passed over are renewed in the applications before us and our rulings 
here will assure compliance with the requirements of law, assuming such was 
previously lacking. 

The applicants contend broadly that in our Opinion No. 314 we erroneously 
relied on the Court’s decision in the Sun‘ case. Opinion No. 314 clearly stated 
that we are of the opinion that the issue in this case and those in the Sun case 
are clearly the same and that the Sun case is determinative of the issues in this 
matter. As we are still of the same opinion we do not feel it necessary to 
reiterate in this order those views on the Sun case that were expressed in 
Opinion No. 314. 

As to the rate aspect of this case, the presiding examiner held that since the 
non-operators had no standing to make rate filings, there was no basis upon 
which their proposed increased rates could be considered. However, he made the 
general observation that the testimony they offered did not meet the standards 
of the Commission’s Opinion No. 300 in Matters of Union Oil Company of Cali- 
fornia, 16 FPC 100, and stated that since there was no evidence adduced showing 
rate base or cost, the increased rate proponents had not met the burden of proof 
to sustain the proposed increased rates. 

Even though it is not deemed necessary in a strict legal sense, we think that, 
in fairness to the parties, recognition should be given to the fact that most of 
the non-operators’ proposed increased rates were filed and permitted to become 
effective, subject to refund, some four years ago, as contrasted with the filings 
called for from CVOC which can only become effective at some still unknown 
future date. All the increased rates proposed by the non-operators were filed 
before our Order No. 190, most indeed even before our Midstates order.’ They 
were suspended, were permitted to take effect subject to refund, and the hearing 
was had herein. More important, a refusal to consider the increased rates now 
would result in denying to these non-operators the additional revenues attribu- 
table to their having filed earlier, assuming that their proposed increased rates 
or some portion thereof are ultimately found to be justified. Although the pro- 
posed increased rates were considered in a general way by the presiding ex- 
aminer, it cannot be assumed that, had he regarded the rate question as deserving 
of independent and detailed consideration, he would have reached the conclusions 
he did. 

Since the date of the presiding examiner’s decision, August 14, 1957, there have 
been Court and Commission opinions which would have fundamental bearing 
in the appraisal of the justness and reasonableness of proposed increased rates 
such as presented here; the presiding examiner, of course, could not and did not 
consider them in reaching his decision. Nor did the parties have opportunity 
to present evidence in the light of the principles stated therein. 

Accordingly, we conclude that the proposed increased rates heretofore filed by 
the non-operators in these proceedings, should be given reconsideration on a basis 
which will give recognition to the earlier time such rates were filed and per- 
mitted by Commission order to become effective. 

To these ends, CVOC should make all the rate filings required by our regula- 
tions respecting sales of gas from the Cotton Valley Field Unit to Louisiana 
Nevada made pursuant to the contract signed by CVOC. Such filings should 
include a notice of proposed increased rates covering the increases heretofore 
filed by the non-operators in these proceedings and such filings of CVOC shall 
cancel and supersede the filings of the non-operators herein and shall preserve as 
to the individual non-operators the respective original filing dates of their re- 


«Sun Oil Company v. F.P.C., 256 F. 2d 233, cert. den., 358 U.S. 872. 
5 Matter of Midstates Oil Corporation, issued May 5, 1955 (no docket number), 14 
FPC 703. 

















































































1030 FEDERAL POWER COMMISSION 





spective tenders. It will, therefore, be necessary to amend Opinion No. 314, which 
this order will so provide. These filings by CVOC shall otherwise be governed 
ay the practice and procedures applicable under our regulations. 

It appears further that filings for proposed increased rates additional to 
those involved in these dockets were made by some of the non-operators which 
are parties to these proceedings,® as well as by certain other non-operators 
which, although parties to the Cotton Valley Unitization Agreement and whose 
gas is sold by CVOC to Louisiana Nevada, are not parties to the instant pro 
ceedings.’ Although CVOO is obligated to make all rate filings respecting this 
sale, we think that where CVOC makes filings covering these additional filings 
by non-operators for proposed increased rates, the applications of these non- 
operators should be accorded the same treatment given those described above. 
On the other hand, any proposed increased rates filed by CVOC applicable to 
non-operators which have not heretofore filed shall be governed by the prac- 
tices and procedures otherwise applicable thereto under our regulations and 
this order. 

We further feel that Opinion No. 314 and accompanying order effectively 
rules on all the other exceptions of the parties which singularly or cumula- 
tively are material—that is, which have substantial importance to decision 
in this case. On such matters we need not pronounce, for as the law requires, 
the material and basic grounds for our action are otherwise clearly set forth. 


The Commission further finds: 


Upon further consideration by the Commission in this matter and upon con- 
sideration of the grounds set forth in the applications for rehearing filed by 
Seneca Development Company, Nebo Oil Company, Inc., and Kathleen O’Boyle 
Trust No. 2; by Hunt Oil Company, Hassie Hunt Trust and H. L. Hunt; by 
Midstates Oil Corporation; and by the Cotton Valley Operators Committee in 
the above-entitled proceedings, the order accompanying Opinion No. 314 issued 
July 23, 1958, should be amended as shown below. 


The Commission orders: 


(A) The time prescribed for filing in paragraph (A) of the order accom- 
panying Opinion 314 shall commence to run from the date of issuance of 
this order. 


(B) Upon the filing by CVOC of the increased rates superseding those 
increased rates previously filed by any of the non-operators whose gas is sold 
by CVOC to Louisiana Nevada Transit Company under the Cotton Valley 
Field Agreement, such filing shall preserve as to the individual non-operators 
the respective original filing date of the respective tenders of the non-operators. 


® These are In the Matter of Midstates Oil Corporation, Docket No. G—13769; Seneca 
Development Company, Docket No. G—-13477; Hassie Hunt Trust, Docket No. G—13472; 
Hunt Otl Company, Docket No. G—18473; H. L. Hunt. Docket No. G—13474; Nebo Oil Com- 
pany, Docket No. G-13480; J. W. O’Boyle, Trustee under Kathleen O’Boyle Trust No. 2., 
Docket No. G—13479 and Woodley Petroleum Company, Docket No. G—18736. 

7 These are In the Matter of Floyd H. Brown, Docket No. G—9092 ; Alan L. Corey, Docket 
No. G-13481; A. L. Corey, Jr., Docket No. G-13485; General American Oil Co. of Teras, 
Docket No. G-103890 and G—16512; Carolyn C. Gillmore, Docket No. G—13486 ; James Craig 
Joyner, Docket No. G—-13482; Magnolia Petroleum Co., Docket No. G—12194 and G-13476; 
Mrs. Tom Moffett, et al., Docket No. G-8819 and G-13705; Sidney G. Myers, Jr., et al., 
Docket No. G—14732; John W. O’Boyle, Docket No. G—13478 ; Ohio Oil Co. (Oper.) et al., 
Docket No. G—12045 and G-13475; Pan American Petroleum Corp., Docket No. G-13936; 
St. Vincent Island Oo., Docket No. G—13484 ; Henry Sears, Docket No. G-134838 ; Union Pro- 
ducing Co., Docket No. G—14496 ; Welori Lumber Co., Docket No. G—10928 ; P. G. Le Gendre, 
Docket No. G-8885; M. H. Marr, Docket No. G—10942 and G—13738 and A. G. Oliphant 
(Oper.) et al., Docket No. G-18768. 
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(C) Opinion No. 314 is hereby amended by deleting paragraphs (D), (E), 
(F) and (G) of the order accompanying that opinion. 

(D) The stay of the operation of paragraphs (A), (B), (C), (H) and (I) 
of the order accompanying Opinion No. 314 granted by the order issued herein 
on September 19, 1958, is hereby terminated. 

Commissioner Kline not participating. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


TENNESSEBD GAS TRANSMISSION COMPANY, DOCKET NO. G-11980 
ORDER DENYING APPEAL FROM PRESIDING EXAMINER'S RULING EXCLUDING EVIDENCE 
(Issued December 10, 1959) 


On October 26, 1959, the Consolidated Natural Gas System Intervenors’ 
filed an appeal with the Commission from the ruling by the Presiding Examiner 
excluding certain evidence sought to be offered by Consolidated. Answers and 
oppositions to that appeal were filed by Tennessee Gas Transmission Company 
on November 5, 1959, and on November 6, 1959, jointly, by 25 New England Zone 
Company Intervenors. 

The issue presently being heard in this proceeding relates to the allocation of 
costs among the various zones on Tennessee’s system. 

Subsequent to Tennessee’s presentation of its direct case on all issues, and 
cross-examination thereon, the hearings were recessed. During that recess the 
intervenors and the staff served their proposed testimony and exhibits, including 
that relating to the zone allocation issue. In addition, Consolidated, from time 
to time during the recess, served several supplements of testimony which con- 
stituted rebuttal of the testimony served upon it by the other parties. 

By order issued April 30, 1959, the Commission severed the issues in this 
proceeding and directed that hearings proceed first on the zone allocation issue. 
During the hearing sessions that followed, Consolidated presented not only its 
direct evidence on this issue but also its rebuttal of the testimony served by the 
other intervenors and the staff. At the completion of cross-examination of all 
witnesses on the zone allocation issue, over a period of approximately 14 days 
(Consolidated indicating at each point that it had no cross-examination), the 
Presiding Examiner recessed the hearing to afford the parties an opportunity to 
rebut each other’s zone allocation case by further evidence “which would really 
be related to necessary new matter which was developed in the cross-examina- 
tion.” Over the objections of Tennessee and the staff on the ground that the 
parties were only entitled to present their own zone allocation cases and to rebut 
that presented by Tennessee, but not to rebut each other, the Presiding Examiner 
fixed July 15, 1959, for service of such additional rebuttal and September 1, 1959, 
for resumption of hearings. 

Upon resumption of the hearings on September 1, 1959, the intervenors, in- 
cluding Consolidated, placed on the record the evidence served during the recess. 
In addition, Consolidated sought to offer an exhibit and to adduce oral testimony 
which it termed “pipesize-mile method of allocation” in claimed rebuttal of a 
statement by the witness for the New England Zone Company Intervenors in his 
rebuttal testimony served on July 15, 1959. 


2 Included therein are: The East Ohio Gas Company, Hope Natural Gas Company, Lake 
Shore Pipe Line Company, New York State Natural Gas Corporation, and The Peoples Nat- 
ural Gas Company. 
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This latter evidence proposed to be offered by Consolidated was excluded by 
the presiding examiner as “second round rebuttal”. The examiner pointed out 
that the proceedings could go on indefinitely if the intervenors were permitted 
to rebut each other time after time, and noted further that Consolidated “had 
the same full opportunity which all other parties have had” to present evidence 
in this case. 

The foreging facts indicate clearly that the Presiding Examiner properly 
excluded the additional round of rebuttal evidence. There can be little doubt 
that acceptance of such further rebuttal would give rise to requests by other 
parties to be allowed to present additional evidence. We are mindful of the 
fact that our rules specifically provide that the taking of evidence and subse- 
quent proceedings shall proceed with all reasonable diligence and with the least 
practicable delay. Additionally those rules provide that the presiding officer 
may limit appropriately the number of expert witnesses that may be heard upon 
any issue. 

We are of the view that the Presiding Examiner has given the intervenors 
full opportunity to present their evidence on this issue Consolidated urges that 
its “pipesize-mile method of allocation” is “so important” that the Commission 
should consider it and in fact should require such evidence to be adduced 
pursuant to Section 1.20(j) of the Rules of Practice and Procedure. We are 
not persuaded. Without passing on the substantive merits of any method of 
zone allocation, it appears .from Consolidated’s appeal that its “pipesize-mile 
method of allocation” has considerable similarity to the allocation method es- 
poused by Consolidated in its direct case and reaches about the same result. 
Additionally, if this evidence is “so important”, (and not cumulative as it clearly 
appears to be), there is not a word set forth by Consolidated why it was not 
included in its prior testimony or at any time during the approximate two-year 
period since cross-examination was completed on Tennessee’s direct case. 

Based on the foregoing we are of the opinion that the appeal filed by 
Consolidated on October 26, 1959, should be denied. 


The Commission orders: 


The appeal filed by the aforementioned Consolidated Natural Gas System 
Intervenors on October 26, 1959, from Presiding Examiner’s ruling excluding 
evidence hereby is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


IDAHO POWER COMPANY, PROJECT NO. 1971 
ORDER APPROVING REVISED EXHIBIT L DRAWINGS 
(Issued December 11, 1959) 


On September 3, 1959, Idaho Power Company, licensee for major Project No. 
1971, in compliance with Articles 29 and 30 of its license, filed for Commission 
approval revised Exhibit L drawings showing a proposed fuse plug type spill- 
way to be located on the Idaho side of the Oxbow dam of Project No. 1971. 

The Oxbow dam, presently under construction, consists of a rockfill type of 
structure with two spillways, one at each abutment of the dam and capable of 
discharging 300,000 cfs. 

The licensee proposes to change the spillway located on the Idaho side of 
the Snake River from a gate controlled structure to a fuse plug controlled 
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structure and to leave the spillway located on the Oregon side of the river as 
a gate controlled structure. 

The gate controlled structure can handle flows up to 150,000 cfs while the 
fuse plug spillway will increase the over-all capacity to 300,000 cfs. The gated 
spillway permits the handling of floods, in the usual controlled manner, for all 
floods of record. For larger floods the fuse plug washes out in a predetermined 
manner (at negligible cost and inconsequent loss of power) permitting the gated 
spillway to be so operated as to prevent any sudden increase in discharge. 

By letter dated November 9, 1959, the Chief of Engineers approved the revised 
Exhibit L drawings insofar as the interests of navigation are concerned. 


The Commission finds: 


(1) The following described Exhibit L drawings have been examined and 
conform to the Commission’s rules and regulations and should be approved as 
part of the license for the project as hereinafter provided : 


Oxbow H.E. Development 


Sheet 1 of 5_- aud Licata sts 1971-106 | General Plan. 

Sheet 2 of 5_- aa winwil 1971-107 | Dam and Spillway Plan. 

aes Oa Or tse oscie yA eee es 1971-108 | Dam and Spillway, Elevation and 
| Sections, 


_ ———— | —_ - _ — _ 


(2) The following described Exhibit L drawings, now part of the license, 
but which have been superseded, should be eliminated from the license as 
hereinafter provided : 

Exhibits L, Sheets 1, 2 and 3 (F.P.C. Nos. 1971-55, 56 and 57, respectively). 


The Commission orders: 


(A) The Exhibit L drawings described in finding (1) above are approved 
as part of the license for Project No. 1971 and the superseded Exhibit L 
drawings described in finding (2) above are eliminated from the license for 
the project. 

(B) Our approval of the Exhibit L drawings is subject to the condition that 
within one year from the date of issuance of this order, the licensee shall 
submit for Commission approval a spillway gate operating procedure for 
the Hells Canyon development of Project No. 1971 during any unscheduled 
operation of the Oxbow fuse plug, and such spillway gate operating procedure 
shall be developed in collaboration with the District Engineer, Corps of 
Engineers, at Walla Walla, Washington. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SKELLY OIL COMPANY, DOCKET NOS. G-11346, G-11350, G-11351, and 
G-13607 


ORDER ACCEPTING OFFER OF SETTLEMENT, ALLOWING PROPOSED RATES TO TAKE EFFECT, 
AND TERMINATING PROCEEDINGS 


(Issued December 11, 1959) 


On November 16, 1959, Skelly Oil Company (Skelly) tendered for filing 
proposed increased rates and charges for jurisdictional sales of gas to Texas 
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Eastern Transmission Corporation (Texas Eastern). The changes are contained 
in the following designated filings : 












































Supple- Effective 
Rate schedule ment rate subject to rate 
No. ¢/Mcf refund in ¢/Mef 


docket No. 


*Higher rate proposed and suspended in Docket No. G-13607, but never made effective. 


The rates are at a pressure base of 14.65 psia. Skelly requests an effective 
date of December 17, 1959, for the proposed rates. 

On November 16, 1959, Skelly also submitted an Offer of Settlement pursuant 
to Section 1.18(e) of the Commission’s Rules of Practice and Procedure. The 
offer proposes acceptance of the proposed increased rates without sus- 
pension, termination of the proceedings in Docket Nos. G—11346, G—11350, 
G-11351, and G—13607, and elimination of any obligation to refund under those 
proceedings. In turn Skelly would agree to eliminate from its rate schedules, 
as supplemented, any favored nation and redetermination clauses and would 
agree to replace annual rate increases of 0.2¢ per Mcf with increases in No- 
vember 1963, 1968, and 1973 of 0.5¢ per Mcf under Rate Schedule No. 29 and of 
1¢ per Mcf under the other rate schedules. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided in the offer. None of Texas Fastern’s cus- 
tomers has petitioned to intervene in these proceedings or indicated to the 
Commission opposition to the Offer of Settlement. 

In support Skelly states the prices of 14.6¢ per Mcf and 13.8733¢ per Mcf 
offered as the basis of settlement are reasonable and fair current prices and 
are considerably below the level of prices in contracts recently negotiated for 
gas being produced in the same area. Skelly states that the favored-nation 
and redetermination provisions were important elements of consideration re- 
quired for the long-term commitment of its gas reserves under the contracts; 
they provided Skelly a means of protection against inflation and increased 
yaluation of gas during the more than 20-year term of the contracts; and they 
resulted from arm’s length negotiations. 

In our judgment, settlement of these matters in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate to carry out 
the provisions of the Natural Gas Act. Skelly is proposing to eliminate any 
favored-nation and price redetermination clauses in its contracts with Texas 
Eastern involved herein, to waive all its future rights and benefits thereunder 
and to convert the annual escalations now provided in the contracts to escala- 
tions in November 1963, November 1968 and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the favored-nation and redetermination clauses. 
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The resulting stability in gas costs would be weleome to all segments of the 
natural-gas industry. Furthermore, freeing the Commission from the need of 
considering such proposed increases would enable us to concentrate our efforts 
on other rate cases and other matters having possibly more serious consequences 
for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Skelly under the periodic escalation provisions or otherwise. 


The Commission finds: 


(1) The proposed settlement of these rate matters on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Skelly with 
the Commission on November 16, 1959, and in the Appendices* to this order, is 
in the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be approved by the Commission and made effective as here- 
inafter ordered. 

(2) Good cause exists for terminating the proceedings in Docket Nos. G—11346, 
G-11350, G—11351, and G—13607; for discharging Skelly of the obligation to 
make refunds of excess charges in the proceedings in Docket Nos. G—11346, 
G—11350 and G—11351; and for accepting for filing the above-designated supple- 
ments and permitting them to become effective on December 17, 1959, without 
obligation to refund; subject, however, to the terms and conditions of the Offer 
of Settlement as hereinafter ordered. 


The Commission orders: 





(A) The Offer of Settlement filed with the Commission by Skelly on Novem- 
ber 16, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Skelly and Texas Eastern shall execute amendments to their gas pur- 
chase contracts which comprise the rate schedules involved herein; such amend- 
ments to Skelly’s FPC Gas Rate Schedules Nos. 2, 29, 87, 92, 117, and 120 
shall accord with appendices A-F, respectively, attached hereto. 

(C) Within 30 days from the date of issuance of this order, Skelly shall 
file with the Commission as supplements to its FPC Gas Rate Schedules Nos. 
2, 29, 87, 92, 117, and 120 the executed agreements with Texas Eastern required 
by paragraph (B) above. 

(D) The proposed increased rates contained in Supplement Nos. 11, 9, 7, 5, 
3, 4 to Skelly’s FPC Gas Rate Schedule Nos. 2, 29, 87, 92, 117, and 120, respec- 
tively, are accepted for filing and are permitted to become effective as of Decem- 
ber 17, 1959, without obligation to refund; the proceedings in Docket Nos. 
G—11346, G-11350, G-11351, and G-13607 are terminated; and Skelly is dis- 
charged from the obligation to make refunds of excess charges in the proceed- 
ings in Dockets Nos. G—11346, G—11350, and G-11351: Provided, however, that 
Skelly make satisfactory filings in accordance with paragraph (C) above. 

(E) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by this Commission in any proceeding now pend- 
ing or hereafter instituted by or against Skelly Oil Company. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger, Inc. v. United States, 138 F, Supp. 411.) 


*Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


SOUTH CAROLINA GENERATING COMPANY, DOCKET NO. E-6585 


ORDER APPROVING DISPOSITION OF FUNDS CREDITED TO SPECIAL RESERVE ACCOUNT AND 
PROVIDING FOR PAYMENT OF INTEREST 


(Issued December 11, 1959) 





South Carolina Generating Company (Generating Company), on September 9, 
1959, petitioned the Commission for approval of a plan of disposition of (1) the 
credit balance of $624,075.00 set up by Generating Company in a special reserve 
account pursuant to order of the Commission, staying Commission Opinion No. 
297 and accompanying order; and (2) the amount of interest accruals upon 
$159,850 of the above amount proposed to be refunded to Georgia Power Company 
(Georgia Power), $11,464.48 as of August 31, 1959. 

Commission Opinion No. 297 issued October 24, 1956* directed a reduction in 
Generating Company’s filed rates and charges’ to Georgia Power, by approxi- 
mately $252,000, annually. Certain modifications in that Opinion and Opinion 
No. 297-A* are reflected in the Commission’s order issued herein on August 3, 
1959 * which reduced the rate reduction, as previously ordered, to approximately 
$72,500, annually. These modifications were made necessary by reason of the 
action of the Court of Appeals for the Fourth Circuit reversing, in part, Com- 
mission Opinion Nos. 297 and 297-A. ° 

The Commission order directing the establishment of this special reserve 
was issued November 16, 1956, and stayed the effectiveness of Commission 
Opinion No. 297 upon condition that Generating Company credit to a special 
reserve account all amounts collected from Georgia Power in excess of those 
which would be collected at the rates specified in that opinion and order; 
and that simple interest at 6% per annum be computed on the amount to be 
refunded. The stay order provided that the disposition of all amounts debited 
to the special reserve account would be subject to further Commission order. 

Generating Company’s credits to this reserve were made during the period 
January 1, 1957, through July 31, 1959. The plan of disposition of the amount 
of $624,075.00, credited to such reserve plus the afore-mentioned interest ac- 
cruals totalling $11,464.48 as of August 31, 1959, is as follows: 

(1) Refund $171,314.48 (including interest) to Georgia Power; 

(2) Transfer $359,400 to Generating Company’s Earned Surplus, Account 
No. 271; and 

(3) Transfer $104,825 to Generating Company’s Operating Revenue, Account 
No. 605. 

The proposed refund to Georgia Power in the amount of $171,314.48 is 
composed of : 

(1) $159,850 representing the aggregate revenue differential resulting from 
the computation of Generating Company’s charges to Georgia Power, at Generat- 
ing Company’s unreduced rates as initially filed with this Commission, and at 
Generating Company’s reduced rates as presently filed by Generating Company 
pursuant to the afore-mentioned Commission order issued August 3, 1959; and 



































116 FPC 52. 
2 Generating Company’s Rate Schedule FPC No. 1. 

®19 FPC 855. 

#22 FPC 188. 

5 South Carolina Generating Co. v. FPC, 249 F. 2d 755; South Carolina Generating Oo. 
v. FPC, 261 F. 2d 915. 
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(2) $11,464.48 representing interest on the above amount computed as pro- 
vided in the Commission’s November 16, 1956 stay order in this proceeding.® 

The amounts of $359,400 and $104,825 proposed to be transferred to Generat- 
ing Company’s Account Nos. 271 and 605, respectively, represent that portion 
of the rate reduction ordered initially by Commission Opinion No. 297, but 
subsequently set aside upon judicial review by the Court of Appeals for the 
Fourth Circuit; the former amount being applicable, to the period January 1, 
1957 through December 31, 1958; and the latter amount being applicable to 
the period January 1, 1959 through July 31, 1959. 

Paragraph (E) of the Commission's stay order issued herein on November 16, 
1956, states that “unless the Georgia Public Service Commission provides other- 
wise, those entitled to the benefit of the refund shall be the ultimate pur- 
chasers who are served with power sold by Generating Company in this 
sale * * *”* The Georgia Public Service Commission, on November 3, 1959, 
advised that Georgia Power’s ultimate customers would receive the benefits of 
the proposed refund to Georgia Power by reason of certain regulatory action 
previously taken by that Commission in a rate proceeding involving Georgia 
Power. 


The Commission finds: 


The plan of disposition of the amount of $624,075.00 credited by Generating 
Company to the special reserve account as described above plus interest ac- 
ecruals upon $159,850 of that amount proposed to be refunded to Georgia Power, 
$11,464.48, as of August 31, 1959 (subject to upward adjustment for interest 
charges as indicated above), is consistent with the provisions of the Commis- 
sion’s November 16, 1956, stay order and the provisions of the Commission’s 
Uniform System of Accounts Prescribed for Public Utilities and Licensees and 
therefore should be approved and directed as hereinafter provided. 


The Commission orders: 


The plan of disposition of the $624,075.00 credit balance in Generating Com- 
pany’s afore-mentioned special reserve account plus interest accruals to date 
of refunding upon the portion thereof to be refunded to Georgia Power is 
hereby approved and directed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


THE MANUFACTURERS LIGHT & HEAT COMPANY, 
DOCKET NO. G-18157 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued December 14, 1959) 


By order issued September 14, 1959, 22 FPC 493, in Docket No. G—18157, The 
Manufacturers Light and Heat Company (Applicant) was granted a certificate 
of public convenience and necessity authorizing the installation and operation 
of certain facilities for the improved utilization of existing storage and pro- 
ducing fields on Applicant’s system. 


* Subject to minor upward adjustment for interest accruals from August 31, 1959, to the 
date of refunding. 

7The Commission’s stay order was affirmed by unreported order of the Court of Appeals 
for the Fourth Circuit dated February 16, 1957. 


556-711—64—_68 
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On October 14, 1959, Applicant filed a letter request for amendment of the 
aforesaid order requesting that it be relieved from the requirement of report- 
ing certain operating data by individual wells in the Holbrook Storage Field, 
Greene County, Pennsylvania, and stating that the installation and operation 
of the measuring and pressure recording equipment necessary for such individual 
well reporting would be disproportionately expensive. 

It appears that the elimination of the requirement of reporting the individual 
well data in the subject field is justified. 


The Commission finds: 


It is appropriate in carrying out the terms of the Natural Gas Act, and the 
public convenience and necessity require that the order of the Commission issued 
on September 14, 1959, in Docket No. G—18157, be amended, as hereinafter or- 
dered, so as to remove the requirement for reporting operating data by indi- 
vidual wells. 





The Commission orders: 


(A) The order of the Commission issued on September 14, 1959, in Docket 
No. G—18157, be and the same is hereby amended by modifying the first sentence 
of ordering paragraph (E) thereof to read as follows: 

“(E) Applicant shall submit reports semiannually coinciding with the termi- 
nation of input and withdrawal cycles showing the total volumes of natural 
gas injected and withdrawn from the Holbrook Storage Field, the shut-in pres- 
sure of each well corresponding to the total volume of gas in storage; and 
the average of such pressures; together with a statement of the maximum daily 
injection and withdrawal rates experienced for the field.” 

(B) In all other respects, said order of September 14, 1959, in Docket No. 
G-18157, shall remain in full force and effect. 





NATURAL GAS IMPROVEMENT DISTRICT NO. 2 OF ASHLEY COUNTY, 
ARKANSAS, DOCKET NO. G-17942 


UPON APPLICATION FILED PURSUANT TO SECTION 7 (&) OF THE NATURAL GAS ACT 
(Issued December 14, 1959) * 
Syllabus 





1. Because of limitations on ability of Mississippi to transport gas north of 
Crossett, Arkansas, compressor station, it has the capacity and ability to 
provide service, adjacent to Crossett, requested under Section 7(a) of the 
Natural Gas Act. P. 1040. 

2. Commission directs Mississippi under Section 7(a) of the Natural Gas Act to 

establish and maintain physical connection of its transportation facilities 

with those of District, and to sell and deliver gas to District. P. 1040. 


Commissioner Hussey not participating. 
William A. Dougherty, Spencer W. Reeder, Richmond C. Coburn and Cleon 
Burt for Mississippi River Fuel Corporation. 


Daryal A. Myse for Natural Gas Improvement District No. 2 of Ashley County, 
Arkansas. 


Robert L. Russell, W. Russell Gorman, Robert W. Perdue and Cyril S. Wofsy 
for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


*Initial decision appears on p. 1039. 
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On November 13, 1959, the presiding examiner in this Section 7(a) proceeding 
issued an initial decision, subject to review by the Commission, directing 
Mississippi River Fuel Corporation (Mississippi) to establish and maintain 
physical connection of its gas transmission facilities with distribution facilities 
to be constructed by the Natural Gas Improvement District No. 2 of Ashley 
County, Arkansas (District) to enable District to distribute natural gas to 
suburban areas adjacent to the city of Crossett, Arkansas. Mississippi was 
further directed to sell and deliver up to 374 Mcf per day of natural gas to 
District through such physical connection. 

District’s application for this service was originally consolidated with four 
other Section 7(a) applications and with the proceedings in Docket No. G—17832 
on a complaint against Mississippi filed by Laclede Gas Company. Thereafter, 
by our order issued November 2, 1959, we granted motions by District and 
Mississippi for severance of District’s application, which was unopposed by any 
party to the consolidated proceedings. No exceptions to the examiner’s decision 
have been filed, and considering the evidence of record, the parties’ briefs and 


the examiner’s decision, we are of the opinion that the examiner’s decision 
should be adopted as our own. 


The Commission finds: 


The examiner’s decision issued November 13, 1959, in Docket No. G—17942, 
and the findings and order contained therein, should be adopted as the decision 
of this Commission as of the date of issuance of this order. 


The Commission orders: 


The examiner’s decision issued November 13, 1959, in Docket No. G-—17942, 
and the findings and order contained therein, be and the same is hereby adopted 
as the decision of this Commission as of the date of issuance of this order. 


DECISION 
UPON APPLICATION FILED PURSUANT TO SECTION 7(&) OF THE NATURAL GAS ACT 
(Issued November 13, 1959) 


HALL, Presiding Examiner: To enable it to distribute gas in a suburban area 
adjacent to the City of Crossett, Arkansas, the Natural Gas Improvement Dis- 
trict No. 2 of Ashley County, Arkansas (District) seeks an order pursuant to 
Section 7(a) of the Natural Gas Act directing Mississippi River Fuel Corpo- 
ration (Mississippi) to establish a physical connection of its transmission main 
with the municipal distribution system to be constructed, owned and operated 
by the District at a point south and on the suction side of the Crossett com- 
pressor station, and to sell and deliver to District 374 Mcf per day, such volume 
representing District’s third year peak day demand estimate. 

District is legally authorized to engage in the local distribution of natural gas 
to the public in an area which has a population of more than 5,000 inhabitants 
and is a qualified applicant under Section 7(a) of the Act. The relief to be 
granted is directed to Mississippi, a “natural-gas company” within the meaning 
of the Natural Gas Act, which owns and operates an interstate pipeline system 
traversing the area proposed to be served by District. 

By orders issued April 27 and May 21, 1959, District’s application was con- 
solidated with four other Section 7(a) applications and with the proceeding in 
Docket No. G-17832 involving a complaint filed by Laclede Gas Company against 
Mississippi. 

The hearing in the consolidated proceedings was held from June 30 to July 17 
and from October 6 to 14, 1959. Thereafter the Commission by order issued 
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November 2, 1959, granted the motions of District and Mississippi for severance 
of District’s application in Docket No. G-17942 from the other consolidated pro- 
ceedings so as to permit prompt and separate consideration and disposition of 
this unopposed application. As ‘stated in the Commission’s order granting 
severance, “in the light of the evidence of record it is now apparent that the 
application filed in Docket No. G-17942 may now be disposed of without in any 
way affecting the ultimate determination of the other proceedings.” 

Because of the limitations on the ability of Mississippi to transport gas north 
of its Crossett, Arkansas, compressor station, Mississippi has gas in excess of the 
374 Mcf requested by District available on the suction side of that compressor 
station which cannot be transported any appreciable distance north. Accordingly, 
Mississippi admittedly has the capacity and ability to provide District with the 
requested service and does not object, nor does any other party to the consolidated 
proceeding object, to an order being entered by the Commission requiring such 
service. 

District proposes to distribute gas in an area suburban to Crossett where such 
service is not now available. The economic feasibility of its project is unchal- 
lenged. It has accepted a bid to sell the necessary bonds ($185,000) and has 
awarded a contract to construct its distribution system at a cost below the 
initial estimate. 
FINDINGS 


Upon consideration of all the evidence adduced and the briefs and arguments 
of counsel, as well as upon the preceding portion of this decision, it is further 
found and concluded that: 


(1) District is legally authorized to engage in the local distribution of natural 
gas. 

(2) Mississippi is a “natural-gas company” within the meaning of the Act and 
is subject to the jurisdiction of the Commission thereunder. 

(3) It is necessary and desirable in the public interest to direct Mississippi to 
establish physical connection of its transmission main with the facilities proposed 
to be constructed and operated by District and to sell and deliver to it up to 374 
Mcf of natural gas per day. 

(4) The requirement that Mississippi serve District, as hereinafter provided, 
will not place an undue burden upon Mississippi nor require Mississippi to en- 
large its transportation facilities for such purpose, nor impair its ability to render 
adequate servce to its customers. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission: 
(A) Mississippi be and it is hereby directed to establish and maintain physical 
connection of its transportation facilities with those of District, at a point south 
and on the suction side of the Crossett compressor station, and to deliver and 
sell to District through such physical connection not to exceed 374 Mcf of natural 
gas per day. 

(B) Mississippi shall report to the Commission in writing and under oath the 
date of commencement of service to District, such report to be made within 15 
days after such service begins. 

(C) Unless District, within the period of one year from the date on which 
this order becomes the final Act of the Commission, shall have constructed and 
placed in operation its project to the extent of being able to receive gas from 
Mississippi, paragraph (A) hereof shall no longer be in force or effect. 


Francis L. HAtt, 
Presiding Examiner 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


BLACKSTONE VALLEY GAS AND ELECTRIC COMPANY, DOCKET NOS. 
G-19389 AND G-2272; VALLEY GAS COMPANY, DOCKET NO. G-—19391 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY, 
VACATING CERTIFICATE, AND DISMISSING APPLICATION FOR ABANDONMENT 


(Issued December 15, 1959) 


On September 3, 1959, Valley Gas Company (Valley) filed in Docket No. 
G-19391 an application pursuant to Section 7(c) of the Natural Gas Act for 
a certificate of public convenience and necessity authorizing the acquisition and 
operation of certain existing natural gas transmission facilities from Blackstone 
Valley Gas and Electric Company (Blackstone). 

On the same date, Blackstone filed an application in Docket No. G—19389 pur- 
suant to Section 7(b) of the Natural Gas Act for permission and approval to 
abandon, by sale to Valley, the aforesaid facilities and the service rendered from 
them. 

Blackstone’s natural gas facilities consist of a 6-inch and 12-inch transmission 
system located entirely in the State of Rhode Island, and gas distribution systems 
in the Cities of Pawtucket, Woonsocket, North Providence and other nearby 
towns and cities. Blackstone also sells gas to Blackstone Gas Company (a 
nonaffiliated Massachusetts corporation) for resale in Blackstone County, Mas- 
sachusetts, delivery being made at the Rhode Island-Massachusetts state line. 
Valley will acquire and operate all these facilities and render the same service 
now rendered by Blackstone. 

Blackstone was authorized by the Commission on January 7, 1954, in Docket 
No. G—2272, to operate its facilities for the sale of natural gas for resale in 
interstate commerce. Blackstone’s supply of natural gas is obtained from Ten- 
nessee Gas Transmission Company under a contract dated October 21, 1957, which 
contract will be assigned to Valley without change. No customers will be 
deprived of service as a result of the proposal as Valley will continue to render 
the gas service presently provided by Blackstone and under the same rate of 
Blackstone on file with the Commission. 

The total purchase price for the facilities, including nonjurisdictional facili- 
ties, to be acquired by Valley from Blackstone, is $10,000,000, for which Valley 
will issue to Blackstone $4,500,000 in First Mortgage Bonds, $1,500,000 in Fifteen 
Year Notes, and $3,999,970 in Common Stock, plus 3 outstanding shares of 
Valley’s common stock which Blackstone will purchase for $30. This total rep- 


resents the net book value of Blackstone’s gas facilities and other assets to be 
transferred. 


Blackstone is disposing of its gas properties to Valley in order to separate them 
from its electric properties, as directed by order of the Securities and Exchange 
Commission dated April 4, 1950. 


Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 3, 1959, respecting the matters involved in and the issues presented 
by the applications herein. No petitions to intervene or protests to the granting 
of the applications have been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure, 
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The Commission finds: 


(1) Valley Gas Company, a Rhode Island corporation having its principal 
place of business in Pawtucket, Rhode Island, by reason of the continuation of 
the sale of natural gas authorized hereinafter, as hereinbefore described and 
as more fully described in the application in Docket No. G-19391, will be engaged 
in the sale of natural gas in interstate commerce for resale for ultimate public 
consumption, subject to the jurisdiction of the Commission, and will be, therefore, 
a “natural-gas company” within the meaning of the Natural Gas Act. 

(2) The continued sale of natural gas by Valley, as hereinbefore described, 
will be made in interstate commerce, subject to the jurisdiction of the Com- 
mission, and such sale, together with the continued operation of any facilities 
subject to the jurisdiction of the Commission necessary therefor, is subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) The continued sale of natural gas by Valley, as hereinbefore described, 
together with the operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, is required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(4) Valley is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Inasmuch as effective from the date of issuance of the certificate granted 
hereinafter, Valley proposes to continue under the same contractual provisions 
and at the same rate the identic operations and service which Blackstone has 
been rendering, no abandonment of service is involved and the application filed 
by Blackstone in Docket No. G-19389 should be dismissed as not required by the 
provisions of the Natural Gas Act. 

(6) In view of the foregoing, it is necessary and appropriate in the public 
interest to vacate as of the date of issuance of this order, the certificate of public 
convenience and necessity issued to Blackstone by order of the Commission on 
January 7, 1954, in Docket No. G-2272, 13 FPC 742. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued to Valley Gas Company, upon the terms and conditions of this order, 
authorizing the continued sale of natural gas in interstate commerce for resale, 
together with the continued operation of any facilities subject to the jurisdiction 
of the Commission necessary therefor, as hereinbefore described and as more 
fully described in the application in Docket No. G—19391. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) Valley shall acquire the facilities and commence operation thereof within 
ope year of the date of issuance of this order. 

(D) The grant of the certificate herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act or of Section 154 of the 
Commission’s Regulations thereunder, requiring the filing of a rate schedule for 
the service herein authorized, and is without prejudice to any findings or orders 
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which have been or may hereafter be made by the Commission in any proceeding 
now pending or hereafter instituted by or against Valley. Further, our action 
in this proceeding shall not foreclose nor prejudice any future proceedings or 
objections relating to the operation of any price or related provisions in the gas 
purchase contract herein involved. 

(E) The certificate of public convenience and necessity issued to Blackstone 
Valley Gas and Electric Company on January 7, 1954, in Docket No. G-2272 be 
and the same is hereby vacated effective upon the acquisition of the facilities 
by Valley. 

(F) The application filed by Blackstone Valley Gas and Electric Company on 
September 3, 1959, in Docket No. G—19389, for permisison and approval to 
abandon natural gas service be and the same is hereby dismissed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


PENNSYLVANIA ELECTRIC COMPANY, PROJECT NO. 655 
ORDER ACCEPTING SURRENDER OF LICENSE (TRANSMISSION LINE) 
(Issued December 15, 1959) 


Application was filed January 14, 1959 by Pennsylvania Blectric Company, 
licensee for transmission-line Project No. 655, for surrender of the license for the 
lines located upon lands of the United States within the Allegheny National 
Forest in Warren and Elk Counties, Pennsylvania. 

The project consists of four sections of transmission line, two sections com- 
prising the 110 Kv Ridgway-Warren line and two sections comprising the 110 Kv 
Ridgway-Piney line, with a telephone service line paralleling the transmission 
lines within the same 200 feet wide right-of-way. 

By letter dated January 13, 1959, the licensee advises that it plans to rebuild 
the Ridgway-Warren line which would necessitate a change in the right-of-way 
requirements, and that an application for a Special Use Permit has been filed 
with the U.S. Forest Service. 

By letter dated September 24, 1959, the Chief, Forest Service, advises that 
Special Use Permits have been issued for the continued use of the transmission 
line right-of-way by the portions of the lines included in the license for Project 
No. 655, with effective dates for annual charge purposes of April 1, 1959 for the 
Ridgway-Warren line and July 1, 1959 for the Ridgway-Piney line. 

Under its Commission license, the licensee has paid an annual charge of $15.00 
for the Ridgway-Warren line and $22.00 for the Ridgway-Piney line. Inasmuch 
as the licensee has not paid annual charges for the calendar year 1959, annual 
charges in the amount of $3.70 for the Ridgway-Warren line and in the amount 
of $10.91 for the Ridgway-Piney line are owing under the Commission license 
should we accept surrender of the license effective as of March 31, 1959 for the 
Ridgway-Warren line and as of June 30, 1959 for the Ridgway-Piney line as 
hereinafter provided. 

The licensee has returned its copy of the license instrument for transmission- 
line Project No. 655. 


The Commission finds: 


(1) Based on a study of the source of energy transmitted over and the present 
and future function served by the lines, the lines are not part of a project within 
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the meaning of Section 3(11) of the Federal Power Act and therefore, are not 
within the licensing authority of the Commission. 

(2) Acceptance of surrender of the license for the project is appropriate as 
hereinafter provided. 










The Commission orders: 





Surrender of the license for transmission-line Project No. 655 is accepted, 
effective as of March 31, 1959 for the Ridgway-Warren line and as of June 30, 
1959 for the Ridgway-Piney line, subject to the payment of annual charges in 
the total amount of $14.61. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, and Arthur Kline. 








































PLACER COUNTY WATER AGENCY, PROJECT NO. 2079 





ORDER ISSUING PRELIMINARY PERMIT 


(Issued December 15, 1959) 


Application was filed March 29, 1951 by Placer County, California, and 
amended on August 6, 1958 by its successor agency in water matters, Placer 
County Water Agency, of Auburn, California (Applicant) for a preliminary 
permit under the Federal Power Act (hereinafter referred to as the Act) for 
proposed major hydroelectric Project No. 2079 to be located on the Middle Fork 
of American River and certain of its tributaries in the Counties of Placer 
and El Dorado, California, and affecting lands of the United States within the 
Tahoe and Eldorado National Forests. 

The application for permit, as amended describes proposed Project No. 2079, 
to be known as the Middle Fork American River Project, as follows: (a) two 
headwater reservoirs consisting of French Meadows on the Middle Fork of 
American River with a feeder tunnel from Duncan Creek, and Lower Hell Hole 
on the Rubicon River, with associated conduits and power plants; (b) a regulat- 
ing reservoir at Parsley Bar on the Rubicon; (c) a main power conduit con- 
sisting of a tunnel to Long Canyon and a canal along Ralston Ridge to a forebay 
at the end of the ridge; (d) a high-head Ralston Power Plant served by a shaft 
and tunnel from Ralston Forebay and discharging into the Rubicon River arm 
of the American Bar Reservoir on the Middle Fork of American River; and (e) 
a low-head American Bar Power Plant discharging into the Middle Fork of 
American River and served by a tunnel from the American Bar Reservoir. 

According to the application as amended, the proposed project would follow 
the California Water Plan as described in Bulletin No. 3 of the State of California 
Department of Water Resources (Department) and would be in accordance 
with the Department’s Bulletin No. 10, which sets forth the present and probable 
ultimate water requirements of Placer County and preliminary plans for the 
development works to meet such requirements. The application as amended 
also states that the proposed project would be the initial phase of the overall 
Placer County water development which would conform to plans for the orderly 
comprehensive development of the resources of the American River Basin and 
certain contiguous lands to the highest practical ultimate degree. 

The application as amended states that some of the power to be developed 
by the proposed project would be used for pumping water in Placer County 
and the remainder would be sold to established public agencies or private 
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firms supplying power within Placer County and within the Northern California 
power market. 

The Chief of Engineers, Department of the Army, an Assistant Secretary 
of Agriculture, and an Assistant Secretary of the Interior, have reported 
favorably on the application as amended as hereinafter provided. The State 
of California Department of Fish and Game has reported favorably on the 
application as amended as hereinafter provided. 


The Commission finds: 


(1) Applicant is a municipal corporation organized under the laws of the 
State of California, and is a municipality as that term is defined in Section 
3 (7) of the Federal Power Act. 

(2) Public notice of the amended application for preliminary permit bas been 
given. No protests have been received. No conflicting application is before the 
Commission. 

(3) The proposed project does not affect any Government dam and no reason 
is apparent at this time for its development by the United States. 


The Commission orders: 

(A) This preliminary permit is issued to Placer County Water Agency (here- 
inafter referred to as the Permittee) for a period of 24 months, effective as 
of December 1, 1959, for the sole purpose of maintaining priority of application 
for a license for Project No. 2079 to be located on Middle Fork of American 
River and its tributaries in Placer and El Dorado-.Counties, California, affecting 
lands of the United States within the Tahoe and Eldorado National Forest, 
subject to the terms and conditions of the Act which is hereby incorporated 
by reference as a part of this permit, and subject to such rules and regulations 
as the Commission has issued or prescribed under the provisions of the Act. 

(B) This permit is also subject to the terms and conditions set forth in 
Form P-1, 16 FPC 1303, entitled “Terms and Conditions of Preliminary Permit”, 
which terms and conditions (described as Articles 1 through 8) are attached 
hereto and made a part hereof; and subject to the following special conditions 
set forth herein as additional articles: 

Article 9. The Permittee shall submit at the close of each six-month period 
from the effective date of the Preliminary Permit to the Regional Engineer, 
Federal Power Commission, San Francisco, California, having supervision over 
the project, or to such other officer as the Commission may designate, accurate 
statements of the work accomplished during the period and of the work con- 
templated under the Preliminary Permit for the ensuing period. 

Article 10. The Permittee shall, prior to undertaking any investigation work 
under this Preliminary Permit on national-forest lands, consult with the Regional 
Forester, United States Forest Service, San Francisco, California, or his repre- 
sentative, as to reasonable requirements relative to operations, field surveys, 
and explorations, and shall abide by such requirements; and shall cooperate 
with the United States Forest Service during the period of this permit to develop 
a plan for alleviation of damage to, and achieving maximum utilization of, 
national forest resources insofar as they are affected by the proposed project. 

Article 11. The Permittee shall establish schedules of flow releases and pre- 
pare plans for the protection and enhancement of fish and wildlife resources of 
the affected areas in cooperation with the California Department of Fish and 
Game, the United States Fish and Wildlife Service, and the United States 
Forest Service. 
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Article 12. The Permittee shall consult with the University of California 
concerning archeological survey and test excavations. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Act, 
and failure to file such an application shall constitute acceptance of this 
preliminary permit. In acknowledgment of the acceptance of this preliminary 
permit, it shall be signed for the Permittee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


BONNEVILLE POWER ADMINISTRATION, DOCKET NO. E-6887 
ORDER CONFIRMING AND APPROVING RATE SCHEDULES 
(Issued December 16, 1959) 


The Secretary of the Interior, acting upon behalf of Bonneville Power Ad- 
ministration (Bonneville) on August 13, 1959, filed a request for confirmation 
and approval’ of its presently effective rate schedules: A-4, C-4, E-4, F-4, H-3, 
and R-1 and the applicable General Rate Schedule Provisions thereto, to become 
effective for an additional five-year period commencing with December 20, 1959. 
The rate schedules constitute all of the general rate schedules for electric energy 
sold by Bonneville. The aforementioned general rate schedules and provisions 
were approved by this Commission’s order in Docket No. E-6580 issued December 
22, 1954.” 
The Commission finds: 


(1) It is appropriate for the purposes of the Bonneville act that the rates and 
charges contained in the aforementioned general rate schedules and provisions 
be confirmed and approved for a period of not more than five years beginning 
December 20, 1959, and terminating December 19, 1964, all as hereinafter 
provided. 

(2) It is appropriate for the purposes of the River and Harbor Act of 1945 
eoncerning the McNary project, and the Flood Control Act of 1944 concerning 
the Albeni Falls, Big Cliff, Chief Joseph, Cougar, The Dalles, John Day, 
Detroit, Dexter, Hills Creek, Iee Harbor, and Lookout Point projects, that the 
aforementioned general rate schedules and provisions be confirmed and approved 
for a period of not more than five years beginning December 20, 1959, and termi- 
nating December 19, 1964, all as hereinafter provided. 
The Commission orders: 


The aforementioned general rate schedules and provisions as referred to in 
the above findings hereby are confirmed and approved for a period of not more 
than five years beginning December 20, 1959, and terminating December 19, 1964. 


4 The Secretary’s request was made pursuant to Section 5 of the Bonneville Project Act 
(50 Stat. 731, 784-5, as amended 59 Stat. 546). and Section 5 of the Flood Control Act of 
1944 (58 Stat. 887, 890). 

2 Subsidiary related orders were issued in Docket Nos.: IT-6087, IT-6088, IT—6089, 
IT-60¢0, B-6331 and E-6564 on December 22, 1954 ; E-6611 on August 26, 1955; B-6658 
on April 20, 1956 ; and B—6666 on May 15, 1956. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


NEW YORK STATE ELECTRIC & GAS CORPORATION, DOCKET NO. E-6911 
ORDER TO SHOW CAUSE 
(Issued December 16, 1959) 


The 1958 Annual Report (F.P.C. Form No. 1) of New York State Blectric & 
Gas Corporation (New York Electric), a New York corporation with its prin- 
cipal business office in Ithaca, New York, indicates that New York Dlectric for 
general corporate and public reporting purposes is currently accounting for cer- 
tain credits arising from its use of deferred tax accounting in a manner contrary 
to the requirements of the Commission’s Uniform System of Accounts Prescribed 
for Public Utilities and Licensees. 

New York Electric is a public utility within the meaning of that term as used 
in the Federal Power Act, and is subject to the Commission’s jurisdiction. 

New York Electric’s Annual Report to the Commission for 1958 shows a credit 
amount of $8,048,000 in Account 266—Accumulated Deferred Taxes on Income, as 
of December 31, 1958. This amount represents the accumulation to December 
31, 1958, of annual accruals of deferred taxes resulting from New York Electric’s 
taking of accelerated amortization authorized under Certificates of Necessity 
prescribed under Section 168 of the Internal Revenue Code. New York Blectric’s 
annual charges to income for the Federal income taxes thus deferred have been 
charged to Account 507A—Provision for Deferred Taxes on Income. These two 
accounts constitute the balance sheet and income accounts, respectively, pre- 
scribed by this Commission’s Order No. 204 (19 FPC 837) as the appropriate 
accounting classifications for Federal income taxes deferred by reason of ac- 
celerated amortization and liberalized depreciation practices under Section 168? 
and 167, respectively, of the Internal Revenue Code of 1954. 

Although it utilized the afore-mentioned applicable accounting classifications 
in its annual report to the Commission, New York Electric’s annual report to its 
stockholders for the year 1958 shows that New York Electric is currently re- 
porting, for general corporate purposes, the accumulated accruals of deferred 
taxes on income that the Commission has required to be set forth in Account 266 
through another balance sheet account, Earned Surplus, with the notation “Re- 
served for Future Federal Income Taxes”? The accumulated deferrals of 
$8,048,000 represent approximately 21% of New York Electric’s total earned 
surplus as of December 31, 1958. New York Electric’s annual report to its 
stockholders is required to be appended as a part of its FPC Form No. 1, Annual 
Report to the Commission. 

Correspondence between New York Electric representatives and this Commis- 
sion’s staff has failed to show any justification for New York Electric’s departure 
from the requirements of this Commission’s Uniform System of Accounts. 
Moreover, New York Electric representatives have indicated that the company 
intends, in published financial statements, to (1) continue the above-mentioned 
accounting practices, showing deferred tax accruals in a restricted sub-account 
of Account 271 (Earned Surplus), with such explanatory notes as it may deem 
appropriate; and (2) commencing January 1, 1959, to make annual provision 


2 Formerly Section 124A of the Federal Internal Revenue Act of 1950. 
2 Order No. 204 (19 FPC 837) finds that surplus, even though restricted, fs not an ap- 
propriate account for the classification of deferred taxes on income. 
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for deferred Federal income taxes by charges to Account 538, Miscellaneous 
Income Deductions. 

In view of the foregoing, it is necessary and appropriate for the purposes of 
the Federal Power Act (particularly Sections 301(a), 304 and 309 thereof), 
that New York Electric show cause, if any there be, for its past and continuing 
departure from the requirements of this Commission’s Uniform System of Ac- 
counts ; all in the manner as hereinafter provided. 


The Commission orders: 


New York Electric shall show cause, if any there be, in writing and within 
sixty days from the issuance of this order, why the Commission should not find 
and determine: 

(1) That New York Electric is reporting or proposes to report the financial 
data required to be set forth in Accounts 507—A and 266, otherwise than through 
the Commission’s prescribed Accounts, all as indicated above and therefore that 
it has violated and will hereafter continue to violate the accounting and report- 
ing requirements prescribed by the Commission through its Uniform System of 
Accounts ; 

(2) That this action by New York Electric constitutes a willful and knowing 
violation of the Federal Power Act; 

(3) That New York Electric be required to make, keep, and preserve its ac- 
eounts in the manner prescribed by this Commission in the Uniform System of 
Accounts for Public Utilities and Licensees ; 

(4) That New York Electric be ordered to file such substitute pages of its 
Annual Report for 1958 (F.P.C. Form No. 1), to make the reporting of accumu- 
lated deferred taxes on income therein consistent, and in compliance with the 
requirements for such report as prescribed by the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 



















ST. LAWRENCE GAS COMPANY, INC., DOCKET NOS. G—17500 AND G-—17501 ; 
NEW YORK STATE NATURAL GAS CORPORATION, DOCKET NO. G-—17579 








ORDER REVERSING RULING OF PRESIDING EXAMINER EXCLUDING EVIDENCE 


(Issued December 16, 1959) 





We are presented with an appeal from a ruling of the presiding examiner, 
filed by New York State Natural Gas Corporation (New York Natural) on 
December 1, 1959, and a reply thereto filed by St. Lawrence Gas Company, Inc. 
(St. Lawrence) on December 11, 1959. The presiding examiner, by his ruling 
excluded from evidence Exhibits 19, 21 and Item N by reference and additionally 
ruled that all testimony relating to these exhibits be stricken from the record. 

The disputed evidence and testimony pertains to New York Natural’s proposed 
revised Rate Schedule CR-4 which is identical to New York Natural’s presently 
effective Rate Schedule CR-4 except the former contains an additional clause 
providing for a development rate to qualified customers within New York 
Natural’s Zone Four sales area. New York Natural proposes to extend this new, 
and as yet unfiled, development rate to Niagara Mohawk Power Corporation 
(Niagara Mohawk) for a part of the increased volumes of natural gas for the 
sale of which a certificate of public convenience and necessity is here requested. 
Niagara Mohawk proposes to utilize these additional volumes by expanding and 
distributing natural gas service to the Messena-Ogdensburg area of the State 
of New York, a territory not presently being served with natural gas. 
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The question before us on the examiner’s certification of the disputed evidence 
and pertinent portions of the record is whether the proposed revised Rate 
Schedule CR-4 (Exhibit 19 is pro forma copy) must be filed as a change of rate 
under Section 4(d) of the Natural Gas Act (Act) before it may properly be 
considered as evidence in a Section 7 proceeding involving the issuance of a 
certificate of public convenience and necessity. 

We think a certificate proceeding under Section 7 of the Act, while not the 
place finally to determine the propriety of a change in the form of rate schedules, 
it may be, as in the instant case, a time when the change in rate schedule may be 
a relatively important factor in determining which, if either, of the competitive 
applications should be granted as being required by the public convenience and 
necessity. This is not to say, however, that even though the proposed change in 
rate schedule may be considered in connection with the determination of the 
public convenience and necessity the applicant need not comply with the filing 
requirements of Section 4 of the Act and our Rules and Regulations thereunder. 

We find nothing in the Act which precludes us from considering a proposed 
change of rate, especially a proposed development rate, where such a change 
is an integral part of the application presented to us for our determination of 
the requirements of the public interest in the initiation and extension of natural 
gas service. In addition, the formal record of the proceedings is complete save 
for the fixing of briefing dates and no time delay will be occasioned by the ad- 
mission of the disputed documents as evidence in this case. Accordingly, we are 
of the opinion that the presiding examiner should consider as evidence Exhibits 
19 and 21, Item N by reference and all testimony relating thereto which is 
herewith admitted and made a part of the record. 


The Commission finds: 


It is necessary and appropriate in the public interest to reverse the ruling of 
the presiding examiner, made on November 10, 1959, excluding from the record 
exhibits 19 and 21, Item N by reference and the related testimony. 


The Commission orders: 


The ruling of the presiding examiner made on November 10, 1959, in the above 
entitled proceedings, excluding from the record exhibits 19 and 21, Item N by 
reference and the related testimony is hereby reversed; and the evidence is 
admitted into the record. 

Commissioner Kline not participating. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NOS. G-18877, G— 
19042, G—16843, ET AL. 


ORDER DIRECTING THAT CERTAIN BOOKS AND RECORDS BE MADE AVAILABLE 
(Issued December 16, 1959) 


The Manufacturers Light and Heat Company, The Ohio Fuel and Gas Com- 
pany and United Fuel Gas Company (Columbia Companies), joint interveners 
in the above-captioned consolidated proceeding under Section 7 of the Natural 
Gas Act (Act), have by counsel, orally and in writing, moved that a subpena 
be issued directing Tennessee Gas Transmission Company (Tennessee) to fur- 
nish certain enumerated items of information which the Columbia Companies 
claim, are essential to the preparation of cross-examination on substantial issues 
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arising from the filing of the applications in these consolidated dockets and 
from the testimony elicited and exhibits submitted during the hearing. Said 
hearing was commenced on October 26, 1959, and is presently recessed until 
January 18, 1960. 

On December 1, 1959, the Presiding Examiner denied the application for a 
subpena filed by the Columbia Companies on November 30, 1959, basing his denial, 
among other things, on the ground that the major portion of the items of in- 
formation requested therein where no longer pertinent in that they related to 
matters no longer in issue by virtue of Tennessee’s filing of November 30, 1959, 
amending its application in Docket No. G-18877. The Presiding Examiner fur- 
ther indicated that it would be necessary to redraft and resubmit the application 
for subpena whereupon he would rule as to the relevancy and materiality of the 
information requested therein. On December 3, 1959, the Columbia Companies 
filed with the Commission, an amended application for the issuance of a subpena 
wherein they have deleted those matters heretofore deemed no longer pertinent, 
as aforestated. The Columbia Companies reiterate that Tennessee has refused 
to make its books and records available and has refused to furnish the data for 
which the subpena is herein requested. 

The Columbia Companies are challenging Tennessee’s allegations that the 
facilities proposed in this consolidated proceeding are required to provide the 
additional service also proposed herein. The volumes of natural gas purchased 
by the Columbia Companies from Tennessee constitute approximately 25 percent 
of Tennessee’s total annual domestic sales. That the Columbia Companies have 
a substantial interest in the disposition of the proposals in this consolidated 
proceeding and the right to make inquiry thereof, we believe is obvious. Further- 
more, we believe that the information which the Columbia Companies seek 
through the issuance of the requested subpena and which may be extracted from 
Tennessee’s books and records is both relevant and material and is necessary for 
the proper pursuit of the Columbia Companies inquiry. 

We are constrained to issue the requested subpena at this time, solely by 
virtue of Tennessee’s willingness to make its books and records available to 
the Columbia Companies after January 1, 1960, as stated in Tennessee’s filing of 
December 11, 1959, in answer to the application for subpena. However, time is 
of the essence and we believe that the books and records from which the re- 
quested information may be extracted should be made available at an earlier 
date. 

The Commission finds: 


(1) The information requested is both relevant and material. 

(2) The request to make certain books and records available is both reason- 
able and appropriate to the issues raised in this consolidated proceeding. 

(3) Time is of the essence for the production of said books and records. 


The Commission orders: 


(A) That Tennessee Gas Transmission Company make those books and rec- 
ords available to the Columbia Companies whereby the requested information 
may be found or calculated. 


(B) That said books and records be made available to the Columbia Companies 
within 5 days of the issuance of this order. 


(C) That within 3 days after the lapse of the aforementioned 5 day period, 
Tennessee notify the Commission of its compliance with this order. 


(D) That non-compliance with any of the above-stated shall result in the 
issuance of a subpena, forthwith. 


Commissioner Kline not participating. 





Wi 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


*TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G—18877 ;sy THE 
BERKSHIRE GAS COMPANY, BLACKSTONE VALLEY GAS AND ELEC- 
TRIC COMPANY, THE BRIDGEPORT GAS COMPANY, CENTRAL MAS- 
SACHUSETTS GAS COMPANY, THE CONNECTICUT GAS COMPANY, 
FITCHBURG GAS AND ELECTRIC LIGHT COMPANY, THE GREEN- 
WICH GAS COMPANY, THE HARTFORD ELECTRIC LIGHT COMPANY, 
HAVERHILL GAS COMPANY, CITY OF HOLYOKE, MASSACHUSETTS 
GAS AND ELECTRIC DEPARTMENT, THE HOUSATONIC PUBLIC 
SERVICE COMPANY, LAWRENCE GAS COMPANY, LOWELL GAS COM- 
PANY, LYNN GAS AND ELECTRIC COMPANY, MANCHESTER GAS 
COMPANY, MYSTIC VALLEY GAS COMPANY, THE NEW BRITAIN GAS 
LIGHT COMPANY, NORTH SHORE GAS COMPANY, NORTHAMPTON 
GAS LIGHT COMPANY, SPRINGFIELD GAS LIGHT COMPANY, WACHU- 
SETT GAS COMPANY, WORCESTER GAS LIGHT COMPANY, GRANITE 
STATE GAS TRANSMISSION INC.; DOCKET NO. G—20096 


FINDINGS AND ORDER DIRECTING THE DELIVERY AND SALE OF NATURAL GAS, DIRECTING 
THAT REVISED SHEETS TO TARIFF BE FILED AND AMENDING TEMPORARY AUTHORIZA- 
TION IN DOCKET NO, G—-18877 


(Issued December 16, 1959) 


On November 10, 1959, the Berkshire Gas Company, et al.,’ (Applicants), a 
group of New England distributing companies presently receiving natural gas 
from Tennessee Gas Transmission Company (Tennessee), filed a motion and an 
application in Docket No. G—20096, pursuant to Section 1.12 of the Commission’s 
Rules of Practice and Procedure and pursuant to Section 7(a) of the Natural 
Gas Act (Act), requesting among other things, an order directing Tennessee to 
deliver and sell to Applicants, a specified interim supply of General Service gas, 
under Tennessee’s G-6 Rate Schedule. Service to seven of the instant Appli- 
cants * was included in an application filed by Tennessee in Docket No. G-18877 
wherein Tennessee sought temporary authorization to serve Contract Demand 
or General Service gas to specified customers. On November 2, 1959, we granted 
the requested temporary authorization. Applicants now move to have this 
temporary authorization in Docket No. G-18877 amended so as to withdraw the 
authorization as it applies to these seven customers who now are included in 
the instant request for interim service. 

On November 27, 1959, Applicants filed an amendment to their application 
wherein they requested that Granite State Gas Transmission, Inc., be included 
as an applicant in this proceeding, indicating the volume of gas requested by 
this additional applicant, and in addition submitted revised figures as to the 
volumes of gas now desired by Applicants, as indicated in column (2) of Ap- 
pendix B attached hereto. Applicants further requested that the sale and 


delivery of this interim supply of gas be authorized for a period ending on 
October 31, 1960. 


As set forth in our order of November 13, 1959, hearing on the matters presented 
herein commenced on December 7, 1959. Counsel for the Applicants moved for 
the admission by reference of specified exhibits, and testimony relating thereto, 
which had been submitted in the aforementioned Docket No. G—18877, as well as 
for the admission by reference of two of 'Tennessee’s tariffs pertinent hereto and 


*See Appendix A concerning footnotes. 
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hereinafter more fully identified. All parties present, who were permitted to 
intervene by our order of December 4, 1959, were afforded an opportunity to 
cross-examine the only witness offered. Said witness was presented by Ten- 
nessee, at the request of the staff, and testified as to the mechanics involved in 
the determination of the billing demands for the service proposed herein, in 
relation to the service now being rendered to each customer. Counsel for the 
Applicants then moved for the omission of the intermediate decision and the 
waiver of filing of briefs and oral argument before the Commission. All parties 
concurred, reserving the right, however, to apply for rehearing and to petition 
for judicial review. By our order of December 11, 1959, the intermediate decision 
was omitted. 

It is clear upon the record that Tennessee is willing to perform the interim 
service as proposed by Applicants. It is equally clear that none of the parties 
participating are opposed to the rendering of this interim service for the limited 
period proposed, or the manner in which the billing demands will be determined 
during this period. The sole controversial issue before us is whether Tennessee 
should be required to file along with the proposed new service agreement, revised 
sheets to its tariff reflecting appropriate changes in the rate schedule so as to 
make the availability and billing demand clauses consonant with the terms of the 
new service agreements, as propounded by the staff, or to follow Tennessee’s 
proposal and permit the filing of the proposed new service agreements only. 

We believe that the staff’s position is well taken. The witness has stated 
upon cross-examination that under the proposed interim service, there will be 
separate billing demands apart from the billing demands established under the 
present long-term contracts. He has further testified that the G-6 Rate Sched- 
ule now on file in Tennessee’s currently effective tariff, does not contemplate or 
provide for the sale and billing of any class of service other than regular “G” 
Service, and furthermore, that considering the rate schedule alone, there is 
no provision therein which makes any distinction between regular “G” gas 
and “interim” gas for the purpose of determining billing demands. It is there- 
fore obvious that the rate schedule now on file in Tennessee’s currently effec- 
tive tariff would not be consonant with the terms set forth in the proposed new 
service agreement covering the service herein requested and would be wholly 
incongruous With the clear language defining what constitutes a rate schedule 
as contained in Section 154.11 of the Commission’s Regulations under the 
Natural Gas Act. In this connection, also see Section 154.38 of the Regulations. 

Finally, regarding the request by counsel for the Applicants, that the interim 
service proposed herein be authorized from a period beginning December 1, 
1959, we can only reiterate that which already appears on the record, to wit, 
that there is no statutory provision whereby an order on a Section 7(a) appli- 
cation may be issued retroactively. 


The Commission finds: 


(1) Tennessee Gas Transmission Company, a Delaware corporation, with 
its principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) Applicants, existing customers in Tennessee’s New England rate zone, 
are legally authorized to engage in the local distribution of natural gas to the 
public within the meaning of Section 7(a) of the Natural Gas Act. 

(8) It is necessary and desirable in the public interest to direct Tennessee 
Gas Transmission Company to sell and deliver to Applicants an interim supply 
of gas as hereinbefore described, under service agreements to be executed by 
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Tennessee with the Applicants, in.accordance with the Commission’s Regula- 
tions, as hereinafter conditioned, because of the reasons hereinbefore described. 

(4) The requirement that Tennessee Gas Transmission Company serve Ap- 
plicants, as hereinafter ordered and conditioned, will not place an undue’ burden 
upon Tennessee nor require it to enlarge its transportation facilities, nor im- 
pair its ability to render adequate service to its customers. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act, and the public convenience and necessity requires that the 
temporary authorization granted in Docket No. G—18877 on November 2, 1959, 
be amended so as to withdraw the authorization as it applies to seven of the 
applicants herein.” 


The Commission orders: 


(A) Tennessee Gas Transmission Company be and it hereby is directed to 
sell and deliver to Applicants an interim supply of natural gas as more fully 
described on Appendix B, attached hereto, under service agreements to be 
executed by Applicants with Tennessee in accordance with the Commission’s 
Regulations. Such service shall be rendered pursuant to Tennessee’s filed rate 
schedule G—6, General Service (New England Zone), revised as provided in 
Paragraph (B) hereof. 

(B) Within 30 days of the issuance of this order, Tennessee shall file revised 
tariff sheets, satisfactory to the Commission, which revised sheets shall modify 
Tennessee’s Rate Schedule G-6, General Service (New England Zone), Seventh 
and Eighth Revised Volumes Nos. 1, and Form of Service Agreement, Gas 
Sales Contract, Seventh Revised Volume No. 1, in the following manner: 

(1) Section 1(d), Availability,? shall be amended so as to differentiate be- 
tween execution of contracts by Seller and Buyer for long term gas service 
and interim gas service. 

(2) Section 5, Billing Demand, shall be amended to differentiate between 
the determination of the billing demand for each point of delivery under the 
long term sales contract and under the interim sales contract. 

(3) Article I, Scope of Contract, First Revised Sheet No. 136, Seventh Revised 
Volume No. 1, shall be revised so as to specify that this Gas Sales Contract is 
only applicable to long term gas service. 

(C) Additionally, Tennessee shall file within 30 days of the issuance of this 
order a form of service agreement for interim gas service, which shall be satis- 
factory to the Commission, similar to that on file in its Tariff for long term 
gas service, but containing in Article I, Scope of Contract, the language set forth 
in Exhibit A of the Amendment to Applicant’s application in Docket No. 
G-—20096, and further shall specify under Term of Contract, that this contract 
shall continue in force and effect until October 31, 1960. Each such contract 
shall state the specific quantities of gas to be sold by the Seller and purchased 
by the Buyer. 

(D) The revised tariff sheets, form of service agreement and executed service 
agreements for interim service shall be effective as of the date of issuance of 
this order, provided however, that Tennessee shall comply with ordering para- 
graphs (B) and (C) above, and shall tender for filing within 30 days of the 
issuance of this order, executed service agreements with the Applicants for the 
proposed interim service. 

(E) The service herein being directed shall terminate on October 31, 1960. 

(F) The temporary authorization granted on November 2, 1959, in Docket No. 
G—18877, be and the same is hereby amended to the extent hereinabove found 
to be appropriate. In all other respects said authorization shall remain in full 
force and effect. 


556—711—64——_69 
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APPENDIX A 


*All parties appearing on Appendix B attached hereto, excluding Granite 
State Gas Transmission, Inc. 

*The Berkshire Gas Company, Blackstone Valley Gas and Electric Company, 
The Greenwich Gas Company, The Hartford Electric Light Company, City of 
Holyoke, Massachusetts Gas and Electric Department, The Housatonic Public 
Service Company, The New Britain Gas Light Company. 

*Seventh Revised Volume No. 1, Original Sheet No. 61. Eighth Revised 
Volume No. 1, Original Sheet No. 62. 

*Seventh Revised Volume No. 1, First Revised Sheet No. 62. Eighth Revised 
Volume No. 1, Original Sheet No. 63. 


APPENDIX B 
Mazimum Contract Quantity—Mcef @ 14.78 psia 


General Total 
service Interim service to 
reflecting G-6 service | be available 
volumes requested through 
requested herein Oct. 31, 1960 

in G-18877 


The Berkshire Gas Company: (1) (2) 
North Adams 
Pittsfield 
Blackstone Valley Gas and Electric Company 
The Bridgeport Gas Company 
Central Massachusetts Gas Company, Southbridge 
The Connecticut Gas Company: 
Norwalk 


d 
Fitchburg Gas and Electric Light Company 
Granite State Gas Transmission, Inc. 
The Greenwich Gas Compan 
The Hartford Electric Light Company: 


SD 


~ 


Torrington 
Haverhill Gas Company 
Holyoke, Sdesunaienanen Gas and Electric Department 
The Housatonic Public Service Company, Derby-Shelton. ... 
Lawrence Gas Company. 
Lowell Gas Company 
Lynn Gas and Electric Company........------..-----.-.-.. - 
Manchester Gas Company, Manchester Station 
Mystic Valley Gas Company 
The New Britain Gas Light Company....-- 
North Shore Gas Company: 
Beverly-Salem. 


~ 





mm ge nop 


ERSSSteSeSE S8bRe SaSSR 


ne 


Northampton Gas Light Compan 

Sprinetield Gas Light Compan 
achusett Gas Company, 

Worcester Gas Light aa, 


* Volume shown represents the original request of Applicant and does not include the additional volume 
covered by Tennessee’s October 20, 1959, amendment to its application in Docket No. G-18877. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-19042 
ORDER DENYING MOTION TO DISMISS 
(Issued December 16, 1959) 


On July 24, 1959, Tennessee Gas Transmission Company (Tennessee) filed 
in Docket No. G—19042, an application for a certificate of public convenience and 
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necessity, pursuant to Section 7(c) of the Natural Gas Act (Act), seeking au- 
thorization to provide a temporary winter service (TWS) on a “when, as and if” 
basis at a flat rate of 57 cents per Mcf to its existing customers situated at or 
west of Tennessee’s storage fields. By order of October 7, 1959, the instant 
application was consolidated with other related applications in Docket Nos. G— 
18877, et al., and hearing in these matters was commenced on October 26, 1959. 
Said hearing is presently recessed until January 18, 1960. 

On November 16, 1959, The Manufacturers Light and Heat Company, The 
Ohio Fuel Gas Company, and United Fuel Gas Company (Columbia Companies), 
interveners herein, filed a motion to dismiss the instant application. In support 
of their motion, the Columbia Companies state that Tennessee is attempting to 
avoid compliance with Section 4 of the Act by omitting the proposed Rate Sched- 
ule for the TWS service from Tennessee’s revised tariff filing and by seeking 
its approval in a certificate application under Section 7 of the Act. The Co- 
lumbia Companies further state that Tennessee “does not propose any particular 
transportation or sale of natural gas or the construction of any facilities therefor, 
or the acquisition or operation of any such facilities or extensions thereof * * *” 
and that “* * * these are the only things for which a certificate may be issued 
under the authority of Section 7(¢) of the Act”. 

We are not convinced that the position of the Columbia Companies is sound. 
We have the authority to determine whether a particular service is, or may be, 
required by the present or future public convenience and necessity. We are 
further of the opinion that we have the authority to issue a certificate of public 
eonvenience and necessity covering a type of service proposed to be rendered 
even though the particular person or persons who would receive such service 
are not at the time specifically designated. In this connection see the Commis- 
sion’s Regulations under the Natural Gas Act, Section 157.14(18). 

In reviewing the application, motion, contentions and pertinent Sections of 
the Act, heretofore mentioned, we conclude that the filing of the application in 
Docket No. G—19042 under Section 7 (c) of the Act was proper. 


The Commission finds: 





It has jurisdiction to hear and determine the matters involved in these pro- 
ceedings under Section 7(c) of the Natural Gas Act and therefore the motion 
to dismiss should be denied. 


The Commission orders: 





The Columbia Companies motion to dismiss the above-entitled application is 
hereby denied. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-18153 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDON MENT OF FACILITIES 


(Issued December 16, 1959) 








On March 25, 1959, Texas Gas Transmission Corporation (Applicant), filed 
an application in Docket No. G-18153, pursuant to Section 7(b) of the Natural 
Gas Act for authority to abandon facilities subject to the jurisdiction of the 
Commission which are as follows: A meter station, a 6-inch pipeline and a 
parallel 10-inch pipeline extending westward approximately 4.5 miles from Ap- 
plicant’s 12-inch Oaktown-Montezuma, Indiana pipeline to points of connection 
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with the distribution system of Terre Haute Gas Corporation (Terre Haute) 
serving the Terre Haute area in Vigo County, Indiana, all as more fully 
represented in the application which is on file with the Commission. 

The meter station is attached to the western terminus of the 10-inch line at 
the city gate. The eastern termini of the 6 and 10-inch lines are each attached 
to the 12-inch Oaktown-Montezuma line. 

Applicant states that in 1929 and 1931 the pipelines, now proposed for aban- 
donment, were laid to transport gas to Terre Haute. When constructed, the 
pipelines traversed primarily a rural area, but the growth of the city of 
Terre Haute changed this area to primarily a residential suburban area. 
Numeous farm taps are attached to both the 6 and 10-inch lines to be aban- 
doned. Deliveries are made by Texas Gas to Terre Haute at these taps 
for resale. The 6-inch line is devoted entirely to farm tap service, whereas 
the 10-inch line is used primarily for deliveries at the city gate with incidental 
farm tap service. 

Applicant proposes to sell the subject pipelines and related meter station and 
appurtenant equipment to Terre Haute since it is stated all customers located 
along the pipelines are served by Terre Haute, and the pipelines are in effect 
an extension of Terre Haute’s distribution facilities and can best be operated 
and maintained by it. The integration of these facilities into Terre Haute’s 
system will provide flexibility for its future expansion. 

Applicant states it will build a new meter station at a point near the intersec- 
tion of the 10-inch line (to be sold to Terre Haute) and Applicant’s 12-inch 
Oaktown-Montezuma line. Deliveries to Terre Haute will be measured at the 
new meter station. Valves connecting the 6-inch line to Texas Gas’ 12-inch line 
will be closed and all deliveries to the 6-inch line for the farm taps will be made 
from the main Terre Haute distribution system. 


Texas Gas will construct the new metering station under Section 2.55(c) of the 
Rules of Practice and Procedure. 


Texas Gas proposes to sell the pipelines, taps and metering station to Terre 
Haute for $29,481.86 which represents their net depreciated book value as of 
June 30, 1958. The estimated cost of the construction of the new meter station 
is $10,815, to be defrayed from cash. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 2, 1959, respecting the matters involved in and the issues presented 
by the application. No petitions to intervene or protests to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant is engaged in the sale of natural. gas-in interstate commerce 
for resale for ultimate public consumption and, therefore, is a “natural-gas 
company” within the meaning of the Natural Gas Act and subject to the provi- 
sions thereof. 

(2) The facilities to be abandoned, as hereinbefore described, are subject to 
the jurisdiction of the Commission and abandonment of such facilities is subject 
to the requirements of Subsection (b) of. Section 7 of the Natural Gas Act. 

(3) Such abandonment by Applicant, as hereinbefore. described, is permitted 
by the public convenience and necessity and an order authorising, and approving 
same should be issued as hereinafter ordered. 
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(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment by Texas Gas Trans- 
mission Corporation of the facilities hereinbefore described, all as more fully 
described in the application in this proceeding, be and the same hereby is granted. 

(B) Applicant shall report the date of abandonment within 10 days after 
the date thereof. 

(C) Issuance of this order is without prejudice to such action as may be 
appropriate with respect to the necessary accounting entries, required to be 
filed under the requirements of the Commission’s Uniform System of Accounts, 
to record the transfer of facilities. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 


C. H. LYONS, JR., ET AL., DOCKET NO. G—13489 


ORDER ACCEPTING OFFER OF SETTLEMENT, ALLOWING PROPOSED RATES TO TAKE 
EFFECT, AND TERMINATING PROCEEDINGS 


(Issued December 17, 1959) 


On November 16, 1959, C. H. Lyons, Jr., et al. (Lyons) tendered for filing a 
proposed increased rate and charge for jurisdictional sales of natural gas to 
Texas Eastern Transmission Corporation (Texas Eastern). The change is 
contained in the following designated filing: 


Rate schedule Supple- Present Proposed 
ment No. | rate ¢ Mef | rate ¢ Mef 


4 13. 2984! 14.6 


Supplement No. 3 to Lyons’ FPC Gas Rate Schedule No. 3 was suspended in 
Docket No. G—13489 until March 24, 1958, but has not been made subject to 
refund. There are no interveners in this proceeding. The sales are from South 
Hallsville Field, Harrison County, Texas (Railroad District No. 6). 

On November 16, 1959, Lyons also submitted an Offer of Settlement pursuant 
to Section 1.18(e) of the Commission’s Rules of Practice and Procedure. Said 
offer proposes the Commission’s acceptance of the proposed increased rate and 
charge without suspension; termination of the prior suspension order issued 
herein on October 22, 1957; and in consideration thereof, deletion from the con- 
tract contained in the above-identified rate schedule, the extant favored-nation 
clauses; and substitution of the extant 0.2¢ per Mecf annual escalations with 
1.0¢ per Mcf periodic escalations effective successively in 1963, 1968 and 1973. 

The foregoing Offer of Settlement conforms with Texas Eastern’s present 
program of renegotiation and deletion of flexible pricing provisions. 
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Texas Eastern concurs in the foregoing Offer of Settlement with respect to its 
interests affected thereby, has so notified its customers and urges acceptance of 
the settlement. 

In support of the proposed increase in rate and charge, Lyons states that the 
contract was negotiated at arm’s-length, that the proposed rate is below the 
prices under currently negotiated contracts in the same area, that the increase 
is needed to encourage exploration and development, and that surrender of flexi- 
ble pricing provisions constitutes a detrimental loss of protection against inflation. 

In our judgment, settlement of the matters in issue as proposed in the Offer 
of Settlement is desirable in the public interest and appropriate to the effective 
administration of the Natural Gas Act. 

However, the acceptance of this Offer of Settlement is not to be construed as 
approval of any future increased rates and charges proposed by Lyons under the 
periodic escalation provisions, nor of future increases proposed on other grounds. 


The Commission finds: 





(1) The proposed settlement of these rate matters on the basis described 
herein, and as more particularly set forth in the Offer of Settlement filed by 
Lyons on November 16, 1959, and in the Appendix* to this order, is in the public 
interest and appropriate to effective administration of the Natural Gas Act and 
should be approved by the Commission so as to become effective as hereinafter 
ordered. 

(2) Good cause exists for terminating this proceeding; for accepting for filing 
the above-designated supplement and for permitting it to become effective on 
December 17, 1959, subject however to the terms and conditions of the Offer of 
Settlement as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Lyons on November 
16, 1959, is hereby approved in accordance with the provisions of this order. 

(B) Lyons shall execute with Texas Eastern, in accordance with the Appendix 
attached hereto, an amendment to their Gas Purchase Contract filed with the 
Commission as their FPC Gas Rate Schedule No. 3. 

(C) Lyons shall, within 30 days from the date of issuance of this order, file 
with the Commission as supplement to his FPC Gas Rate Schedule No. 3, under 
Part 154 of the Commission’s Regulations under the Natural Gas Act, the exe- 
cuted agreement with Texas Eastern required by Paragraph (B) above. 

(D) The proposed increased rate contained in Supplement No. 4 to Lyons’ 
FPC Gas Rate Schedule No. 3 is hereby permitted to become effective as of 
December 17, 1959 and the proceeding in Docket No. G—13489 is hereby termi- 
nated; Provided, however, that Lyons make a satisfactory filing in accordance 
with paragraph (C) above. 

(E) The acceptance of this offer is without prejudice to any findings or deter- 
minations that may be made in any proceedings, which are presently being heard, 
or in any other proceeding now pending or herciaafter instituted by or against 
Lyons. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger, Inc. v. United States, 1388 F. Supp. 411.) 






















*Omitted in printing. 
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TEXAS PACIFIC COAL AND OIL COMPANY, DOCKET NO. G-—16911; 
CIMARRON TRANSMISSION COMPANY, DOCKET NO. G-17014; TEXACO, 
INC., DOCKET NO. G-17015; SINCLAIR OIL & GAS COMPANY, DOCKET 
NO. G-17017; NATURAL GAS PIPELINE COMPANY OF AMERIOA, 
DOCKET NO. G-17241; SHELL OIL COMPANY, DOCKET NO. G-—18016; 
GEORGE DB. CAMERON, INC., DOCKET NO. G-18526 


ORDER MODIFYING AND ADOPTING AS MODIFIED EXAMINER’S DECISION 
(Issued December 17, 1959) * 
Syllabus 


1. Stipulation between Cimarron and Staff agreeing to debt ratio, depreciation 
rate, and rate of return is proper. P. 1060. 

2. Rate of return of Cimarron reduced to 7%, resulting in same 10% return on 
equity found to be proper for West Texas Gathering Co. P. 1060. 

3. Depreciation rate of Cimarron reduced to 444%, the same as that used for 
West Texas Gathering Co. P. 1060. 

4. Certificate conditioned to require that total capitalization not exceed 75% 
debt nor be less than 25% equity. P. 1062. 

5. Proposed initial producer prices of 15¢ and 154%4¢ for gas from Enville and 
Southwest Hnville fields in Oklahoma, approved, because project involves 
deep, high-cost wells. P. 1062. 

6. In the absence of evidence to justify a higher rate of return, Cimarron, a 
gathering company, is not entitled to a rate of return similar to that of 
gathering operations of independent producers, rather than to those of 
conventional pipeline companies. P. 1063. 

7. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicants. 


Joe Bruce Cunningham, Stanley F. Davis, Jr., Jerome M. Alper for Texas 
Pacific Coal and Oil Company. 

Bradford Ross for Cimarron Transmission Company. 

Paul F. Schlicher, Alfred C. DeCrane, and Frank H. Strickler for Texaco, Inc. 

Angus A. Davidson, Charles E. McGee, and Francis H. Caskin for Sinclair Oil & 
Gas Company. 

Clarence J. Ross, Charles C. McDugald, Kenneth W. Wagner, and Lowell 
Sachnoff for Natural Gas Pipeline Company of America. 

Oliver L. Stone, and Joseph C. Spalding for Shell Oil Company. 

Richard 8S. T. Marsh for George BE. Cameron, Inc. 

John Paul Geneau for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 

On November 6, 1959, the presiding examiner in these Section 7 proceedings 
issued an initial decision, subject to review by the Commission, authorizing five 
independent producers to sell and deliver natural gas produced in the Hnville 
and Southwest Enville fields in Love County, Oklahoma, to Cimarron Transmis- 
sion Company (Cimarron), a newly organized gathering and pipeline system. 
In addition, Cimarron was authorized to construct and operate the facilities 
necessary to enable it to gather, treat and transport the gas for delivery to 
Natural Gas Pipeline Company of America (Natural) who, in turn, was au- 
thorized to construct a lateral line and pick up the gas deliveries from Cimarron. 

The producer certificates and the certificate issued to Natural were unopposed 


“Initial decision appears on p. 1061. 
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by any party to the consolidated proceedings, and the examiner found that all 
the necessary elements of the public convenience and necessity have been 'ade- 
quately proved by the producers and Natural. Cimarron’s proposal, which called 
for Natural to reimburse it for its cost of purchased gas and its cost of service 
computed according to the principles set forth in our Uniform System of Ac- 
counts, raised certain issues which the examiner resolved consistent with the 
recommendations. of the Commission staff. Cimarron in computing its cost of 
service had included a 714 percent overall rate of return on its rate base, de 
preciation at 5 percent per annum with no allowance for salvage value and 
financing which appeared to call for 80 percent debt and 20 percent equity capital. 
The examiner conditioned Cimarron’s certificate so as to limit Cimarron to a 
614 percent rate of return, depreciation at 41%4 percent and financing at 75 
percent debt and 25 percent equity capital. 

In order to preserve its right to appeal, Cimarron has filed exception to so 
much of the exantiner’s decision as would deny the 7% percent rate of return 
and requiring that depreciation be reduced to 4144 percent. However, prior to 
filing its exceptions, Cimarron filed a stipulation. with our staff whereby Cimar- 
ron agrees (1) to finance its project on the basis of 75 percent debt and 25 percent 
equity ; (2) reduce the depreciation rate for its pipelines and desulphurization 
plant in the cost of service agreement to 414 percent per annum; and (3) reduce 
its rate of return under the cost of service agreement to 7 percent per annum. 
Based on the evidence of record, the parties’ briefs, and the examiner’s decision, 
we are of the opinion that the agreement between Cimarron and the staff was 
proper and the examiner’s decision should be modified to conform to the agree- 
ment and as so modified adopted as our own decision. 

Cimarron’s long-term debt will be financed at 6 percent interest and according 
to staff figures a 7 percent overall rate of return would give Cimarron a 10 
percent return on its equity capital. This is the same realization for equity which 
we found to be proper in Superior Oil Company, et al., Docket No. G—13632, 
Order of June 27, 1958, for West Texas Gathering Company, a small pipeline 
substantially in the same position as Cimarron. The 414 percent depreciation, 
found to be reasonable by the examiner and agreed to by Cimarron, is the same 
depreciation rate used for West Texas Gathering Company in the cited case. 
The 75 percent debt and 25 percent equity financing is in line with our consistent 
policy. 

The Commission further finds: 


(1) Ordering paragraph (I) of the examiner’s decision issued herein on No- 
vember 6, 1959, should be modified so as to limit Cimarron Transmission Company 
to an overall rate of return on its rate base of 7 percent. 

(2) The examiner’s decision as modified by our order herein should be adopted 
as the decision of the Commission as of the date of issuance of this order. 

(3) The exceptions to the examiner's decision, filed herein by Cimarron De- 
cember 14, 1959, should be denied. 


The Commission orders: 


(A) Ordering paragraph (I) of the examiner’s decision issued herein on No- 
vember 6, 1959, is hereby modified so as to limit Cimarron’s Transmission Com- 
pany to an overall rate of return on its rate base of 7 percent. 


2 While we agree with our staff in accepting this stipulation, we would point out that 
financing arrangements by any pipeline calling for 6 percent interest on long-term debt 
should be carefully scrutinized to ascertain why such a high interest rate was necessary to 
obtain financial backing for a project. West Texas Gathering Company is paying only 5 
percent interest on its long-term debt and therefore a 6% percent rate of return was suf- 
ficient to produce a 10 percent rate on equity. 
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(B) The examiner’s decision issued herein on November 6, 1959, as modified 
by ordering paragraph (A) of this order, is hereby adopted as the decision of 
this Commission as of the date of issuance of this order. 

(C) The exceptions to the examiner's decision, filed herein by Cimarron, De- 
cember 14, 1959, are hereby denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
PURSUANT TO SECTION 7 OF THE NATURAL GAS ACT 


(Issued November 6, 1959) 


Ivins, Presiding Examiner: This consolidated proceeding involves the proposed 
sale and delivery of gas from newly discovered fields in Love County, Oklahoma, 
ultimately destined for supply of the customers of Natural Gas Pipeline Company 
of America (Natural). 

Texas Pacific Coal and Oil Company (Texas Pacific), Texaco, Inc. (Texaco), 
Sinclair Oil & Gas Company (Sinclair), Shell Oil Company (Shell), and George E. 
Cameron, Inc. (Cameron, Inc.) are independent producers of gas reserves in the 
Enville and Southwest Enville Fields of Love County, Oklahoma. They apply 
for authority to sell and deliver gas from these fields to Cimarron Transmission 
Company (Cimarron), a newly organized gathering and pipeline system, which 
in turn applies for authority to deliver the gas to Natural. Natural applies for 
authority to build a lateral line and pick up the gas deliveries from Cimarron. 

Pursuant to notices issued and published by the Secretary of the Commission, 
this matter came on for hearing and was heard before the undersigned examiner, 
commencing on July 28, 1959, and concluding on July 30, 1959. The applicants 
appeared in support of their respective applications, and the Staff of the Com- 
mission participated in the hearing. There were no interveners or other 
participants in the proceeding. Opportunity was afforded for the filing of briefs, 
and briefs have been filed by ali of the above applicants and by the Commission 
Staff. 

According to the undisputed evidence, it appears that the total proved gas 
reserve of the two fields is estimated to be 90,346,000 Mecf, and Cimarron’s gas 
reserve witness testified that, upon further development, this estimate could 
easily be doubled.* Based on a 20-year depletion of the proved reserve, it is 
estimated that for 17 years a daily average volume of 12,337 Mcf will be main- 
tained, with declining deliverabilities thereafter. The gas is sour and requires 
processing to eliminate hydrogen sulphide. Liquids will have to be removed 
from the gas in order to make it pipeline quality, but on the basis of present 
tests it is not in the contemplation of the parties to construct a gasoline plant 
for the profitable recovery of liquids. 

Producers’ Applications. The producers have entered into contracts to sup- 
ply the gas to Cimmaron at an initial price of 15.5 cents per Mcf in the cases 
of Texas Pacific, Sinclair, and Cameron, Inc., and 15 cents per Mcf in the 
eases of Texaco and Shell. The differentials in the amounts of fixed period 


2The Southwest Enville Field contained four completed wells at an average depth of 
8,000 feet, and three additional wells were contemplated to fully develop that field when 
Cimarron’s gas reserve witness prepared his report of October 24, 1958 (Exhibit 4). One 
additional well had been completed at the time of the hearing. The Hnville Field was 
shown in his report to contain one completed well at a depth of 10,700 feet, and he con- 
templated two additional wells would be required. ‘He testified that, while the Enville 
Field has not yet been fully completed, there has been additional drilling “in and adjacent 
to the limits of my production.” 
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escalations during the term of the 20-year contract in favor of Texaco and 
Shell make the ultimate realization for all producing the same.* However, as 
stated above, the initial proposed rates here under consideration are 15.5 cents 
per Mcf and 15 cents per Mcf, respectively. 

The Staff of the Commission has recommended that “unconditional certificates” 
of public convenience and necessity be issued to the independent producers, 
and makes no issue of the initial prices established by the contracts, citing as 
a controlling precedent the Commission’s order issued September 18, 1959, In 
the Matters of Phillips Petroleum Company, et al., FPC Docket No. G—17897, 
et al., 22 FPC 528, adopting the presiding examiner’s decision therein uncon- 
ditionally certificating a sale of gas from the Knox Field, Grady County, 
Oklahoma, at an initial price of 16.8 cents per Mcf. 

It is clear and uncontroverted that this project involves deep, high-cost wells, 
and that high costs have been incurred and will be incurred on further develop- 
ment by producers. The initial price here is, therefore, well within the prin- 
ciples stated by the Commission in its order in the cited case. Upon the formal 
findings hereinafter made, certificates will be issued to the producer applicants 
conditioned upon the issuance of the other certificates necessary for the project 
and here involved. 

Cimarron’s Application. The terms of Cimarron’s proposal are contained 
in its 20-year gas sales contract of November 10, 1958, with Natural, as amended, 
covering existing and future gas reserves committed to Cimarron in Love 
County, Oklahoma. Under the contract, Cimarron is to build a gathering system 
to receive gas as committed by producers, and process the gas for delivery 
to Natural’s proposed lateral connecting line. In return, Cimarron is to receive 
from Natural (1) its cost of gas purchased, and (2) its cost of service com- 
puted according to the principles enumerated in the Commission’s Uniform 
System of Accounts prescribed for natural gas companies, but with a ceiling 
of 31%4 cents per Mcf for deliveries made by Cimmaron. 

The estimated cost of Cimarron’s facilities is $447,264, and its total financial 
requirement is $500,000. Cimarron takes the position that its project will be 
financed on the basis of 75 percent debt and 25 percent equity. In support of 
the financing, there was introduced in evidence a letter from White, Weld & Co. 
(Exhibit 3), in which the financing of the project was described as “The initial 
estimated financing requirements of $500,000 is proposed to be financed by the 
sale of $400,000 principal amount of senior debt and by the issuance and sale 
of $100,000 equity.” This represents a ratio of 80 percent debt and 20 percent 
equity. To remove any uncertainty as to the debt ratio, the certificate which 
will be hereinafter issued to Cimarron will be conditioned so as to require that 
the issuance of debt will not exceed 75 percent and not less than 25 percent 
of equity. 

The evidence clearly shows, and the Staff concedes, that Cimarron’s project, 
in general, meets most of the “public interest” requirements for certification. 
The facilities, gas reserves, and costs, on examination, are proven to be ade 
quate and reasonable. The pricing provisions on the cost-of-service basis are 
particularly suitable to this proposed operation, in that wide fluctuations of 


* This comes about because the increase in rates for the lower priced gas becomes effec- 
tive at different times than the increase in rates for the higher priced gas, and over a 20- 
year period the total to be received for all of the gas sold will be approximately equal. Of 
course, this decision does not authorise the escalations to become effective as set forth in 
the contracts, and increases in rate represented by escalations cannot become effective un- 
til and unless the applicants comply with the provisions of Section 4 of the Act, which will 
necessitate additional filings. ‘These will be processed if, as, and when filed. 
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return, which could be brought about through large deliveries at one time and 
smaller deliveries at another time, could, and presumably will, be avoided by 
placing a ceiling of 344 cents per Mcf on all deliveries. However, on two 
points, the project raises serious problems in protection of the public interest. 
First, Cimarron asks for approval of a 7%4 percent rate of return on its rate 
base as a part of its cost-of-service. Second, Cimarron asks for depreciation 
on a straight line 20-year life, or at a rate of five percent per annum, without 
allowance for salvage at the end of the 20-year term. These points, put in 
issue by the Staff from the outset of the hearing, require special consideration. 

1. Proposed 74% Percent Rate of Return. The granting of 7% percent overall 
return would mark a new high in the limits of return heretofore allowed to 
pipeline companies by the Commission. It would, therefore, seem reasonable 
to require full and adequate justification for this proposed departure from 
conventional levels of pipeline financing. 

In general, and throughout the record and briefs, Cimarron has stressed 
its reliance as a precedent upon the Commission’s order in Superior Oil Com- 
pany, et al., FPC Docket No. G—13632, et al., where, inter alia, West Texas 
Gathering Company, a small pipeline company substantially in the same posi- 
tion as Cimarron in the instant case, was authorized to gather and transmit 
gas to El Paso Natural Gas Company on a cost-of-service basis. Examination 
of the record in that case, however, does not disclose adequate justification of 
the rate of return and depreciation proposals made by Cimarron in the 
instant case. 

In the Superior case, the Commission granted a certificate to West Texas after 
a noncontested hearing. The certificate contained the express condition (appli- 
cable also to the related rate schedule) that West Texas “revise in a manner 
acceptable to the Commission and file within ninety days prior to the com- 
mencement of service thereunder revised Sections 2, 4, and 4.2 of the cost-of- 
service formula set forth in Article X of the contract between West Texas and 
El Paso.” (Order of June 27, 1958, supra, ordering Par. (H).) Section 2 
referred to in the Commission’s proviso originally stipulated for a “reasonable 
allowance for annual depreciation.” Section 4 similarly referred to originally 
provided for a 7 percent rate of return, and Section 4.2 provided for a “reasonable 
allowance for working capital.” 

Pursuant to the Commission’s order, West Texas subsequently filed Supple 
ment No. 2 to its FPC Gas Rate Schedule No. 1, amending these provisions of 
its original contract with El Paso. Under the amendment, the rate of return 
was reduced to 6% percent. The components of working capital were spelled out, 
including the amount of deduction on account of the current accruals of Federal 
income taxes. The provision for depreciation on plant was by the amendment 
revised to provide a 10 percent salvage value at the end of 20 years, resulting 
in an annual depreciation rate of 444 percent. 

Applicant Cimarron further contends, however, that its rate of return should 
be higher than that allowed to typical units of the pipeline industry, on the basis 
that it is similar to gathering operations of independent producers (as to which 
Commission Staff witnesses have testified for a 9 percent or higher rate of return) 
rather than to those of conventional pipeline compunies. This contention ignores 
an important distinction between Cimarron and the “independent producer” 
eategory of natural gas companies, in that the latter engage in high-risk explora- 
tion and development activities which are not within Cimarron’s contemplation. 
In general, it must be recognized that Cimarron is relatively small as compared 
to some other units of the pipeline industry, and that considerations of stability 
and Cimarron’s present restricted area of operations lend support to its conten- 
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tion that financing should be allowed for on a somewhat more fayorable: basis 
than that accorded to larger and more well-establisted pipeline units. 

However, there is no indication in the present record that Cimarron is limited 
to the presently available committed reserves and will go out of business when 
these reserves are exhausted. In fact, it is indicated as “probable” that Cimar- 
ron—the only available market—will receive new sources of supply: in Love 
County, Oklahoma, as exploratory and development work result in new dis- 
coveries by independent producers in the area. It is such a well settled principle 
that it might properly be termed “Hornbook” law, that the burden rests upon an 
applicant to produce probative evidence to support its application on every ma- 
terial contested issue.“ This Cimarron has failed to do, and its evidence falls 
short of that necessary to support its claim for an overall return of 74% percent. 

Cimarron’s only evidence on rate of return and cost of money was presented 
by its engineer-consultant, who is also a_ stockholder and director of the 
company. With commendable enterprise, this consultant has put together 
sufficiently large, new discoveries of gas reserves in Love County, owned by 
several unaffiliated independent producers, to interest Natural in his project for 
supply. He has also arranged for the necessary processing of the sour gas into 
an acceptable pipeline product. Such efforts, of course, are to the benefit of the 
gas consumers of Natural in this case, and should be encouraged. 

However, the testimony of Cimarron’s engineer-consultant on rate of return 
and cost of money relies largely on the order in the uncontested Superior Oil 
case, supra, and falls short of that required for a finding that, “714 percent 
return is necessary in this case.’ The engineer-consultant, whose experience 
in raising capital appears to be limited (though his experience in other phases 
of the natural gas industry appears to be quite extensive) testified as to his 
efforts to finance the Cimarron project. It appears that his only contacts were 
with White, Weld & Company and William Blair & Company, aside from some 
talks with “some of the local bankers.” His testimony is, that all offers for 
the debt financing were “about the same” as a letter from White, Weld & 
Company submitted into the record. The White, Weld & Company estimate 
states that under market conditions as of the date of the letter (April 27, 1959), 
“it is our opinion that the interest rate for these first mortgage bonds would be 
no greater than 6%.” The William Blair Company estimate, according to his 
testimony, was an interest rate of 64% percent “for private placement with an 
insurance company.” 

Cimarron’s proposal of a 7% percent overall return on the basis of 75 
percent debt with interest at 6 percent will yield 12 percent to the common 
equity. There is no convincing showing that such a return is required in the 
ease of this nonproducer. who is not subject to the risks normally common 
to the search for gas or oil. Nor is the evidence adequate to sustain a finding 
that the minimum requirements of Cimarron’s common stockholders are 12 
percent return. It appears that these stockholders will subscribe for the equity 
securities involved. Testimony of independent market analysts was not offered 
and although official notice may properly be taken of generally high rates of 
interest prevailing at the time of the hearing and currently, the evidence in 
the present record is totally insufficient to translate this general knowledge 
into a specific finding that Cimarron requires an overall rate of 744 percent as 
a return on its total investment. A certificate to Cimarron, consequently, 
4The burden of proof devolves upon the party which would be unsuccessful if no evi- 


dence were produced (Jones on Evidence, 8rd. Edition, Sections 176, 177), and this in 
Docket No. G—-17014 would be Cimarron. 
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must be conditioned upon an overall rate of return similar to thut found appro- 
priate by the Commission in the Superior Oil case cited above, in respect to 
West Texas Gathering Company, i.e., a return of 64 percent. 

2. Proposed 5 Percent Depreciation. Again, so far as appears, the proposed 
5 percent depreciation for Cimarron’s facilities will mark a new high in this 
allowance in respect to general pipeline facilities. In justification, Cimarron 
points out that the project will use small diameters (4, 6, and 8 inch) pipe and 
that the gas to be gathered is corrosive in character. Cimarron further points 
out that it expects the processing plant to become obsolete, with little or no 
salvage value after 20 years. However, it is perfectly clear that the project 
as a whole is not based upon a single 20-year span of life for deliveries from 
the presently proved acreage. Under dedications to it at the time of the hear- 
ing, Cimarron may obtain deliveries from approximately 5,559 acres, of which 
4,464 acres were not then considered proved. Cimarron is presently negotiating 
for the purchase of gas from the Criner Hills Field, some six miles south of its 
present reserves, and expects “to purchase a substantial amount of gas from 
that source.” Cimarron expects to considerably enlarge its initial facilities to 
connect newly completed wells as the acreage already dedicated and new reserves 
to be purchased are developed. Thus, at the present time it is not clear from 
this record that the facilities to be constructed are expected to have only a 20- 
year life use with no salvage value at the end of that period. 

In connection with depreciation, Cimarron again relies principally upon the 
provisions made for West Texas Gathering Company in the Superior case, 
supra. As in that case, the issuance of a certificate to Cimarron will be 
conditioned upon the effective reduction of the annual depreciation accrual to 
4% percent, to be calculated either by the allowance of a salvage value as was 
done in that case, or otherwise in a manner acceptable to the Commission. 

With the above conditions, it is clear that the requested certificate should 
be granted to Cimarron. 

Natural Gas Pipeline’s Application. Natural proposes to construct and oper- 
ate approximately 29 miles of 10-inch lateral supply line, together with appur- 
tenant facilities, to connect its existing main transmission system (its existing 
20-inch Oklahoma Extension) with Cimarron’s facilities. Natural proposes to 
finance the estimated $772,000 construction cost from funds on hand, and ex- 
pects such facilities to be completed within 60 days from the date construction 
starts. 

The Staff has examined into Natural’s needs for gas, the pricing and other 
provisions of the contract for its further supply, and the effect of the contract 
on existing prices recommends that Natural’s application be approved, subject 
to the grant of certificates involved in the other applications in this con- 
solidated proceeding. The evidence clearly indicates the desirability of adding 
these new reserves to Natural’s gas supply, and the evidence is devoid of any 
facts or implication tending to indicate in any aspect that the public will be 
detrimented by the granting of the certificates requested. Accordingly, a cer- 
tificate will be issued to Natural conditioned upon the issuance of the other 
certificates necessary for the carrying out of the project. 

The interrelationship of all the applications and their joint and several 
purpose is such that the grant of any one of them is dependent upon the grant 
of all the other applications. Consequently, the certificates hereinafter issued 
will be conditioned upon the acceptance thereof, together with all other terms 
and conditions hereinafter specified, by each and everyone of the respective 
applicants. 
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ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record herein, the evidence adduced, and 
the briefs filed, it is found and concluded, in addition to the findings and con- 
clusions heretofore set out, that: 

(1) Natural Gas Pipeline Company of America is engaged in the transporta- 
tion of natural gas in interstate commerce and in the sale in interstate commerce 
of such gas for resale, and is, therefore, a “natural-gas company” within the 
meaning of the Natural Gas Act and subject to the provisions thereof as hereto- 
fore found by the Commission (3 FPC 830). 

(2) Cimarron Transmission Company will, upon the commencement of the 
proposed construction, operation, sale and service, be engaged in the trans- 
portation of natural gas in interstate commerce and the sale in interstate com- 
merce of such sales for resale and will, therefore, be a “natural-gas company” 
within the meaning of the Natural Gas Act and subject to the provisions thereof. 

(3) Texas Pacific Coal and Oil Company (Docket No. G—16911), Texaco, Inc. 
(Docket No. G-17015), Sinclair Oil & Gas Company (Docket No. G-17017), Shell 
Oil Company (Docket No. G—18016), and George B. Cameron, Inc., (Docket No. 
G-—18526), respectively, are now, or will become upon commencement of the sales 
of natural gas proposed in these proceedings, independent producers of natural 
gas as defined in this Commission’s regulations, are now, or will then be engaged 
in the sale of natural gas in interstate commerce for resale for ultimate public 
consumption, and each of them is, or will then be, therefore, a “natural-gas 
company” within the meaning of the Natural Gas Act and subject to the provi- 
sions thereof. 

(4) The facilities hereinbefore described, as more fully described in the tran- 
script of the hearing and the application filed in Docket No. G-17241, which are 
proposed to be constructed and operated by Natural Gas Pipeline Company of 
America as an integral part of its existing natural gas pipeline system, will be 
used in or for the transportation of natural gas in interstate commerce subject 
to the jurisdiction of the Commission and, therefore, such facilities are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The facilities hereinbefore described, as more fully described in the trans- 
script of the hearing and the application filed in Docket No. G-17014, which are 
proposed to be constructed and operated by Cimarron Transmission Company, 
will be used in or for the transportation of natural gas in interstate commerce 
subject to the jurisdiction of the Commission and, therefore, said facilities are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(6) The sales of natural gas by Texas Pacific Coal and Oil Company, Texaco, 
Inc., Sinclair Oil & Gas Company, Shell Oil Company, and George B. Cameron, 
Inc., respectively, to Cimarron Transmission Company, and the sale of natural 
gas by Cimarron Transmission Company to Natural Gas Pipeline Company of 
America, all as hereinbefore described and more fully described in the transcript 
of the hearings and the applications filed in Docket Nos. G-16911, G—17015, 
G-17017, G-18016, G—18526, and G-17014, respectively, will be made in interstate 
ecommerce for resale subject to the jurisdiction of the Commission and, therefore, 
said sales are subject to the requirements of Subsections (c) and (e) of the 
Natural Gas Act. 

(7) The applicants described in Findings (1), (2), and (3) above, are able 
and, subject to acceptance of the certificates hereinafter issued, willing properly 
to do the acts and to perform the services proposed and to conform to the pro- 
visions of the Natural Gas Act, and the requirements, rules, and regulations of 

the Commission thereunder. 
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(8) The construction and operation of the facilities referred to in Findings 
(4) and (5) above, and the sales of natural gas referred to in Finding (6) above, 
are or will be required by the present or future public convenience and neces- 
sity, and, therefore, applicants’ requests for certificates of public convenience and 
necessity should be granted and the applicants authorized to perform the afore- 
said acts, operations, and services as hereinafter ordered and conditioned. 

(9) The public convenience and necessity require that the reasonable terms 
and conditions set forth in the ordering paragraphs hereof attach to the issuance 
of the certificates herein and to the exercise of the rights granted thereunder. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission, pursuant to its 
Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued to Natural Gas Pipeline Company of America, as hereinafter condi- 
tioned, authorizing the construction and operation of the facilities referred to 
in Finding (4) hereof. 

(B) A certificate of public convenience and necessity be and the same hereby 
is issued to Cimarron Transmission Company, as hereinafter conditioned, au- 
thorizing the construction and operation of the facilities referred to in Find- 
ing (5) hereof and the sale of natural gas to Natural Gas Pipeline Company of 
America referred to in Finding (6) hereof. 

(C) Certificates of public convenience and necessity be and the same hereby 
are issued to Texas Pacific Coal and Oil Company, Texaco, Inc., Sinclair Oil & 
Gas Company, Shell Oil Company, and George E. Cameron, Inc., respectively, and 
Severally, authorizing the sale of natural gas by each of these applicants to 
Cimarron Transmission Company as referred to in Finding (6) hereof, together 
with the construction and operation of any facilities, subject to the jurisdiction 
of the Commission, used for the said sale of natural gas in interstate commerce, 
respectively. 

(D) There shall attach to the issuance of the certificates granted in para- 
graphs (A) and (B) hereof, and to the exercise of the rights granted thereunder, 
the general conditions applicable to certifificates as set forth in Subsections (b), 
(ec) (3), (4), and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act. 

(E) The certificates issued in paragraphs (A), (B), and (C) hereof shall be 
accepted in writing, under oath, by responsible official of the respective appli- 
eants within 30 days after the issuance of this order. 

(F) Each of the certificates issued in paragraph (C) hereof is not transferable 
and shall be effective only so long as the applicant therefor continues the acts 
or operations hereby authorized in accordance with the provisions of the Natural 
Gas Act, and the applicable rules and regulations and orders of the Commission. 

(G) The grant of the certificates in paragraphs (B) and (C) hereof shall not 
be construed as a waiver of the requirements of Section 4 of the Natural Gas 
Act, or of Section 154 of the Commission’s Rules and Regulations thereunder, 
requiring the filing of rate schedules for the service herein authorized; and is 
without prejudice to any findings or orders which have been or may hereafter 
be made by the Commission in any proceeding now pending or hereafter insti- 
tuted by or against these applicants. Further, the action taken in this proceed- 
ing shall not foreclose or prejudice any future proceeding or objection relating 
to the operation of any price or related provision in the gas purchase contracts 
herein involved. 

(H) The construction of the facilities authorized in paragraphs (A), (B), 
and (C) hereof shall be completed and in actual operation, and the operations, 
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service, and Sales also authorized ‘by said paragraphs, shall be actually under- 
taken and regularly performed by the several applicants within six months of 
the date'of iSstiance of this order. 

(1) The certificate issued in paragraph (B) hereof is conditioned so as to 
limit Cimarron Transmission Company to an overall rate of return on its rate 
base of 6.5 percent, and to a depreciation rate of 4% percent, to be calculated 
either by the allowance of a salvage value, in accordance with the provision made 
by the Commission for the West Texas Gathering Company in the Superior case 
(see page 1063 of this deeision), or otherwise in a manner acceptable to the 
Commission, and said certificate is further conditioned upon the adoption and 
utilization by Cimarron of a capital structure consisting of no more than 75 
percent debt:and no less than 25 percent equity capital. Within 30 days from 
the date of issuance of this order, Cimarron will revise, in a manner acceptable 
to the Commission, its cost of service formula utilizing the overall rate of return 
and depreciation rate herein specified. 

(J). The certificates issued in paragraphs (A), (B), and (C) hereof are fur- 
ther conditioned upon the acceptance thereof, together with all the terms and 
conditions of this order, by each and everyone of the respective applicants 
therefor, in the manner provided in paragraph (E) hereof. 

RIcHArRD N. Ivins, 
Presiding Examiner. 


INDIANA NATURAL GAS CORPORATION, DOCKET NO. G-17564 

















UPON AN APPLICATION FOR AN ORDER PURSUANT TO SECTION 7(&) OF THE 
NATURAL GAS ACT DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE 
OF NATURAL GAS 




















(Issued December 18, 1959) * 
Syllabus 


1. Order requiring interconnection under Section 7(a) of the Natural Gas Act 
conditioned to require applicant to file satisfactory evidence of its ability 
to sell its common stock. P. 1076. 

2. Commission directs Texas Gas under Section 7(a) of the Natural Gas Act to 

establish physical connection of its transportation facilities with those of 

applicant and to sell natural gas to applicant. P. 1077. 


Commissioner Hussey not participating. 

Alex M. Clark for Indiana Natural Gas Corporation. 

Thomas F. Ryan, Jr., and Christopher T. Boland for Texas Gas Trans- 
mission Corporation. 


Agnes Mae Wilson for the Staff of the Federal Power Commission. 


















Before Commissioners: Jerome K. Kuykendall, 
Stueck, William R. Connole and Arthur Kline. 


Chairman; Frederick 






On November 18, 1959, the presiding examiner in this Section 7(a) proceeding 
issued an initial decision directing Texas Gas Transmission Corporation to 
establish physical connection of its transportation facilities wth local distri- 
bution facilities to be constructed by Indiana Natural Gas Corporation. No ex- 
ceptions to the decision have been filed and we are of the opinion that the 
examiner’s decision should be adopted as our own. 


*Initial decision appears on p. 1069. 
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The Commission finds: 


The decision of the presiding examiner issued herein on November 18, 1959, 
should be adopted as the decision of the Commission as of the date of issuance 
of this order. 


The Commission orders: 


The decision of the presiding examiner issued herein on November 18, 1959, 
is hereby adopted as the decision of the Commission as of the date of issuance 
of this order. 

DECISION 


UPON AN APPLICATION FOR AN ORDER PURSUANT TO SECTION 7(a) OF THE NATURAL 
GAS ACT DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF NATURAL 
GAS 

(Issued November 18, 1959) 


Simpson, Presiding Examiner; This is a proceeding arising upon an application 
filed January 19, 1959, by Indiana Natural Gas Corporation (Applicant or 
Indiana Gas), an Indiana corporation, pursuant to Section 7(a) of the Natural 
Gas Act (Act) for an order directing Texas Gas Transmission Corporation 
(Texas Gas) to establish physical connection of its transportation facilities 
with the facilities proposed to be constructed by Applicant and to sell natural 
gas to Applicant for use in supplying its customers. 

On February 13, March 30, May 20, and June 8, 1959, Applicant filed further 
supplements to its application of January 19, 1959, consisting of matters per- 
taining to a commitment letter from Northwestern National Life Insurance Com- 
pany of Minneapolis, Minnesota, to Indiana Gas covering the debt financing for 
the construction proposed, a supplement to the original report on the feasibility 
of marketing natural gas in Orleans and Paoli, Indiana, an order of the Indiana 
Securities Commission dated May 4, 1959, approving registration of its proposed 
securities, the findings and order of the Indiana Public Service Commission 
dated May 8, 1959, among other things, authorizing certain rural gas distribution 
service in Orange County, Indiana, and granting a necessity certificate with 
respect thereto, and Applicant’s offering circular dated April 17, 1959. 

On February 19, 1959, Texas Gas filed its answer to the application, in which 
it stated that it had no objection to rendering the service sought of it by Indiana 
Gas, provided that, among other conditions, the maximum daily delivery obliga- 
tion of Texas Gas does not exceed 2,797 Mcf (15.025 psia) as shown by the 
engineering data submitted by Applicant. 

Thereafter, on August 26, 1959, one Glen R. Henderson filed a sworn protest 
to the application, wherein he claimed ownership of one-half interest as tenant 
in common with Herbert H. Ross of the franchises granted by the towns of 
Orleans and Paoli, above, objected to any attempted assignment thereof to 
Indiana Gas, and stated his refusal to assign his interest therein to Applicant. 

On July 28, 1959, the Secretary of the Commission issued “Notice of Applica- 
tion and Date of Hearing,” pursuant to which a hearing was held in this pro- 
ceeding on September 10, 1959, concerning the matters involved in and the issues 
presented by such application. As provided in the hearing proceedings, Appli- 
eant’s counsel filed on September 24, 1959, and served a memorandum dealing 
with the assignment of franchises to Indiana Gas, as well as proposed findings 
and order. No other participants filed briefs, memoranda, or responses. 


THE ISSUES 


By its answer, Texas Gas substantially concedes that an order requiring a 
delivery by it to Applicant of a maximum daily quantity not in excess of third- 


556-711—64——_70 
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year requirements of 2,797 Mcf will not impose an undue burden upon it or 
impair its ability to render adequate service to its customers. While Applicant 
contends that its requirements are so small as to be within the ability of Texas 
Gas to deliver it does not attempt to establish by evidence that an amount in 
excess of the 2,797 Mcf could be required to be delivered to it on the basis of 
the affirmative findings required to be made in this proceeding by the language 
of Section 7(a) of the Act... There is, therefore, no real active issue with respect 
to the quantity that Texas Gas may be required to deliver to Indiana Gas in this 
Section 7(a) proceeding. Nor does an issue arise as to the status of Texas Gas 
as a natural-gas company within the meaning of the language of Sections 2(6) 
and 7(a) of the Act, the fact of such status being tacitly and properly accepted 
by the participants. 

Accordingly, the remaining issues which must be determined on the facts 
in this proceeding are: 

(1) Is applicant legally authorized to engage in the local distribution of 
natural gas to the public in its proposed service area ; 

(2) Is an order directing Texas Gas to establish physical connection of its 
transportation facilities with the facilities of Applicant and sell natural gas 
thereto necessary or desirable in the public interest. 


CONTENTIONS 


With respect to each of the foregoing issues Applicant contends that it owns 
the franchises granted by the towns of Orleans and Paoli, Indiana; that it 
is legally authorized to engage in the local distribution of natural gas to the 
public in such towns and environs, including certain rural areas along each of 
its proposed connecting pipelines; that it is necessary and desirable in the 
public interest to direct Texas Gas to establish the physical connection of its 
transportation facilities with Applicant’s proposed facilities, and to sell and 
deliver to Applicant its natural gas requirements as estimated in its market 
study herein. 

Texas Gas states, in substance, that it has no objection to rendering the 
service requested by Applicant, provided that the project is economically 
feasible, that the maximum daily delivery obligation of Texas Gas does not 
exceed the third year requirements of 2,797 Mcf (15.025 psia), that Applicant 
completes its construction either by December 1, 1959, or on completion of 
facilities authorized in Texas Gas’ Docket No. G—15320, whichever is later,’ 
and that Applicant execute a service agreement acceptable to Texas Gas within 
forty-five (45) days after the issuance of the Commission’s order authorizing 
the requested service. 

THE EVIDENCE 
The Proposed Service 


Applicant’s proposed project consists of customer services, industrial meters, 
regulator stations, and distribution and transmission lines, to cost initially 
$369,518, including tools, equipment, contingencies, supervision, etc., and interest 
during construction, comprising two systems similar in design and provision, one 
to serve Orleans, Indiana, and the other to serve Paoli, Indiana, and each to 


2 Applicant did not even submit a tabulation of any sort of Texas Gas’ capacity and 
system requirements or deliveries. Such an assumption as Indiana Gas urges could be 
invoked by all and any applicants with a substantial cumulative effect. 

2 By its order In the Matter of Mid-South Gas Oompany and Texas Gas Transmission 
Corporation, Docket Nos. G—10591 and G-15320, issued October 24, 1958, the Commis- 
sion set the time within which facilities authorized in G-15320 shall be constructed and 
placed in actual operation at 12-months from the date of issuance of the order. 
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obtain the required supply of natural gas from Texas Gas at separate points 
of connection with the latter’s transmission facilities.’ 

The communities of Orleans and Paoli are situated in Orange County, Indiana, 
approximately 100 miles southwest of Indianapolis, Indiana, and 50 miles 
northwest of Louisville, Kentucky. Paoli is the county seat. 

The 1950 population of Orleans was 1,531 and of Paoli 2,575, while the present 
populations are estimated to be 2,000 and 2,900, respectively. Orleans has 4 
major industrial employers employing a total of 1,295 persons, and Paoli has 
6 major industrial employers employing a total of 612 persons. Principal prod- 
ucts are radio and television sets, furniture, grain and dairy products. The area 
is served by arterial highways and by a railroad. Primary fuels used are wood, 
coal, oil, and propane. Propane is used for both commercial and domestic 
heating, cooking, and water heating, while the trend is to oil in commercial 
and industrial operations. 

Applicant proposes to serve from 425 residential, 50 main line, 17 commercial, 
and 5 industrial customers during initial operations to 990 residential, 50 main 
line, 22 commercial, and 5 industrial customers during the 5th year of full 
operation. 

Authorizations 


Applicant is duly incorporated under the provisions of the Indiana General 
Corporation Act and is empowered to purchase, transport, dispose and sell gas 
and to do those things necessary, proper, and convenient for the accomplishment 
of its corporate purposes. 

It possesses by assignments dated January 9, 1959, franchises in the nature of 
non-exclusive, indeterminate permits granted H. H. Ross & Associates, by the 
towns of Orleans and Paoli by ordinances dated December 4, 1958, and October 
8, 1958, respectively, which authorize the construction, maintenance and opera- 
tion of gas works within the corporate limits of each town. Applicant has also 
obtained from the Public Service Commission of Indiana a necessity certificate 
issued May 8, 1959, pursuant to the provisions of the Public Service Commission 
Act, as amended, authorizing gas distribution service within rural areas in 
Orange County extending 1,000 feet on either side of its proposed gas trans- 
mission-distribution lines to Orleans and Paoli.* 

On August 26, 1959, there was filed by one Glen R. Henderson a protest against 
the granting of a certificate te Applicant on the alleged grounds, in brief, that 
the protestant is owner of a one-half interest as tenant in common along with 
Herbert H. Ross of the franchises granted H. H. Ross & Associates by the towns; 
that he and said Ross operated as H. H. Ross & Associates but not as a 
partnership; that both agreed between them that any franchise obtained as a 
result of their joint efforts should belong to each equally as tenants in common; 
that as a result of such joint efforts the parties obtained such franchises from 
said towns granted, as theretofore agreed, to H. H. Ross & Associates; that he, 
the protestant, has never assigned or transferred his interest in said franchises 
to anyone; and that the assignment of said franchises by Herbert H. Ross to 
Applicant is therefore ineffective to convey the interest of protestant therein. 

Glen R. Henderson did not appear at the hearing in proper person or by 
counsel or otherwise. There is, therefore, no testimony in support of the allega- 


tions set forth in the protestant’s formal protest and the statements contained 
therein have not been subjected to crossexamination by the Applicant. 


®The Orleans connection—NW quarter of Section 28, Township 3 north, range 1 east, 
and the Paoli connection—SW quarter of Section 15, Township 1 north, range 1 east. 

*The order of the State Commission of even date consented also to the granting to Ap- 
plicant by the Board of Commissioners of Orange County, Indiana, of franchises and/or 
permits to use property of the County in connection with such service. 
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Herbert H. Ross, however, did appear, testified in the proceedings and was 
available for cross-examination and was cross-examined by participants who 
desired to do so. The uncontradicted testimony is that Ross made the original 
contacts with the two towns; that H. H. Ross & Associates is a partnership re- 
corded in the State of Michigan consisting of his wife who is an accountant and 
himself a trained and widely experienced engineer. Not having lived in Indiana 
and having known Henderson for a number of years Ross in effect employed the 
former as one locally acquainted to assist him in his local contacts under an 
agreement to give Henderson one-half of whatever value the Board of Indiana 
Gas concluded the franchises were worth. Ross personally paid substantially all 
of the expenses incurred in connection with obtaining the franchises as well as 
the cost of the market survey. Henderson made only one visit to the town of 
Paoli but somewhat more frequent visits to the town of Orleans. Ross also 
testified that he probably informed the two boards of trustees that the H. H. Ross 
& Associates to whom the franchises were issued consisted of a partnership of 
himself and wife, but that in any event the boards treated him as the direct 
party in the undertaking. Communications of record received from the towns 


prior to the hearing indicate that the franchises were in fact granted as Ross 
claims.® 





Ross testified that it is his intention to see that Henderson is reimbursed in 
accordance with the aforesaid agreement between them. Henderson himself 
refers to his remedy as a “cause of action for breach of contract”, a position 
inconsistent with his claim of immediate ownership by tenancy in common. 

The foregoing satisfactorily establishes for the purposes of this proceeding 
that Applicant is legally authorized to engage in the local service which it here 
proposes. 


Gas Requirements 





Applicant’s estimated load saturations is based on a door to door survey of 
the domestic and commercial market in the two areas as well as on general ex- 
perience derived from gas Service in like communities. 
Applicant estimates its average number of customers to be: 


Year 






eee _ ~ —— en 


Construction| First Second | Third | Fourth Fifth 
period | 











Orleans: 
Residential 





Paoli: 545. Soto oe i 2h : ss 
Residential _ - 


















Ere NA aoe 508 | 58 608 658 698 


Sv inentuneiciaaeal ) 1802 | 772) 854) 9) 1,004 1, 067 














1 on data is not clear as to the number of customers in this class attached during the construction 
period, 

Domestic consumer usage is based on natural gas distribution experience in 
adjacent areas and commercial, institutional and industrial usage is based on 
present fuel uses corrected to natural gas efficiencies. On the basis of these 












5 While the co-partnership of Ross and his wife was filed in the records of Wayne County, 
Michigan, January 29, 1959, concurrently with the organization of Indiana Gas, Ross tes- 
tified the partnership in fact had been in existence since early 1958. 
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premises and assuming a design temperature of 0° F., and an annual degree day 
deficiency of 4,750, Applicant estimates its peak day and annual load require- 
ments as follows: 





Year—Mef. 


Construction First Second Third Fourth 


period 


Peak Day: 
Orleans 

Domestic 265 : 375 

Commercial, : 7 O64 
Total 1, 25 » 2m , 339 

oli 

Domestic 682 

Commercial, ete 7 924 
rotal 1, 43% 0 1, 606 


Total 2, 797 2, 945 


Annual 
Orleans 
Domestic 16, 838 25, 299 29, o2, 31: 37, 433 40, 
Commercial, et 91, 310 33, 800 35, 600 139, 700 
108, 148 159, 099 , 51! 3 76, 033 179, 781 
Domestic 27, 219 621 2, 58, 700 | 73, 280 


Commercial, ete 47) 697 73, 686 " 586 78, ’ 900 83, 000 
Total 74, 916 20,307 | 50,600 | 156, 280 
Total 183, 064 4(} 291, 306, 326, 633 336, 061 
Loss, 1, 830 2, 702 ; 3, , 266 3, 360 

184, 894 239 108 329, 809 339, 421 


Subject to the determination of the amount of natural gas which Texas Gas 
shall be directed to sell and deliver to Applicant, the estimates of gas require- 
ments submitted by Applicant and above set forth appear to be reasonable, 
and it is so found. 


Revenues and Eapenses 
Applicant’s domestic and commercial rates reflect a demand charge and a step- 
form usage rate. Its industrial rate provides separate rates for base load gas 


and excess gas. On the basis of the foregoing rates, Applicant estimates rev- 
enues as follows: 





Yes 


Operating revenues | 
Construction Second Third Fourth 
period 


Orleans 
Domestic ‘ » ode $31, 350 $34, 658 | $42 
Commercial, ete ) 74, 5 75, 425 6 7, 265 | 77 


775 02 923 120, 


29, 409 MO), 357 56, 661 
34, 384 51, 607 52, 207 
63, 793 101, 964 108, 868 » 135, 620 


134, 091 203, S01 215, 643 229, 4 246, 255, 963 
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Operating expenses | Fee 
t 
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Applicant’s expenses estimated on the basis of gas purchased cost at the rate 
set forth in Texas Gas’ Rate Schedule SG-3, operation and maintenance as 
derived from experience, depreciation at 244%, gross receipts taxes at 15% 
of the estimated revenues, and ad valorem taxes at the applicable tax rate 
applied to 70% of the book value of the property, are: 





















Resulting net revenues are computed as follows: 


Construction Second Third Fourth | Fifth 

period | 

; | 
Gas purchased.............- $66, 825 $102, 679 $107, 567 $113, 575 $121, 018 $125, 031 
Operation, 6t6.. .......<..... 49, 950 57, 960 57, 060 58, 560 59, 560 | 59, 560 
Depreciation................ 6, 158 9, 676 10, 059 10, 308 10, 532 10, 731 
PN So ckcibioctcdeantkeaeal 4, 669 17, 921 20, 643 22, 850 25, 885 | 28, 856 
INNA Deccan inches 127, 602 | 188, 236 195, 329 205, 293 224, 178 









217, 295 | 
























be reasonable, and it is so found. 


Investment and Return Earned 


services, and mains. 






any foreseeable load. 






Construction 
period 


First Second 






$6, 178 
11, 345 





Orleans $130, 706 








$3, 986 
11, 345 





Year 
Operating expenses ‘ . sl ae y | i 
Construction First | Second Third Fourth | Fifth 
period | 

nee i seine io ‘a 
Gross revenues......-....... $134, 091 $203, 801 $215, 643 $229, 248 $246, 935 $255, 963 
Operating expenses. _....... 127, 602 188, 236 195, 329 205, 293 217, 295 224, 178 

Net revenues. ........ 6, 489 15, 565 20, 314 23, 955 


Applicant’s estimates of revenues and expenses as above set forth appear to 


Estimates of construction costs are based on current material prices, bids 
received, and estimated cost of company labor doing the installation of meters, 
Distribution and supply lines will serve upward of 95% 
of the consumers in the area and are considered adequate by Applicant for 
Such costs are estimated as follows: 





29, 640 31, 785 
























17, 523 






















to be reasonable, and it is so found. 


aan ebiaeach cel , 15, 331 

Cumulative total_.__. 369, 518 387, 041 402, 372 
Number of meters..........- 650° —— 740 | = 815 
Average cost per meter -_-_... $568 $523 $494 


Applicant’s total and cumulative cost estimates, as above summarized, appear 
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The approximate rate base and return resulting from the foregoing would be: 


Year 


Construction i Third | Fourth Fifth 
period | 


Investment $369, 518 $387, 041 ; $412,330 | $421, 288 
Depreciation 6, 158 15, 844 | 5, 903 | 36, 211 46, 743 


158 
Net investment... 363, 360 371, 197 | 5, 46 376, 119 
580 





374, 545 


Average net | 

hy cage pen A EE 181, 6 , 279 | 373, 833 376, 294 375, 332 

Working capital 6, 244 7 7, 133 7, 320 | 7, 445 

Rate base... ; 187, 924 | | 380,966 | 383,614 382, 777 

Net revenues st 6, 489 | 15, 565 | 20, 314 | 23, 955 | 29, 460 | 
ssteenshnabiaaniemtaelimenacaie atau abiiiateineaiiatae el aa 


6.2) 7.7 








Return (percent)........- 3.5 4.2 5.3 | 


Capitalization and Financing 


Applicant proposes to finance construction and other costs totalling an esti- 
mated initial sum of $381,518 out of aggregate proceeds of $375,000 to be ob- 
tained from the sale of $225,000 of 614% 20-year first mortgage sinking fund 
notes,® 30,000 shares, no par, $5 common stock,’ and cash from construction 
period operations. The capitalization would thus represent approximately 60% 
of debt and 40% of equity financing. Applicant has obtained from Northwestern 
National Life Insurance Company of Minneapolis, Minnesota, a conditional 
letter commitment with respect to the acquisition of the foregoing issue of bonds, 
and is proposed that the officers and directors purchase approximately 15,000 
shares or 50% of the authorized issue of no par common stock, a remaining 
13,500 shares to be sold to the public. Applicant’s offering circular filed with 
the Commission June 8, 1959, of which notice is taken, states that the net 
proceeds of the offering of securities will be deposited in Applicant’s account 
with the Fidelity Bank and Trust Company of Indianapolis, Indiana, that in 
the event all of the issue is not sold then all of the money realized from the sale 
will be refunded to the stockholders, and that no part of the funds derived from 
the sale of stock will be used or expended until the full amount has been 
collected and the loan agreement executed.* The essential matter here is that 
the financial ability of the officers and directors to purchase the 15,000 shares 
has not been established in this proceeding. 


As a Third Year Project ® 


Texas Gas’ conditional consent to be obligated to a maximum daily delivery 
not to exceed 2,797 Mcf (15.025 psia), coupled with the failure of the Applicant 
to establish, on any basis, that the imposition of an obligation in excess of that 


*70%-75% sinking fund, commencing at the end of the third year. 

7 Of which 1,500 shares are to be issued to Northwestern National Life Insurance Com- 
pany as a bonus. 

* The circular also states that if adequate permits have not been obtained from the Com- 
mission by August 1, 1959, the refund would be made. It is presumed that this commit- 
ment has been or can be modified. 

* Third year here is the same as Applicant’s second year following the so-called con- 
struction period. 
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amount would be consistent with the conditions set forth in Section 7(a) of the 
Act or with similar orders issued by the Commission in comparable cases,” 
requires that the subject project be considered as one that must necessarily 
operate on the basis of a supply limited to the peak amount specified of 2,797 
Mef. On this basis the cash amounts available for share holders compute as 
follows: 





! 
Construction} 1st year | 2d year 
period | | 

| 

| 
| 

| 


| 
| 
Net ones pe eck cts : wr eae gH 489 | $15, 565 $20, 314 
Interest ___---- di cide a cinatabhsunsuccapeiies Ds 273 | 13, 536 | 13, 009 


DEO Pee nec din pane 


6, 216 | 2, 029 | 7, 305 
Common stock 


150, 000 Zz 50, 000 | 150, 000 





Return available for common stock ! (percent)...........----- 


4 4 | «185 4. 87 


1 Without reference to sinking fund requirements. 


The foregoing results are not consistent with the usual expectation of equity 
investors in such natural gas enterprises and, while not determinative,” raise 
a substantial question as to the ability of the Applicant to finance its project. 
On such a showing only a qualified finding can be made that the project is 
economically feasible, and a condition in the order is, thus, clearly required. 


FURTHER FINDINGS AND CONCLUSIONS 


(1) Texas Gas, a Delaware corporation, with its principal place of business 
in Owensboro, Kentucky, is a “natural-gas company” within the meaning of 
the Act, as heretofore found by the Commission. 

(2) Applicant, Indiana Gas, an Indiana corporation with its principal place of 
business in Indianapolis, Indiana, is a person legally authorized to engage in 
the local distribution of natural gas to the public within the meaning of Section 
7(a) of the Act. 

(3) Subject to the filing of further supporting matters as hereinafter pro- 
vided in the order which follows, it. is necessary and desirable in the public 
interest to direct Texas Gas to (1) establish physical connection of its transpor- 
tation facilities with the facilities proposed to be constructed and operated 
by the Applicant, including facilities necessary to connect its proposed systems 
with the existing facilities of Texas Gas, and (2) to sell and deliver to Applicant, 
under a service agreement to be executed by Applicant and Texas Gas, in 
accordance with the Commission’s Regulations, up to a combined total of 2,797 
Mef per day of natural gas for distribution and resale as hereinbefore described. 

(4) The requirement that Texas Gas serve Applicant, as hereinafter ordered, 
will not place an undue burden upon Texas Gas, nor require it to enlarge its 


transportation facilities, nor impair its ability to render adequate service to its 
customers. 


% It is noticed that on May 29, 1959 and June 29, 1959, In the Matters of Western Ken- 
tucky Gas Company (G—17231), 21 FPC 808, and In the Matters of Midwest Natural Gas 
Corporation (G-18189), 21 FPC 905, respectively, the Commission issued orders, similar 
to that requested in this proceeding, which directed Texas Gas to sell and deliver third 
year, not fifth year requirements. One of these orders (G-—18139) concerns new service 
to the City of Salem, Indiana, with a connection for supply provided in Orange County, 
Indiana. 

11JIn the two instances noticed in a preceding footnote (Matters of Western Kentucky 
Gas Company (G—17231) and Matter of Midwest Natural Gas Corporation (G-—18139) 
where orders were issued directing the sale and delivery, of gas by Texas Gas the third 
year per customer peak day and annual requirements are substantially less than the cor- 
responding statement of Applicant’s requirements. 
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ORDER 


Upon consideration of the record herein, the contentions and memoranda of 
counsel, and for the reasons and upon the findings and conclusions set forth 
in the foregoing portions of this decision, of which this order is a part, 

It is hereby ordered, subject to review by the Commission on appeal, or on 
its own motion, as provided by its Rules of Practice and Procedure, that; 

(A) Applicant file within thirty (30) days of the date upon which this order 
shall become final evidence satisfactory to the Commission of its ability to 
sell its common stock, 

(B) Subject to Applicant’s compliance with Paragraph (A), above, Texas 
Gas be and is hereby directed to establish physical connection of its facilities 
with the facilities proposed to be constructed and operated by Applicant as herein 
described, and to sell and deliver up to 2,797 Mef of natural gas daily to Applicant 
under a service agreement to be executed by Applicant with Texas Gas, in accord- 
ance with the Commission’s Regulations, for transportation, distribution and 
resale as hereinabove described. Such service shall be rendered pursuant to 
Texas Gas’ effective filed, and appropriate rate schedule. 

(C) Texas Gas shall report to the Commission, in writing and under oath, 
the date of commencement of service to Applicant within fifteen (15) days after 
such service begins. 

(D) Applicant shall be prepared to receive service as directed herein within 
one year from the date of issuance of this order. 

(E) Should Applicant fail to comply with the conditions provided in Para- 


graph (A), above, then all of the other provisions of this order shall become 
void and of no effect. 


MONSANTO CHEMICAL COMPANY, DOCKET NOS. G-—9681, G—9682, G—11368, 
G-11369, G-13612, G-14039 AND G—14551; MONSANTO CHEMICAL COM- 
PANY (OPERATOR), ET AL., DOCKET NO. G—14728 ; MONSANTO CHEMI- 
CAL COMPANY, DOCKET NOS. G-14858 AND G-—16807; MONSANTO 
CHEMICAL COMPANY (OPERATOR), ET AL., DOCKET NO. G—16808; 
MONSANTO CHEMICAL COMPANY, DOCKET NO. G-18318 


ORDER ADOPTING EXAMINER'S DECISION 


(Issued December 18, 1959) * 


1. Since termination of 5(a) proceeding was based on Staff's figures and compu- 
tations, Commission does not approve Monsanto’s accounting procedures 
or methods. P. 1080. 


2. Commission terminates rate proceeding brought under Section 5(a) of the 
Natural Gas Act. P. 1081. 


Commissioner Hussey not participating. 

Sam Pickard and B. L. Allen for Monsanto Chemical Company. 

Edwin M. Miller and Alan J. Roth for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

On November 18, 1959, the presiding examiner in these consolidated rate 
proceedings issued an initial decision terminating all of the proceedings, closing 
the record and discharging Monsanto Chemical Company from all refund obliga- 
tions in the various dockets. No exceptions to the decision have been filed and 


*Initial decision appears on p. 1078. 
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we are of the opinion that the examiner’s decision is correct and should be 
adopted as our own. 


The Commission finds: 


The decision of the presiding examiner issued herein on November 18, 1959, 
should be adopted as the decision of the Commission as of the date of issuance 
of this order. 

























The Commission orders: 


The decision of the presiding examiner issued herein on November 18, 1959, 
is hereby adopted as the decision of the Commission as of the date of issuance 
of this order. 





DECISION 
CLOSING RECORD AND TERMINATING PROCEEDINGS 


(Issued November 18, 1959) 





Law, Presiding Ewaminer: By various orders of the Commission the increased 
rates and charges proposed by Monsanto Chemical Company in Docket Nos. 
G-—9681, G-0682, G-—11868, G—11369, G-—13612, G-14039 and G-—14551 and by 
Monsanto Chemical Company (Operator), et al. in Docket No. G—14728, were 
set for hearing and were permitted to take effect subject to refund. By further 
action taken April 28, 1958, these proceedings were consolidated and set for 
hearing which commenced on October 20, 1958. On that date Monsanto presented 
its direct case in favor of the proposed increased rates and the case was 
recessed to February 3, 1959, when the Commission Staff completed cross- 
examination of Monsanto’s witnesses. Whereupon the hearings were recessed 
to April 28, 1959, after Commission Staff Witness O’Neil testified to the necessity 
for field investigation and Washington-office studies of the results thereof. Al- 
though the Public Service Commission of the State of New York had filed 
notices of intervention in Docket Nos. G-9681 and G—9682, no appearance was 
entered by counsel at any of the hearing sessions in these proceedings. 

By order issued April 21, 1959, other increased rates and charges proposed 
by Monsanto Chemical Company in Docket Nos. G-14858 and G—16807 and by 
Monsanto Chemical Company (Operator), et al. in Docket No. G—16808, were 
consolidated with these proceedings. The proposed increased rates which are 
the subjects of these additional proceedings had also been permitted to become 
effective subject to refund. The term “Monsanto” as used hereinafter is so 
used without distinction, to describe Monsanto Chemical Company individually 
and as an operator, joined with nonoperative associated interests. 

By the above-mentioned order issued April 21, 1959, the Commission instituted 
a complete rate investigation of all of Monsanto’s rates and charges (except 
Louisiana tax reimbursement matters), pursuant to Section 5(a) of the Natural 
Gas Act, in Docket No. G—18318, 21 FPC 521, and consolidated the investigative 
proceeding with all of the aforementioned increased rate proceedings. It also 
provided in said order issued April 21, 1959, that the hearing should be post- 
poned to resume on June 15, 1959. Subsequently, The Commission Staff, by 
written motion, filed June 5, 1959, and also orally in hearing on June 15, 1959, 
moved for, and the Presiding Examiner granted, a further recess of hearing 
until July 27, 1959. Upon Staff Counsel’s oral motion made in hearing on the 
latter date, the Examiner granted additional recess until October 19, 1959, 
to permit further study by the Commission Staff. 

On October 9, 1959, Staff Counsel filed a motion to terminate all of the con- 
solidated proceedings. On the same date, the Presiding Examiner issued a 
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notice of postponement of the date for resumption of hearing from October 19, 
1959, to November 23, 1959, to permit filing of answers to Staff Counsel’s motion 
to terminate and to permit consideration and possible action upon the said 
motion and any answers thereto which might be filed. Monsanto filed an 
answer to the motion to terminate on October 19, 1959. No answer was filed 
by the Public Service Commission of New York. 

As the basis for his motion for termination, Staff Counsel stated that 
the Commission’s Staff has conducted an investigation of Monsanto’s operations 
and has reviewed its expenditures and revenues shown on the company’s books 
and records of its Lion Oil Company Division (Lion Oil), following the usual 
Staff methods of analysis. He further stated that the Staff’s study revealed 
that the exploration and development program of Lion Oil had been greatly 
increased after its merger into Monsanto on September 30, 1935. 

The Commission Staff has concluded that whereas the Company has launched 
into a greatly expanded leasing, seismographic, and drilling program, its pro- 
duction and sale of natural gas have not provided increased revenues adequate 
to offset these increased costs. Other costs, as allocated by Monsanto and 
recorded on the company books, are stated to appear questionable, but because 
of the relatively large exploration and development costs, the application of 
Staff methods to such other costs would not appreciably affect final unit costs 
of gas. Under costing methods used by the Staff, it is stated, the cost appli- 
eable to the sales under 31 out of 34 filed rate schedules were found to be 
substantially greater than the revenues derived from sales under those rate 
schedules in the test year 1957. In the three instances in which revenues 
exceeded costs it is stated that only nominal amounts were involved. 

It is stated to be clear to the Commission Staff that Monsanto’s pattern of 
exploration operations has undergone a major change and has not been estab- 
lished sufficiently long to provide a basis for determining finally, the reason- 
ableness of its rates and charges in these consolidated proceedings. In view 
of its investigation of Monsanto’s records and operations, the Staff takes the 
position that it will not present any evidence or otherwise proceed in these 
matters, but does not approve or adopt either Monsanto’s presentation in favor 
of proposed increased rates in these proceedings or the prices contained in its 
filed rate schedules. 

Monsanto does not object to the termination of each of the Dockets listed 
above in the caption of these consolidated proceedings. Monsanto states that 
it has at all times contended that its rates were just and reasonable and that 
its presentation in this case on a cost of service basis, prepared in accordance 
with Commission precedents conclusively demonstrated this. 

In view of Monsanto’s presentation, which was not affected by cross-exami- 
nation, it would, in the opinion of Monsanto be inappropriate in terminating 
each of the Dockets listed in the above caption, to adopt Paragraph (C) of 
the Staff’s Recommended Order, which reads as follows to wit: 

(C) This order shall not be construed as constituting approval of the 
cost data submitted nor of the methods of allocation used by Monsanto, 
nor of any rate, charge, classification, or service or any rule, regulation, 
or practice affecting them, contained in the rate filings and rate schedules 
of Monsanto. 

Monsanto further states that, on the basis of the Staff’s own admission in 
its motion, it is patent that Staff’s proposed Paragraph (C) is improper, since 
the Staff concedes that on the basis of its own analysis by its own costing 
methods and its own procedures, Monsanto’s rates are not unreasonable and 
unjust. 
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The first two formal findings of fact proposed by Staff Counsel and Monsanto 
are identical. Moreover, each of these parties agreed (with only differences 
as to language to be adopted) that the proceedings should be terminated. 
Monsanto asks however that additional findings be made to the effect that 
Monsanto has sustained its burden of proof to show that its rates are just 
and reasonable, and that the Staff’s investigation of all said Monsanto rates 
admittedly provides no basis for a finding that such rates are unjust and 
unreasonable. Since there have been no hearings held since the consolidation 
with and addition of the investigative proceedings under Section 5(a) of the 
Act, we find it impossible to agree to the proposed finding as to burden of proof. 
Monsanto’s other proposed additional finding is almost wholly in accord with 
the language of Staff Counsel’s motion. We have reconciled the slight differ- 
ence by adding a limitation of its application to the present time, and (with 
that addition) have adopted the said finding, as our own. We have also 
adopted Monsanto’s language as to the final finding as being slightly more 
specific in application than that proposed by Staff Counsel. 

Consideration has been given to the proposed orders suggested by Staff 
Counsel and Monsanto. We cannot fully agree with either contestant here. 
Proposed findings (A) and (B) of each party are practically identical. Since 
(A) is in each case related to the appendix to Staff’s motion, we have modified 
it to relate to the notice of April 28, 1959, and the order of April 21, 1959, 
consolidating these proceedings for hearing. 

Since the order herein does, in fact, give approval to the present and past 
use by Monsanto of the rates and charges contained in the suspended rate in- 
crease filings, as well as to the continuation for the present, at least, and until 
further Commission action, of the other rates included within the scope of the 
investigation heretofore initiated in Docket No. G—18318, we cannot adopt the 
portion of Staff Counsel’s proposed Paragraph (C), which would withhold 
approval of these matters. We do feel however, that to the extent that matters 
of company accounting procedures or methods are involved, we should withhold 
approval here, since this is more or less a matter of decision by default, and the 
Staff of the Commission appear to have based their proposal to terminate these 
proceedings upon studies carried on and determinations reached by the use of 
the Commission Staff’s own accounting procedures and methods rather than 
upon the basis of the accounting methods or procedures heretofore utilized by 
Monsanto either in the keeping of its permanent accounts or in the preparation 
of the testimony and exhibits presented in this case. Moreover, no evidence 
was presented in regard to Docket No. G—18318 (the 5(a) investigation) as 
such, or in regard to the matters involved in the three rate increase proceedings 
(Docket Nos. G—14858, G-—16807 and G-—16808), added and consolidated by 
Commission order of April 21, 1959 and there is no record upon which affirmative 
findings of fact can be made as to these four parts of the consolidated proceedings. 


FURTHER FINDINGS AND CONCLUSIONS 

Upon consideration of the record, including Staff Counsel’s motion to terminate 
and answer thereto, it is further found that: 

(1) The Commission Staff Counsel having moved to terminate the proceedings 
listed above in the caption and no other party having offered evidence in oppo- 
sition to that offered herein by Monsanto, it will not be in the public interest to 
further continue the Hearing in these consolidated proceedings. 

(2) The proposed increased rates and charges subject to these proceedings 
should be permitted to continue in effect without being subject to refund and 
Monsanto’s undertaking and agreement and the liability to make refunds of 
excess charges in each of the proceedings herein subject to Section 4(e) of the 
Act should be discharged. 
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(3) Staff’s investigation of all of Monsanto’s rates admittedly provides no 
basis for a finding that the rates of Monsanto are presently unjust and 
unreasonable. 

(4) Each of the matters listed in the above caption in these consolidated pro- 
ceedings should be terminated. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission, that: 

(A) The hearing in these consolidated proceedings, heretofore recessed to 
November 23rd, 1959, to allow full time for filing of answers to Staff Counsel’s 
motion of October 9, 1959 to terminate said proceedings and for possible decision 
thereon, is hereby concluded and the record of said hearing is closed. 

(B) The proposed increased rates and charges contained in the respective 
rate schedule filings here under consideration, as consolidated by the Secretary’s 
Notice of April 28, 1959, and the Commission's order of April 21, 1959 in Docket 
Nos. G-9681, G—9682, G—11368, G—11369, G-13612, G—14039, G—14551, G—14728, 
G-—14858, G—16807, and G—16808 shall continue in effect without being subject 
to refund: and Monsanto’s undertaking agreements and the liability to make 
refunds of excess charges pursuant to orders issued in the aforementioned 
proceedings are hereby discharged. 

(C) Each of these consolidated proceedings is hereby terminated. 

(D) This order shall not be construed as constituting approval of any account- 
ing procedures or methods used by Monsanto, nor of any rule, regulation, or 
practice affecting them, contained in the rate filings and rate schedules of 
Monsanto. 

(E) This order is without prejudice to any findings or orders which have 
been or may be made by this Commission in any proceeding now pending or 
hereafter instituted by or against Monsanto. 

GLEN R. Law, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


CITY OF RED BUD, ILLINOIS, DOCKET NO. G-16504; MIDSOUTH GAS 
COMPANY, DOCKET NO. G-17567 ; ILLINOIS POWER COMPANY, DOCKET 
NO. G-17984; ST. CHARLES GAS CORPORATION, DOCKET NO. G-18405; 
LACLEDE GAS COMPANY, COMPLAINANT, v. MISSISSIPPI RIVER 
FUEL CORPORATION, DEFENDANT, DOCKET NO. G—17832 


ORDER DENYING MOTION TO DISMISS 
(Issued December 18, 1959) 


On March 5, 1959, Illinois Power Company (Illinois Power), in Docket No. 
G—17984, filed an application pursuant to Section 7(a) of the Natural Gas Act 
seeking an order directing Mississippi River Fuel Corporation (Mississippi) to 
increase its maximum daily deliveries of natural gas to the applicant. On April 
6, 1959, Mississippi filed a motion in Docket No. G—17984 requesting the Com- 
mission to dismiss the aforesaid application. On April 13, 1959, Illinois Power 
filed an answer and objection to Mississippi’s aforesaid motion. 

In support of its motion, Mississippi states that “[t]here is no statutory 
authority for the filing of an Application or other pleading by a gas distributing 
company for the purpose of obtaining an increase in the maximum daily quantity 
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of natural gas which such gas distributing company is entitled to receive under 
the FPC Gas Tariff of a natural-gas company”. Mississippi further states that 
the provisions of Section 7(a) are limited to gas distributing companies, who 
are not presently receiving gas from the natural-gas company against which 
the application is directed, that Illinois Power, who has several physical con- 
nections with Mississippi, has recently, in Docket No. G-14857, obtained an order 
from the Commission to supply natural gas to communities not previously served 
by Illinois Power, and that Mississippi’s FPC Gas Tariff provides the method by 
which the “Stated Demands” of the gas distributing company, already receiving 
natural gas from Mississippi, may increase its maximum daily demands. How- 
ever, our review of the contentions, answer, and Act shows that the clear lan- 
guage and intent of Section 7(a) gives the Commission jurisdiction to hear and 
determine the matters involved in Docket No. G-17984. 


The Commission finds: 


It is necessary and proper in the public interest and in the enforcement of the 
provisions of the Natural Gas Act to deny Mississippi’s motion to dismiss, filed 
April 6, 1959, in Docket No. G-17984. 


The Commission orders: 


Mississippi's motion to dismiss the proceeding in Docket No. G-1798¢4 filed April 
6. 1959, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 













TENNESSEE GAS TRANSMISSION COMPANY, ET AL., DOCKET NOS. 
G-18877, ET AL., HONESDALE GAS COMPANY, DOCKET NO. G—19021 


FINDINGS AND ORDER FOR PARTIAL SEVERANCE AND DIRECTING PHYSICAL CONNECTION 
OF FACILITIES AND DELIVERY AND SALE OF NATURAL GAS 


(Issued December 18, 1959) 


On July 22, 1959, Honesdale Gas Company (Applicant) filed an application in 
Docket No. G-19021, as amended September 1, 1959, for an order directing Ten- 
nessee Gas Transmission Company (Tennessee), to establish physical connection 
of its facilities with those to be constructed by Applicant, and to sell to Applicant 
volumes of natural gas for resale and distribution in and around the Borough 
and Township of Milford, Pike County, Pennsylvania. Applicant presently pro- 
vides service to the community of Honesdale, Pennsylvania, with gas purchased 
from Tennessee. The proposed facilities to serve Milford would be separate and 
distinct from Applicant’s existing Honesdale system. Service to Milford would 
be from Tennessee’s Hebron-Greenwich line east of Tennessee’s storage fields. 

Applicant proposed to construct and operate approximately 2.24 miles of 4-inch 
transmission pipeline extending from a connection with Tennessee’s Hebron- 
Greenwich line at the point where the latter crosses Pennsylvania Route 8 in 
Pike County, Pennsylvania, to the community of Milford. Applicant would also 
construct the distribution facilities to serve Milford. 

By order of October 7, 1959, the instant application was consolidated with other 
related applications in Docket Nos. G—18877, et al., and hearing in these matters 
was commenced on October 26, 1959. Said hearing is presently recessed until 
January 18, 1960. 

On December 2, 1959, the Applicant filed a motion in Docket No. G—19021 
requesting partial severance of said docket from the aforementioned consolidated 
proceeding, for the limited purpose of directing Tennessee to commence immedi- 
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ate deliveries of up to 396 Mcf per day of natural gas to meet Applicant’s 
requirements for the 1959-1960 heating season. Applicant would distribute 
these volumes in Milford, the 896 Mcf per day representing Milford’s first year’s 
maximum day requirements. Applicant desires to remain in the consolidated 
proceeding aforementioned, in order to obtain its third year maximum day 
requirements for Milford of 625 Mcf per day. 

Applicant obtained materials for the construction of its natural gas system 
for Milford prior to receiving the Section 7(a) order under the Natural Gas Act 
requested in Docket No. G-19021. Pressures exerted by the people in the Town 
of Milford who had, on their own initiative, converted their heating equipment 
for the use of gas, forced the Applicant to acquiesce in and actually build its 
natural gas system in anticipation of receiving the requested authorization prior 
to the beginning of the 1959-60 heating season. However, hearing on the 
application has been recessed as heretofore mentioned. Applicant has spent 
$125,000 for the construction of its system and is presently distributing liquefied 
petroleum gas in Milford in order to prevent an emergency situation whereby 
its residents who had converted their heating facilities would be left without heat 
for their homes. Applicant concludes that the liquefied petroleum gas is pro- 
hibitively expensive and it will not be able to recover such expense in its rates 
and that if it does not receive natural gas soon to replace the liquefied petroleum 
gas, it may suffer irreparable financial damage. 

Tennessee in its answer to Applicant’s motion, filed on December 11, 1959, 
does not oppose the motion for partial severance and supports the requested 
service hereinbefore described, provided, that it is understood that the ability 
of Tennessee to continue such service beyond the current heating season, as well 
as its ability to render the second and third year requirements of Applicant, 
is dependent upon Tennessee receiving the necessary Commission authorization 
to construct and place in service prior to the fall of 1960, the facilities requested 
by Tennessee in Docket No. G-18877. 

The conditional understanding that Tennessee would impose regarding its 
ability to continue the requested service of 396 Mcf per day, beyond the current 
heating season, is tenuous when viewed in juxtaposition to the record in Docket 
No. G-18877, et al. Tennessee has a presently authorized system average day 
sales capacity of 2,669,031 Mcf. In addition, Tennessee operates storage facilities 
enabling it to meet peak day demands in excess of the average daily design 
capacity. Further, Tennessee has represented that it presently has in storage, 
volumes of gas in excess of current delivery obligations. It is therefore apparent 
that the volumes requested by the Applicant in the subject motion are de minimis 
in comparison to Tennessee’s system capacity and that deliveries of such volumes 
beyond the year 1960 could have no adverse effect upon Tennessee’s present 
customers. We are leaving for determination in the Docket No. G—18877, et al. 
proceedings, the question of deliveries to Applicant of volumes in excess of 
396 Mcf per day. 

Applicant’s project in Milford has received all the necessary local and state 
authorizations. We have further received a letter from the Pennsylvania Public 
Utility Commission advising that it has authorized Applicant to temporarily 
restrict the supply of natural gas to customers in the Milford area to 396 Mcf 
per day. 

The Commission finds: 

(1) Tennessee Gas Transmission Company, a Delaware corporation, with its 

principal place of business in Houston, Texas, is a “natural-gas company” 


within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 
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(2) Applicant, Honesdale Gas Company, is a Pennsylvania corporation having 
its principal place of business in the City of Honesdale, Pennsylvania, and is 
duly authorized to and will be engaged in the business of distributing and selling 
natural gas in the Town of Milford, Pennsylvania. 

(3) It is necessary and desirable in the public interest to direct Tennessee to 
establish physical connection of its transmission facilities with those of the 
Applicant in and for the Town of Milford, and to sell and deliver to Applicant 
those volumes hereinbefore described, up to 396 Mcf per day, under the long-term 
general service rate schedule now on file with the Commission, between Applicant 
and Tennessee. 

(4) Good cause has been shown for the partial severance of Docket No. G- 
19021 from the consolidated proceedings in Docket No. G—18877, et al., and such 
severance is necessary and proper for the purpose and reasons hereinbefore 
described. 


The Commission orders: 





(A) Tennessee Gas Transmission Company be and is hereby directed to 
establish physical connection of its transmission facilities and to deliver and sell, 
up to 396 Mcf per day of natural gas, to Honesdale Gas Company for distribution 
in the Town of Milford as hereinbefore described, said sale to be made under 
Tennessee’s appropriate rate schedule on file with the Commission. 

(B) Tennessee shall immediately, upon the issuance of this order, make the 
arrangements necessary for the prompt commencement of the service herein 
granted. 

(C) Tennessee shall report to the Commission in writing and under oath the 
date of commencement of service to Applicant hereunder, within 10 days after 
service has begun. 

(D) The motion for partial severance of Docket No. G-19021 as requested and 
hereinbefore described be and is hereby granted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


IDAHO POWER COMPANY, PROJECT NO. 909 










ORDER ACCEPTING SURRENDER OF LICENSE (TRANSMISSION LINE) 


(Issued December 21, 1959) 


An application was filed August 11, 1959, by Idaho Power Company, licensee 
for transmission-line Project No. 909, for surrender of its license for the project 
pursuant to Section 6 of the Federal Power Act. 

The license for the project—which consisted of a wood pole 11,000-volt line 
extending from a point on the licensee’s Oxbow-Weiser transmission line in 
sec. 25, T. 9 S., R. 46 E., W.M., to the town of Richland, Oregon, and occupied 
1.33. miles of equivalent, 100-foot right-of-way on lands of the United States 
in Baker County, Oregon—was issued to Idaho Power Company on November 
19, 1928, for a. period of 50 years. 

The application states that as a result of the construction of the Brownlee 
Development, under license as part of Project No. 1971, and the filling of the 
Brownlee Reservoir, the major portion of the line has been removed and that 
the portion of the line still in place is allocated on private land. 

By letter dated November 13, 1959, the Secretary of the Interior informed 


the Commission that the lands of the United. States involved have been left 
in a satisfactory condition. 
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The annual charge under the license for the project has been paid through 
the year 1958 and the licensee’s copy of the license instrument has been returned. 


The Commission finds: 


Acceptance of surrender of the license for the project is appropriate as here- 
inafter provided. 


The Commission orders: 


Surrender of the license for transmission-line Project No. 909 is accepted effec- 
tive as of December 31, 1958. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G-17844 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 22, 1959) 


Natural Gas Pipeline Company of America (Applicant), filed in Docket No. 
G—17844 an application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public convenience and necessity to construct and operate a tap 
connection on its main transmission line in LaSalle County, Illinois and a sales 
meter at that point, approximately 55 miles west of Joliet. 

The purpose of the proposed construction is to deliver natural gas to Northern 
Illinois Gas Company, an existing customer, for use by Northern Illinois in its 
Troy Grove Storage Field. The Illinois Commerce Commission on June 25, 1958 
authorized Northern Illinois to develop the Troy Grove Storage Site as a storage 
reservoir and to construct and operate the facilities necessary therefor. 

The total estimated cost of Applicant’s proposed facilities is $21,100 which 
will be paid from funds on hand and later reimbursed in full by Northern 
Illinois, pursuant to letter agreement dated November 25, 1958 between Applicant 
and Northern Illinois. 

The delivery and sale of the gas at the proposed new delivery point will be 
made as part of the existing authorized contract quantity of Northern Illinois. 
The sale will be made in accordance with Applicant’s effective FPC Gas Tariff. 
The proposed facilities would enable Natural to deliver 25,000 to 30,000 Mcf per 
day to Northern Illinois at the new delivery point. 

Temporary authority to construct and operate the proposed facilities was 
granted by letter dated April 8, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 9, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 

The Commission finds: 

(1) Applicant, a Delaware corporation with its principal place of business in 
Chicago, Illinois, is a “natural-gas company” within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission as an integral part of Applicant’s pipeline system and 
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the construction and operation thereof by Applicant is subject to the require 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities hereinbefore described 
are required in the public convenience and necessity and a certificate therefore 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c)(4) and (e) of Section 157.20 of the 
Commission’s regulations under the Natural Gas Act should attach to the 
certificate issued herein and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30 (c) of the Commission’s 
Rules of Practice and Procedure, was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 1.30 
(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Applicant to construct and operate natural gas facilities as hereinbefore 
described, all as more fully described in the application in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the certificate issued herein and to the exercise of the rights 
granted thereunder. 

(C) Applicant shall complete construction of the proposed facilities and com- 
mence operation thereof within 3 months of the date this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SAFE HARBOR WATER POWER CORPORATION, PROJECT NO. 1025 
ORDER APPROVING EXHIBIT 
(Issued December 22, 1959) 


Safe Harbor Water Power Corporation, licensee for major Project No. 1025, 
on September 25, 1959, filed an application for amendment of plans requesting 
Commission approval of Exhibit K-2-B (Revised), Sheet Nos. 9, 12, 18, and 15 
(FPC Nos. 1025-83 through -86), project boundary maps, submitted as part of 
the application and superseding Exhibit K-1-B (FPC Nos. 1025-52, -55, -56, 
and -58), now part of the license for the project. 

The effect of approval of the revised Exhibit K maps will be to increase the 
project area by 85.94 acres. The licensee states that this increase is necessary 
because additional lands have been flooded through the years. The highest 
flood of record and severe ice jams have been experienced since the project 
boundary was established in 1936. The additional lands to be included in the 
project are privately owned. 


The Commission finds: 
The above-described Exhibit K-2-B conforms to the Commission’s rules and 
regulations and should be approved as part of the license for the project, and 


the superseded Exhibit K-1-B now part of the license for the project should 
be eliminated from the license. 
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The Commission orders: 


(A) The above-described Exhibit K-2-B (Revised) (FPC Nos. 1025-83 
through -86) is approved as part of the license for Project No. 1025, and super- 
seded Exhibit K-1-B (FPC Nos. 1025-52, -55, -56, and -58) now part of the 
license for the project is eliminated from the license. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute accept- 
ance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


SOUTHERN CALIFORNIA EDISON COMPANY, PROJECT NO. 2085 
ORDER AMENDING LICENSE (MAJOR) 
(Issued December 22, 1959) 


Application was filed on October 20, 1958 and amended on August 24, 1959, 
by Southern California Edison Company, licensee for major Project No. 2085, 
for amendment of its license for the project, affecting navigable waters and 
lands of the United States within Sierra National Forest, in the State of 
California. 

The application, as amended, would revise Article 36 of the license for the 
project so as to except from the present requirement for total clearance of 
the bottom and margin of the project reservoir, the brush above elevation 3,120 
feet and the trees and brush below elevation 3,120 feet which are inaccesssible 
or hazardous to reach; provided, however, that the brush and trees remaining 
below elevation 3,120 feet be trimmed or cleared so as not to protrude above that 
elevation. 

The clearing and trimming to elevation 3,120 feet will remove all dangerous 
obstructions to boating inasmuch as the tops of such growth will be 5 feet 
below the minimum operating level of the reservoir which is elevation 3,125 feet. 

The California Department of Fish and Game and the Chief of Engineers, 
Department of the Army, have reported no objections to the revised clearing 
provision as proposed. 

The Acting Secretary of Agriculture has reported that the revised clearing 
requirements are reasonable and adequately protect the interests of the Service 
in the forest resources involved, and offers no objection to the proposed 
amendment to Article 36. 


The Commission finds: 


(1) The license, amended as hereinafter provided, will not alter any of the 
basic facts upon which the license was issued. 

(2) Public notice has been given of the filing of the application. No protests 
were received. 
The Commission Orders: 


(A) The license for Southern California Edison Company’s Project No. 2085 
is amended by revising Article 36 thereof to read as follows: 

Article 36, The Licensee shall, prior to impounding water, clear all lands in 
the bottom and margin of reservoir up to high-water level, except such brush 
above elevation 3,120 and such trees and brush below elevation 3,120 as are 
located in areas inaccessible with equipment, and hazardous to reach on foot 
or by life line, provided that all trees and brush below elevation 3,120 shall be 
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cleared or trimmed so that no portion thereof projects above elevation 3,120. 
The Licensee shall clear and keep clear, to an adequate width, lands of the 
United States along open conduits, and shall dispose of all temporary structures, 
unused timber, brush, refuse, or inflammable material resulting from the clearing 
of the lands or from the construction and maintenance of the project works. 
In addition, all trees along the margin of the reservoir which may die from 
operation of the reservoir shall be removed. The clearing of the lands and the 
disposal of the materiai shall be done with due diligence and to the satisfaction 
of the authorized representative of the Commission. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute accept- 
ance of this amendment of license. In acknowledgement of the acceptance of 
this amendment of license, it shall be signed for the licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


THE WASHINGTON WATER POWER COMPANY, PROJECT NO. 2261 
ORDER ISSUING MINOR-PART LICENSE (TRANSMISSION LINE) 


(Issued December 22, 1959) 


Application was filed April 20, 1959, and supplemented April 21, 1959, by The 
Washington Water Power Company (Applicant) of Spokane, Washington, for 
a license under the Federal Power Act (hereinafter referred to as the Act) for 
a proposed minor-part project consisting of a transmission line, designated as 
transmission line Project No. 2261 and known as the Lolo-Divide Creek line, to 
be located in Nez Perce and Idaho Counties, Idaho, and affecting lands of the 
United States. 

The minor-part project consists of: 

(a) Lands of the United States constituting the project area and enclosed by 
the project boundary or the limits of which are otherwise defined, and such por- 
tions of the project works described in paragraph (b) below as are located 
thereon. 

(b) A 230 kv wood pole line to extend from Applicant’s Lolo substation south- 
east of Lewiston, Idaho, approximately 43 miles in a southerly direction to a 
point near Divide Creek where it will connect to a similar line originating at the 
Oxbow plant of Idaho Power Company’s Project No. 1971. 

(c) All other structures, equipment, or facilities used or useful in the mainte- 
nance and operation of the project and located on the project area. 

The lands and project works are more specifically shown and described by 
certain exhibits which formed part of the application and which are designated 
and described as: 

Evhibit J: (FPO No. 2261-1) General Map of Project Area. 

Evhibit K: (FPC Nos. 2261-2 through -6) Detail Map of Transmission Line. 
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Evhibit M: Two typewritten sheets entitled “General Description and Specifi- 
cations of Line” with attached drawings A-14172, A-14176 and A-14179, filed 
April 20, 1959. 

The line will be used to transmit power and energy to maintain coordinated 
firm capabilities of Applicant, Pacific Power & Light Company, Idaho Power 
Company and Northwest Power Pool, and to provide for integration of Idaho 
Power Company’s system with other systems of the Northwest Power Pool. 

An Assistant Secretary of the Interior, in reporting on the application and 
supplement thereto, recommended a special condition in the Department’s inter- 
est in the Federal lands involved for inclusion in any license issued for the line. 
The special condition would require Applicant, at its expense, to remove or adapt 
its transmission line facilities to permit the construction affecting the right-of- 
way of reclamation facilities by the Department. However, we note that less 
than 3 miles of the total 48 miles of the line cross lands under the supervision of 
the Department, and in the instances where we have included a similar recom- 
mended condition in two other licenses, the facts are that considerable lands of 
the United States were occupied. In such circumstances, it appears to us that the 
Department’s interest would be adequately protected by Article 11 which is here- 
inafter included. 

Pursuant to Applicant’s request, by our letter dated July 23, 1959, we granted 
Applicant pre-license permission to commence construction of the transmission 
line at its own risk. Construction of the line commenced September 14, 1959. 

According to the application for license, construction of access roads required 
for the project line commenced February 1, 1958 and ceased the last week of 
July 1, 1958, with resumption of construction planned for May of 1959 and com- 
pletion of same planned for August 1, 1960. 

The Commission finds: 

(1) The afore-mentioned 230-kilovolt line from Divide Creek to Applicant’s 
Lolo substation near Lewiston, Idaho, is part of a project within the meaning of 
Section 3 (11) of the Federal Power Act. 

(2) The Applicant is a corporation organized under the laws of the State of 
Washington; is authorized to do business within the States of Washington and 
Idaho; and has submitted satisfactory evidence of compliance with the require- 
ments of all applicable State laws insofar as necessary to effect the purposes of 
a license for the transmission line. 

(3) No conflicting application is before the Commission. 

(4) The project does not affect any Government dam nor will the issuance of 
a minor-part license for the transmission line as hereinafter provided affect the 
development of any water resources for public purposes which should be under- 
taken by the United States. 

(5) A minor-part license subject to and containing conditions as hereinafter 
provided will not interfere or be inconsistent with any reservation or withdrawal 
of public lands. 

(6) The amount of annual charges to be paid by Applicant under the minor- 
part license for the purpose of reimbursing the United States for the adminis- 
tration of Part I of the Act, and for recompensing it for the use, occupancy and 
enjoyment of its lands is reasonable as hereinafter fixed and specified. 

(7) The exhibits designated and described in the second paragraph of this 
order conform to the Commission’s rules and regulations and should be approved 
tts part of the minor-part license. However, we note that the Exhibit K maps 
show the approximate location of a project access road, parts of which occupy 
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lands of the United States, but the alignment of which has not been determined 
by actual survey. Accordingly, as hereinafter provided, we are requiring Appli- 
cant to file supplemental and revised exhibits. 

(8) It will be in the public interest to waive the following terms and condi- 
tions of Part I of the Act: 

Sections 4(b), except the second sentence thereof; 4(e), insofar as it 
relates to approval of plans by the Chief of Engineers and the Secretary of 
the Army and to public notice; 6, insofar as it relates to public notice and 
to the acceptance and expression in the minor-part license of terms and 
conditions of the Act which are hereinafter waived ; 10(a) ; 10(c) ; insofar 
as it relates to depreciation reserves; 10(d) ; 10(f) ; 11; 12; 15; 18; 19; 20; 
22; and 23(a), insofar as it relates to the determination of fair value. 


The Commission orders: 


(A) This minor-part license is issued under Section 4(e) and 10(i) of the 
Federal Power Act to The Washington Water Power Company (hereinafter 
referred to as the Licensee) for a period of 50 years, effective as of July 23, 1959, 
for the construction, operation and maintenance of the Lolo-Divide Creek Trans- 
mission Line Minor-Part Project No. 2261, subject to the terms and conditions 
of the Act, which is hereby incorporated by reference as a part of this license 
(except for the terms and conditions of Part I of the Act referred to in finding 
(8) above to the extent therein specified), and subject to such rules and regula- 
tions as the Commission has issued or prescribed under the provisions of the 
Act. 

(B) The exhibits referred to in the second paragraph of this order are ap- 
proved as part of the license. 

(C) This license is subject also to the terms and conditions set forth in 
Form L-8 (December 15, 1953) entitled “Terms and Conditions of Minor-Part 
Project (Transmission Line) Affecting Lands of the United States,” 14 FPC 
974, which terms and conditions, described as Articles 1 through 14, are attached 
hereto and made a part hereof, and subject to the following special conditions 
set forth herein as additional articles: 

Article 15. The Licensee shall commence construction of the minor-part project 
on or before September 1, 1959, and shall complete the minor-part project on 
or before August 31, 1960. 

Article 16. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of adminis- 
tration of Part I of the Act, $5.00 and 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands used for transmission line right-of-way, $17.20. 

Article 17. The Licensee shall, within one year from the date of issuance of 
this license, file Exhibit F and a revised or supplemental Exhibit K (detail map 
of project area including center line survey of access road) in accordance with 
the Commission’s rules and regulations. 

(D) This order shall become final within 30 days from the date of its issuance 
onless application for rehearing shall be filed as provided by Section 313(a) of 
the Act, and failure to file such an application shall constitute acceptance of 
this license. In acknowledgment of the acceptance of this license, it shall be 
signed for the Licensee and returned to the Commission within 60 days from the 
date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


WISCONSIN MICHIGAN POWER COMPANY, PROJECT NO. 1759 
ORDER APPROVING PROJECT EXHIBITS 
(Issued December 22, 1959) 


On September 28, 1959, Wisconsin Michigan Power Company, licensee for 
major Project No. 1759 filed for Commission approval the following described 
exhibits covering the addition of a new side channel spillway at the Twin 
Falls development of the project: 

Exhibit L, Sheet 3 (FPC No. 1759-56) entitled “Menominee River—Twin 
Falls Development—Control Spillway Addition”, and 

Exhibit F, Sheet 1 (FPC No. 1759-55) entitled “Menominee River Twin Falls 
Development—Project Boundary” 

Exhibit L, Sheet 3 shows the structures of the new spillway, while Exhibit F, 
Sheet 1 shows the project boundary as modified by the new spillway addition, 
for the Twin Falls development. 

The Twin Falls development has been in operation for about 47 years, but 
in 1953 the development experienced a large flood which indicated the desirability 
of increasing its spillway capacity. The proposed new spillway addition, com- 
prising a concrete structure with 3-15 feet high by 27 feet wide Tainter gates, 
will increase the flood handling capacity of the development by about 57 percent 
thereby greatly protecting the project against failure. 


The Commission finds: 


The above described project exhibits conform to the Commission’s rules and 
regulations and should be approved as part of the license for the project. 


The Commission orders: 


The above-described project exhibits are approved as part of the license for 
Project No. 1759. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G—13018; 
EL PASO NATURAL GAS COMPANY, DOCKET NO. G-—13019 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AUTHORIZING 
MERGER WITH CONDITIONS AND ADOPTING WITH MODIFICATIONS THE DECISION OF 
THE PRESIDING EXAMINER 


(Issued December 23, 1959) * 
Syllabus 


1. Commission does not have authority to determine whether a given transaction 
is in violation of the Clayton Act, but it is required to consider the bearing 
of the policy of the antitrust laws on the public convenience and necessity. 
P. 1095. 

2. Any lessening of competition, whether in the consumer markets or the pro- 
ducing fields, does not prevent approval of the merger, because there are 
other factors which outweigh the elimination of Pacific as a competitor, 
P. 1095. 

3. Commission finds the merger is in the public interest from standpoint of 
(1) improved gas supply and utilization of gas reserves; (2) financially 


*Initial decision appears on p. 1102. Rehearing and stay denied by order issued 
February 17, 1960, 23 FPC 350. Affirmed, California v. F.P.0., 296 F. 2d 348 (CADC, 
1961) ; reversed, 369 U.S. 482 (1962). 
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stronger company; or (3) flexibility in service; and (4) possibility of 

lower rates. P. 1096. 

. To insure that savings resulting from tax-loss carry-overs which can be taken 
by the merged company are used for the benefit of consumers, certificate 
is conditioned to require that the merged company establish a special 
reserve in the amount of all tax savings resulting from the merger, less 
the amount which could have been realized by Pacific if there were no 
merger. P. 1098. 

5. Rate and allocation issues will be settled in a subsequent rate proceeding, 

since this is a merger proceeding. P. 1099. 

6. Certificate conditioned to require El Paso to account for and allocate all 
costs as between the present El Paso and Pacific systems, and as between 
3 portions of Pacific’s system. P. 1099. 

. Pacific’s application for abandonment under Section 7(b) of the Natural 
Gas Act dismissed, since no abandonment will actually take place. P. 1100. 

8. Commission issues certificates of public convenience and necessity, under 

Section 7(c) of the Natural Gas Act to applicant, authorizing merger. 

Commissioner Hussey not participating. 

Charles V. Shannon, Stanley M. Morley, Arthur H. Dean, Robert MacCrate, 
Allen R. Grambling, and George D. Horning, Jr., for El Paso Natural Gas 
Company. 

Leon M. Payne, Richard Gray, G. Scott Cuming, Charles E. McGee and 
Francis H. Caskin for Pacific Northwest Pipeline Corporation. 

Justin R. Wolf and Eugene E. Threadgill for Northwest Natural Gas 
Company. 

William M. Bennett and Melwood W. Van Scoyoc for State of California. 

Roger Arnebergh and T. M. Chubb for City of Los Angeles, California. 

Rollin E. Woodbury, Harry W. Sturges, Jr., and John R. Bury for Southern 
California Edison Company. 

Harry P. Letton, Jr., T. J. Reynolds and H. P. Lippitt for Southern California 
Gas Company. 

Harry P. Letton, Jr., and Milford Springer for Southern Counties Gas Com- 
pany of California. 

Richard H. Peterson, F. T. Searls and Malcolm W. Furbush for Pacific Gas 
and Electric Company. 

Richard J. Connor and Thomas F. Ryan for Intermountain Gas Company. 

Joseph Jones and John W. Scott for Mountain Fuel Supply Company. 

E. A. Stansfield and Bryant O. Donald for Public Service Company of Colorado 
and Colorado-Wyoming Gas Company. 

James Lawrence White, Peter J. King, Spencer W. Reeder for Colorado Inter- 
state Gas Company. 

Fred M. Standley, Al P. Whittaker and Frederick G. Von Huben for State of 
New Mexico. 

Harvey Dickerson for State of Nevada and Public Service Commission of 
Nevada. 

A. 8. Grenier and Willis L. Lea, Jr. for Southern Union Gas Company. 

James H. Green, Jr. for State of Arizona. 

Thomas O. Miller for State of Wyoming (including Wyoming Public Service 
Commission and Wyoming Natural Resources Board). 

Alan P. O’ Kelly for The Washington Water Power Company. 

Charles M. Sturkey, A. Ray Smith, Christopher T. Boland, and Thomas F. 
Brosnan, for Washington Natural Gas Company. 

Alexvander E. Wiskup, Melwood W. Van Scoyoc, The Honorable Howard Mor- 
gan, and Norman A. Stoil for Public Utility Commissioner of Oregon. 


oe 
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Frank P. Hayes and Martin T. Bennett for Washington Public Service 
Commission. 

Robert Morrison for State of Arizona. 

Ralph M. Kirsch for State of Wyoming. 

Robert L. Russell and Alwin A. Kurtz for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole and Arthur Kline. 

As set forth fully by the presiding examiner, El Paso Natural Gas Company 
(El Paso) seeks by its application in Docket No. G—13019, a certificate of public 
convenience and necessity pursuant to Section 7(c) of the Natural Gas Act, 
authorizing it to acquire and operate all of the facilities and properties of 
Pacific Northwest Pipeline Corporation (Pacific), subject to the jurisdiction 
of the Commission, by the merger of the two corporations. Pacific has filed 
a companion application in Docket No. G—13018, by which it seeks permission 
under Section 7(b), to abandon the same facilities and the service rendered 
by them, in order to complete the merger. 

In his decision issued November 20, 1959, the presiding examiner ordered, 
subject to review by the Commission, the issuance of certificates authorizing the 
merger conditioned to require that certain accounting records be kept separately 
for the present El Paso system and present Pacific system and for three separate 
parts of the present Pacific system. He denied Pacific’s application to abandon 
facilities and services since he determined that the proposed merger did not 
represent an abandonment, but granted Pacific authority to bring about its 
merger into El Paso. In this order we are approving the merger and adopting 
the presiding examiner’s decision with a condition requiring that tax savings 
resulting from tax loss carry-overs from the books of Pacific be credited to a 


special reserve for the benefit of consumers and with record keeping conditions 
somewhat modified from those recommended by the presiding examiner. 


PROCEDURAL AND FACTUAL BACKGROUND 


There is no need here to describe at length the background of this proceeding, 
for this has been done by the presiding examiner. However, it may be observed 
that El Paso is a Delaware Corporation with its principal place of business 
at El Paso, Texas. Its principal transportation facilities constitute a single 
integrated system. It operates pipelines extending from the Permian Basin area 
of western Texas and eastern New Mexico across the southern portions of Texas, 
New Mexico and Arizona to Blythe, California. It also operates pipelines ex- 
tending from the Permian Basin area across the central portion of New Mexico 
to the San Juan Basin area and from there across the northerly portion of 
Arizona to the California border near Topock, Arizona. These pipelines are 
interconnected in the Permian Basin area at Plains, Texas and by two cross-over 
lines located in Central and Western Arizona. In the Permian Basin area its 
system is supplied with gas originating in the Panhandle area of Texas as well 
as Permian Basin sources of supply. 

In addition to the supplies of gas obtained in the Permian Basin and the Pan- 
handle areas of Texas, Bl Paso also obtains supplies in the San Juan Basin area. 
A comparatively small volume of Canadian gas is purchased from Pacific at the 
Canadian border. Under an exchange agreement, such volumes are immediately 
redelivered by El Paso to Pacific, which in turn, delivers equivalent volumes to 
Hl Paso in the San Juan Basin area. El Paso sells gas to various communities 
and distributing companies in Texas, New Mexico and Arizona with approxi- 
mately 80 percent of its gas sold for consumption in California. Gas for consump 
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tion in California is delivered to Southern California Gas Company and Southern 
Counties Gas Company (Southern California Companies) at Blythe, and to both 
these companies and Pacific Gas and Electric Company (P.G. & E.) at Topock. 

The Pacific Northwest Pipeline Corporation is also a Delaware Corporation 
and has its principal place of business in Salt Lake City, Utah. It owns and 
operates a pipeline system commencing at Ignacio, Colorado, in the San Juan 
Basin, where it is interconnected with El Paso’s northern pipelines and extend- 
ing through the states of Colorado, Utah, Wyoming, Idaho, Oregon and Wash- 
ington to its northern terminus at Sumas, Washington. In addition to this main 
pipeline, it has several lateral lines of varying lengths projecting from it to 
certain markets and sources of gas supply. Pacific produces natural gas from 
its own leaseholds and purchases gas from other producers in the San Juan 
Basin and in various fields of the Rocky Mountain area. It also purchases nat- 
ural gas from Westcoast Transmission Company, Ltd. at the Canadian border. 

In addition to the exchange agreement relating to Canadian gas, Pacific 
and El Paso have also entered into an agreement by which they use jointly 
their gathering facilities in the San Juan Basin, and another, by which El Paso 
made available to Pacific, gas from the San Juan Basin to be returned by the 
delivery of equivalent quantities in the future. 

At about the time that El Paso was contracting with Pacific concerning Cana- 
dian gas, it entered into negotiations with Pacific for the acquisition of Pacific’s 
assets. Pacific, however, did not want a Section 7(c) merger proceeding before 
it had completed organization and financing, and refused to enter into such a 
transaction. After further negotiations, an agreement was executed by which 
El Paso would acquire the stock of Pacific by a tax-free exchange of shares. By 
May 1, 1957, when the offer of exchange was closed, El Paso had acquired 99.8 
percent of the outstanding stock of Pacific. The record shows that the primary 
purpose of the acquisition was to gain access to the vast and relatively untouched 
Canadian gas reserves for El Paso’s markets, and to gain access to the reserves 
of the Rocky Mountain area. 

After the stock acquisition had been completed, El Paso’s management decided, 
upon the basis of its experience, that the operation of the two systems as an 
integrated unit could be done more efficiently than by separate operation of the 
two corporations, and on July 16, 1957, the board of directors of both corporations, 
authorized the filing with the Commission of applications for certificate authority 
for a merger. It was made clear that these applications were stimulated by the 
fact that the Attorney General of the United States was prepared to file an 
antitrust suit with respect to the stock acquisitions. The antitrust action 
was filed on July 22, 1957, in the United States Disrict Court for the District of 
Utah, and the certificate applications were filed with the Commission on August 7, 
1957. 

In accordance with the applications, Pacific would be merged into El Paso 
under the provisions of Section 253 of the Delaware General Corporation law. 
The outstanding shares of Pacific’s common stock, now in the hands of the 
public, would be acquired on the same basis as the stock previously acquired 
and all common stock of Pacific would be cancelled. All outstanding preferred 
stock of Pacific would be called and indebtedness of Pacific to El Paso would 
be cancelled. Upon the accomplishment of the merger the corporate entity 
of Pacific would be extinguished, and El Paso would own and operate its 
facilities with those of Pacific as a single integrated pipeline system under 
one central management. All contracts for sales to the present customers 
of both companies would be performed by El Paso and existing rates would 
be unaffected by the merger transaction. 
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After interventions by a number of parties, including customers of El Paso and 
Pacific and a number of states or state commissions* a hearing was set for Sep- 
tember 17, 1958. The Attorney General of California moved that the proceedings 
be stayed until the antitrust issues before the District Court were resolved. 
Upon considering the interests of all parties, the Commission denied this motion 
by order issued September 15, 1958, 20 FPC 357. On the other hand, the District 
Court, by order of October 13, 1958, stayed its own proceedings until a final 
determination had been made by the Commission in the present dockets. The 
hearing commenced as scheduled on September 17, 1958 and covered 23 days 
with adjournments until January 6, 1959. After the filing of briefs, the presiding 
examiner issued his decision on November 20, 1959. 

The presiding examiner, as already noted, approved the merger with conditions 
as to the segregation of accounts. Exceptions were filed by the State of Cali- 
fornia and our staff, opposing the merger, and by P.G.&E. not supporting the 
merger nor opposing it, providing that a condition be imposed that the costs 
of Pacific’s system not fall on the California customers. Upon the basis of the 
briefs, the exceptions, and oral argument before us on December 10, 1959, we shall 
adopt the reasoning of the presiding examiner as set forth in his decision and 
discussed briefly below in the light of the exceptions. 


THE ANTITRUST PROBLEM 


= 


Section 7 of the Clayton Act,? under which the antitrust suit was brought, 
prohibits the acquisition by one corporation of the stock or assets of another 
corporation where “the effect of such acquisition may be substantially to lessen 
competition, or to tend to create a monopoly”. Exempt, however, are transac- 
tions consummated pursuant to Commission authority. This shows, reasons the 
presiding examiner, that Congress placed reliance on the Commission not to 
approve an acquisition of assets in violation of the injunction of the Clayton 
Act, unless in the carefully exercised judgement of the Commission, the acquisi- 
tion would nevertheless be in the public interest. What we are attempting to 
arrive at is the public convenience and necessity. In reaching our determina- 
tion, we do not have authority to determine whether a given transaction is in 
violation of the Clayton Act, but we are required to consider the bearing of 
the policy of the antitrust laws on the public convenience and necessity. City 
of Pittsburgh v. F.P.C., 237 F. 2d 741, 754 (CADC). With the presiding exam- 
iner, we find that any lessening of competition whether in the consumer markets 
or the producing fields, does not prevent our approving the merger because there 
are other factors which outweigh the elimination of Pacific as a competitor. 
In any case, it appears that any lessening of competition is not substantial. 

As discussed fully by the presiding examiner, Pacific sought to compete with 
El Paso only in the California market, but because of its initial financial 
difficulties did not threaten immediate or substantial competition in this market. 
But, irrespective of the merger, there is additional competition in prospect. The 
Commission, on August 10, 1959, issued a certificate to Transwestern Pipeline 
Company,* authorizing it to construct a pipeline from the Panhandle-Hugoton 
field and Permian Basin to a point on the California-Arizona border near Topock, 
Arizona, where gas will be delivered to Pacific Lighting Gas Supply Company, 
which, in turn will transport and sell the gas in California to the Southern 
California Companies. Furthermore, there is pending before the Commission 


2 Arizona, California, Colorado, Idaho, Nevada, New Mexico, Oregon, Texas, Utah, 
Washington and Wyoming. 

#15 U.S.C. § 18. 

® Transwestern Pipeline Oo., 22 FPC 891, Op. No. 828, August 10, 1959. 
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in Docket No. G—17350, the application of Pacific Gas Transmission Company, 
which proposes to build a pipeline to transport Canadian produced gas from 
a point on the border near Kingsgate, British Columbia, to Klamath Falls, 
Oregon, near the border of California where connection will be made with the 
facilities of P.G. & E. While this latter project has not been approved by us 
it indicates, at least, a tendency for competition to develop for the California 
market. 

With respect to the competition for natural gas supply, Pacific will, of course, 
be eliminated, but would probably not have been a competitor with El Paso in 
the Permian Basin or the Panhandle-Hugoton area. On the other hand, 
Southern Union Gas Company obtains gas in the San Juan and Permian Basins. 
Transwestern may well become a competitor in the San Juan Basin, and the 
Aneth field, in view of the proximity of its projected pipeline. In the Rocky 
Mountain area, competition will likely come from Colorado Interstate, Mountain 
Fuel Supply Company and others, in Canada from Pacific Gas Transmission 
Company and others. 

In view of this competitive situation set forth by the presiding examiner and 
briefly described above, the exceptions of California and the staff of this Com- 
mission are not well taken on this point. 





THE PUBLIC INTEREST 





Coming to the advantages of the proposed merger, the presiding examiner 
finds that the merger is in the public interest from the standpoint of (1) 
improved gas supply and utilization of gas reserves, (2) a financially stronger 
gas supplier, (3) expanded and improved gas service and (4) lower rates. 

A. Improved Gas Supply and Utilization of Gas Reserves.—The record shows, 
as recounted by the presiding examiner, that California has a continuing and 
increasing demand for gas, and is now importing in excess of 2,000,000 Mecf per 
day. The present sources of supply for this imported gas are the San Juan Basin, 
the Aneth Field, the Permian Basin and the Panhandle area of Texas. As set 
forth in our orders issuing certificates to El Paso in the Docket Nos. G-10499 
(16 FPC 1354), G-11797 (19 FPC 393) and G-—12580 matters, El Paso is in 
need of additional supplies of gas in order to continue rendition of service to 
California. The merger constitutes a step in the direction of increased supplies 
of gas. As we pointed out in our Opinion No. 271, issuing the original certificate 
to Pacific,* Pacific’s pipeline traverses a region containing sedimentary basins 
that promise development of future gas reserves. Since the time of construction 
of Pacific’s line exploration and development of the area have been stimulated. 
Through the merger and the addition of El Paso’s markets further stimulus to 
development will be given. By comparatively minor construction, the flow of 
gas on portions of Pacific’s system can be reversed so that gas may flow southerly 
from Rocky Mountain sources to El Paso’s existing system. The present con- 
nection between El Paso and Pacific in the San Juan Basin, can also be 
strengthened by further comparatively minor additions. As a result, there 
would be a pipeline system extending from West Texas to Canada, fully unified 
and having many sources of supply available to serve the combined system 
markets, and to benefit all consumers. 


There is a further problem that is mitigated by the proposed transaction. 


El Paso’s principal sources of supply are in the Permian Basin area where 
large volumes of gas are produced in conjunction with oil. Because of varia- 







4 Northwest Natural Gas Company, et al., 13 FPC 221, Op. No. 271, Docket Nos. G—996 
et al., issued June 18, 1954, mimeo p. 16. 
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tions in the production of oil, due to local regulation, it is necessary to supple- 
ment the residue gas sources with dry gas. On the other hand, Pacific’s supply 
is primarily dry gas. Thus El Paso, which now has the greatest dependence 
upen residue supplies of any natural gas company, will reduce its dependence 
upon the vagaries of oil production. This in turn, through better scheduling of 
supplies, will aid conservation, lengthen life of reserves, and assist El Paso 
in marketing bonds having a longer maturity life. 

In its exceptions, the staff contends that El Paso has shown in another pro- 
ceeding * that it did have a sufficient gas supply. However, we are here con- 
cerned with El Paso’s increasing its gas supplies for the indefinite future. The 
staff also argues that the same results with respect to gas supply, could be 
achieved through the parent-subsidiary relationship, and California argues that 
a like result could be achieved through contractual arrangements. However, 
the record shows that El Paso intends to dissolve the parent-subsidiary relation- 
ship if the merger is not achieved, and it seems obvious to us that El Paso will 
have greater opportunity of acquiring additional reserves in the Rocky Mountain 
area or Canada if Pacific’s pipeline belongs to it, than if Pacific’s pipeline 
is independent. 

B. A financially stronger gas supplier.—The presiding examiner recounts how 
Pacific has shown financial weakness and was operating at a loss in 1957 
and 1958 after payment of preferred dividends. While he thinks the corpora- 
tion would survive and its financial picture would improve, he was clearly 
right in concluding that the merged company would have a vastly better finan- 
cial standing than Pacific, which would have found it costly, if not impossible, 
to obtain debt and equity capital. Even El Paso would be in a stronger finan- 
cial position than before because of its being able to acquire new gas reserves, 
particularly dry gas, and the merged company would be able to attract capital 
upon favorable terms. While some of the testimony indicates that Pacific’s 
low earnings may be somewhat of a handicap for several years, this would 
appear to be temporary and would disappear when greater use is made of 
Pacific’s pipeline. We therefore, do not adopt the contentions made by Cali- 
fornia that the result of the merger will be the weakening of the financial 
integrity of El Paso. 

The staff argues that Pacific’s financial condition shows the effect of dele 
terious policies pursued at the behest of the parent company, El Paso. It 
points to advance payments for gas, failure to effect rate increases and reduc- 
tions in contract demands to certain customers. It appears that the advance 
payments were necessary because of temporary lack of capacity to take contract 
volumes, that rate increases would have prevented development of Pacific’s 
markets, particularly industrial loads and that the reductions in contract 
demands would in the long run result in greater sales. Management’s judgment 
in these matters results from actual market conditions and not from a plot 
to weaken Pacific. These are the problems which can be more easily overcome 
when Pacific is merged with El Paso. 

In connection with the financial effects of the merger, it is noted that El Paso 
is entitled under the Internal Revenue Code of 1954, to utilize for Federal 
income tax purposes, a tax loss carry-over of $23,734,923.00, representing net 
operating losses incurred by Pacific prior to January 1, 1957. Of this loss 
carry-over, applicants state in their Motion Regarding Time for Filing Excep- 
tions and Hearing Oral Argument, that $9,019,000.00 is attributable to the year 
1955, although only part of this amount would be available to Pacific if the 


5 El Paso Natural Gas Company, 22 FPC 900, Op. No. 333, Docket No. G—12580, issued 
November 27, 1959. 
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merger is not consummated by December 31, 1959. Since such losses can carry 
forward for only five years, Pacific has not and probably will not be able to 
obtain any advantage from a large part of the total carry-over, for it has not 
and apparently will not have sufficient taxable income within that time. There 
will thus result from the merger, tax savings amounting to 52 percent of the 
tax loss carry-over. Of course, in determining the effect of the merger, there 
should be deducted from the available tax loss carry-over that part of it which 
could have been utilized by Pacific if there had been no merger. We are of 
the opinion that the merger will be more truly in the public interest if tax 
savings inure to the benefit of the ultimate consumers of the gas of the merged 
corporation. 

To insure that the savings are retained for our purpose, we shall require 
that the merged corporation establish and maintain a special reserve upon its 
books of account in such amount as shall equal the amount of all tax savings 
resulting from the merger, less the amount which could have been realized by 
Pacific if there were no merger. After the consummation of the merger, El 
Paso will be required to file in this proceeding, a plan providing for the disposi- 
tion of such reserve, including amounts that may be credited to it in the future, 
for the benefit of the ultimate consumers of the gas of the merged corporation. 
With such a plan before us, we shall be able to order an appropriate disposition 
of the amounts credited or to be credited to the special reserve. 

C. Expanded and Improved Gas Service—We agree with the presiding exam- 
iner that the merger will not only make available additional supplies of gas 
for service to California and other markets, but will make better use of the 
capacity of Pacific’s system and will provide an increased flexibility of opera- 
tion from the combined system; particularly, after the construction of further 
facilities. This flexibility is necessary because of demands of the various 
markets and the availability of sources of supply changing from day-to-day 
and will be effected by central control of the combined systems so that the 
demands may be met from the sources of supply available. Control of this 
flexibility could not readily be achieved if the two corporations were separate 
and independent. It could be achieved more easily, between affiliates, but not 
as economically as by one corporation, in view of the evidence of savings arising 
from the merger as discussed below. 

P.G. & E. vigorously contends that the merger will not make the gas supplies 
of Pacific’s system available to El Paso’s present customers, including P.G. & E., 
without the construction of extensive pipeline facilities and contends further 
that the merger will not result in flexibility of operation including the ability 
to supplement residue gases with new sources of dry gas. As previously indi- 
cated, comparatively minor piping facilities at Pacific’s existing compressor 
stations would enable gas to flow in either direction in the existing Pacific 
system. As also shown, comparatively minor increased interconnecting facilities 
in the San Juan Basin would permit gas to flow directly from Pacific into the 
existing El Paso facilities connecting San Juan with the California markets. 
Thus supplies available on the Pacific system could be used to supplement El 
Paso’s present supply for its northern pipelines which now largely comes from 
either Permian or San Juan Basins. In a similar manner, gas could move 
north from HE Paso’s present system to supplement Rocky Mountain or Ca- 
nadian supply in case of emergency. In any event, if the continuing increased 
demands for gas in California are to be made available, new construction must 
be undertaken by El Paso or some other company. 

As above indicated, the failure of supply on any part of the combined system 
can be alleviated to some degree by gas available to other parts. While present 
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conditions would limit this effect, we cannot appraise the proposed merger 
from a narrow viewpoint but must look to the future when gas supplies north 
of El Paso’s present system become more important as Permian and San Juan 
reserves decrease and when additional facilities are built to provide free move- 
ment of gas north and south. ; 

D. Rate questions.—The strongest motive for attacking the presiding exam- 
iner’s decision seems to be the fear that the cost of service will continue to be 
high for gas originating on the present Pacific system and the cost differential 
will be imposed on El Paso’s customers in California. We agree with the 
presiding examiner that, in the first place, the merger will result in savings 
that will tend to lower rates or prevent them rising more than they would other- 
wise. The record indicates savings by the elimination of duplication in service 
functions and also savings in future financing of the merged company, with 
respect to both debt and equity capital. It was testified that the rate increase 
filed by Pacific on August 6, 1957, would have been higher if it had continued as 
an independent company. 

As the presiding examiner shows, the merger will not of itself result in any 
rate change, and El Paso does not propose to make any change in its filed 
rates or Pacific’s filed rates as a result of the merger. In fact, El Paso’s presi- 
dent gave assurance that no new rate increases to Pacific’s present customers 
would be filed with the Commission for at least one year from the date of 
the approval of the merger by the Commission. Thus any effect which the 
merger may have on rates is not before us at this time. It will necessarily 
have to be settled in another proceeding. 

In their exceptions and oral argument, California, P.G. & E. and the staff 
have objected variously to the presiding examiner’s not taking into account 
what they consider to be an inevitable shift of the costs from Pacific to El Paso’s 
California customers. They argue that El Paso has treated the combined sys- 
tem as an integrated one that would be subject to the system-wide method of 
allocating costs with the result that Pacific’s cost would be “rolled in” and would 
affect all of El Paso’s present customers. This issue of allocation, of course, 
is one for a rate proceeding. It is a matter for our judgment based upon all 
the facts before us concerning the operation of the merged system. 

The presiding examiner has recommended, in acordance with the contentions 
of the Southern Companies, that a condition be attached to approval of the 
merger which would require El Paso to maintain its accounts in such a way 
as to provide data in future rate cases to show the costs of Pacific’s system as 
part of the merged company. We agree with this recommendation and will 
include such a condition in the present order. However, we shall amend the 
condition imposed by the presiding examiner so that El Paso will be required 
to account for and allocate not only direct costs, as required by the presiding 
examiner, but all costs as between the present El Paso and Pacific systems and 
as between three portions of Pacific’s system. In this way the costs arising 
on the Pacific system will be readily identifiable by the parties and by us in 
a future rate proceeding, and the requirement will facilitate the allocation 
of system-wide costs and the designing of rates that will do justice to all 
customers. However, this requirement is without prejudice to the method 
of allocating costs or designing rates to be used in any future proceeding. 
We agree with the presiding examiner that it would be improperly pre- 
judging the evidence in such a proceeding if we acceded to P.G. & E.’s request 
that a condition be imposed that none of the costs associated with the present 
Pacific system be allocated to El Paso’s present customers. 
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OTHER MATTERS 


We agree with the presiding examiner that Pacific’s application, under Sec- 
tion 7(b) of the Natural Gas Act, to abandon its facilities and services was 
inappropriate, for no abandonment is actually going to take place. We shall 
therefore dismiss Pacific’s application, but its certificates will be rescinded and 
reissued to El Paso. We agree also that El Paso and Pacific should be required 
to take the appropriate steps under Delaware law to consummate the merger. 
By stipulation filed as Exhibit No. 380 in this proceeding it was agreed by El 
Paso that $4,702,856.387 represents profits of affiliated construction companies 
and that a condition might be imposed requiring El Paso to establish a reserve 
of $10,000,000 to be available for adjustments to the accounts of Pacific upon 
the completion of the merger. Our staff is presently engaged in an examination 
of the accounts of Pacific. If as a result of this examination, adjustments to 
plant or depreciation reserve accounts are found to be appropriate and ordered 
by the Commission, we shall require as a condition of this order that adjustments 
in excess of the $10,000,000 shall be written off to earned surplus. 


The Commission further finds: 


(1) Pacific Northwest Pipeline Corporation, a Delaware Corporation with its 
principal place of business in Salt Lake City, Utah, is a “natural-gas company” 
within the meaning of the Natural Gas Act. 

(2) El Paso Natural Gas Company, a Delaware Corporation with its principal 
place of business in El Paso, Texas, is a “natural-gas company” within the mean- 
ing of the Natural Gas Act. 

(3) The facilities hereinbefore described are proposed to be acquired and 
operated by El Paso for the transportation and sale of natural gas in interstate 
commerce, subject to the jurisdiction of the Commission, and the acquisition 
and operation of these facilities are subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(4) The sales of natural gas made from facilities to be acquired from Pacific, 
as more fully described in the applications and the evidence herein, will be 
made in interstate commerce, subject to the jurisdiction of the Commission and 
such sales are subject to the jurisdiction of the Commission and to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Subject to the requirements of this opinion and order and the conditions 
of the certificates issued hereunder, El Paso is able and willing properly to 
do the acts and perform the services proposed and to conform to the provisions 
of the Natural Gas Act, and the requirements, rules and regulations of the 
Commission thereunder. 

(6) The acquisition and continued operation of the facilities proposed to be 
acquired by El Paso from Pacific, and the sales of natural gas by it. subject 
to the jurisdiction of the Commission, are required by the public convenience 
and necessity, and certificates therefor should be issued as hereinafter ordered 
and conditioned. 

(7) The public convenience and necessity requires that the certificates issued 
herein shall be conditioned as provided below. 

(8) Such contentions, objections and exceptions as are not specifically disposed 
of in the foregoing are without basis in law or support in fact. 


The Commission orders: 

(A) A certificate of public convenience and necessity is hereby issued, upon the 
terms and conditions of this order and subject to all pertinent provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder, authorizing 
El Paso to acquire and operate all of the facilities of Pacific, subject to the 
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jurisdiction of the Commission, which are described in the applications of these 
two natural-gas companies in Docket Nos. G-13018 and G—13019. 

(B) All permits and certificates of public convenience and necessity heretofore 
issued to Pacific by the Commission are hereby rescinded as of the effective date 
of the merger herein authorized ; and identical permits and certificates of public 
convenience and necessity to those so rescinded, with any amendments or modifi- 
cations thereof made by the Commission, are hereby issued to El Paso, upon the 
terms and conditions of this order and subject to the pertinent provisions of the 
Natural Gas Act and the Commission’s Regulations thereunder, to be just as 
effective as if El Paso had originally been issued said certificates; and El Paso 
is hereby vested with all rights, and charged with all obligations and respon- 
sibilities of Pacific under the said rescinded certificates. 

(C) The certificates, issued in paragraphs (A) and (B) above, shall be ac- 
cepted in writing and under oath by a responsible official of El Paso within 30 
days from the issuance of this order, pursuant to paragraph (a) of section 157.20 
of the Commission’s Regulations under the Natural Gas Act. 

(D) The acquisition of Pacific’s facilities by El Paso, as authorized in para- 
graph (A) hereof, shall be accomplished by El Paso by merging Pacific into it 
pursuant to the provisions of Section 253 of the Delaware General Corporation 
Law, by taking the legal steps proposed in El Paso’s application and testimony, 
within 30 days from the issuance of this order. 

(E) The certificates described in paragraphs (A) and (B) hereof are issued 
subject to the provisions of the stipulation entered into on September 9, 1958, 
by Attorneys representing El Paso and the Commission Staff, which is Exhibit 
No. 380 in this record, including the statement that $4,702,856.37 represents 
profits of affiliated construction companies and the requirement that El Paso 
set up on its books and records and reflect in its financial statements, a reserve 
in the amount of $10,000,000 to be available for adjustments to the plant and 
depreciation reserve accounts of Pacific to be transferred to El Paso by Pacific 
upon acquisition of its facilities by merger. 

(F) Any adjustments of El Paso’s plant or depreciation reserve accounts 
applicable to the properties of Pacific in excess of the reserve of $10,000,000 
referred to in (E) above shall be written off to earned surplus or such other 
disposition as the Commission may direct. 

(G) Within 30 days from the issuance of this order, El Paso shall reissue, in 
its own name and without other change, all FPC Gas Tariffs of Pacific now on 
file with the Commission, but excluding agreements between Pacific and El Paso. 

(H) The certificates described in paragraphs (A) and (B) hereof are issued 
upon the condition that El Paso shall maintain, in conformity with the Uniform 
System of Accounts, supplemental accounts in scope and form, satisfactory to 
the Commission designed to show separately : 

(a) The gas plant, depreciation reserve, operating revenues, operating ex- 
penses, depreciation, taxes, and return on investments which would be involved 
in any determination of El Paso’s cost of service for the system zones formerly 
served by (i) El Paso, and (ii) Pacific and 

(b) The gas plant, depreciation reserve, operating revenues, operating ex- 
penses, depreciation, taxes, and return on investments applicable to the main 
transmission line of the Pacific system divided as follows: 

(i) From Sumas, Washington (on the Canadian boundary) to and including 
Station No. 14, near Pendleton, Oregon. 

(ii) From Station No. 14, near Pendleton, Oregon, to Station No. 6, near 
Rock Springs, Wyoming. 

(iii) From and including Station No. 6, near Rock Springs, Wyoming to the 
San Juan Basin. 
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(1) The certificates described in paragraphs (A) and (B) hereof are issued 
upon the further conditions that: 

(a) Upon the consummation of the merger, El Paso shall establish and main- 
tain a special reserve upon its books of account in such amount or amounts as 
shall equal the amount or amounts of all tax savings from deduction by the 
merged corporation of Pacific’s past losses, less the amount which could have 
been utilized by Pacific if there had been no merger ; 

(b) Credits to such reserve shall be made concurrently with the realization 
of the tax saving, and no charges shall be made to that reserve without the 
authorization and approval of the Commission first having been obtained. 

(c) Within 60 days of the issuance of this order, El Paso shall file a plan for 
disposition for the benefit of consumers of the amounts credited, or to be 
credited to the special reserve required in subparagraph (a) of this paragraph 
(I). All parties to this proceeding may file comments and views or alternative 
proposals with respect to such plan within 30 days after filing thereof. 

(J) The application of Pacific to abandon its facilities under Section 7(b) 
of the Act is hereby dismissed for the reasons hereinbefore given; but Pacific 
is hereby authorized to do all things necessary to accomplish the merger herein 
authorized. 

(K) Exceptions to the presiding examiner’s decision, unless specifically 
granted by this order, are hereby denied. 

(L) The decision of the presiding examiner is hereby adopted as the decision 
of this Commission except as modified by this order. 


DECISION 


UPON APPLICATION FOR A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY AND 
UPON APPLICATION TO ABANDON FACILITIES 


(Issued November 20, 1959) 


Ketiy, Presiding Examiner: El Paso Natural Gas Company (El Paso) seeks, 
by its application in Docket No. G-13019, a certificate of public convenience and 
necessity from the Commission, pursuant to Section 7(c) of the Natural Gas 
Act (Act), authorizing it to acquire and operate all of the facilities and prop- 
erties of Pacific Northwest Pipeline Company (Pacific), which are subject to the 
jurisdiction of the Commission. It proposes to acquire such facilities and 
properties by the merger of Pacific into El Paso, and to operate its own facilities 
and properties, together with those of Pacific, as a single integrated business 
and system for the production, acquisition by purchase, processing, transpor- 
tation and sale of natural gas in a large area of the western United States. 
Pacific has filed a companion application, Docket No. G—13018, by which it seeks 
permission and approval from the Commission, pursuant to Section 7(b) of the 
Act, to abandon all of its facilities certificated by the Commission, and the 
service rendered thereby, so as to effect its merger with El Paso as proposed, if 
the certificate of public convenience and necessity applied for by El Paso is 
granted by the Commission. 

Both El Paso and Pacific are engaged in the transportation and sale for resale 
of natural gas in interstate commerce for ultimate public consumption. The 
necessary facts to constitute each Applicant a natural gas company within the 
meaning of the Act are averred in their applications and established by the 
evidence. The jurisdiction of the Commission to grant or deny these applica- 
tions is not here questioned. 
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The original applications were both filed on August 7, 1957, and supplements 
thereto have since been filed with the Commission. A joint notice of the filing 
of the two applications was given by the Secretary of the Commission on Sep- 
tember 25, 1957, and it gave opportunity for the filing of “protests or petitions to 
intervene” in the consolidated proceedings on or before October 31, 1957. On 
July 25, 1958, the Secretary gave notice of the consolidation of the dockets 
shown in the caption hereof and of the fixing of September 17, 1958 as the date 
upon which the hearing of these consolidated proceedings would begin before 
the Commission. This hearing was convened pursuant to said notice on Septem- 
ber 17, 1958 and, after several recesses, was concluded on January 6, 1959. All 
parties to these proceedings were given opportunity to participate in the hearing 
and to file briefs in support of their respective positions; and briefs have been 
received from the Applicants, the Staff of the Commission and certain inter- 
veners, the final briefs from the Applicants having been received on June 1, 1959. 

Each State in which either El Paso or Pacific owns and operates facilities for 
the transportation and sale of natural gas, or in which are located purchasers 
from them of natural gas for resale, was represented by an intervener in these 
proceedings. Each such State is listed below with its intervener representative: 

Arizona, by its Attorney General. 

California, by its Attorney General. 

Colorado, by The Public Utilities Commission thereof. 

Idaho, by Idaho Public Utilities Commission. 

Nevada, by Public Service Commission thereof and its Attorney General. 

New Mexico, by New Mexico Public Service Commission and its Attorney 
General. 

Oregon, by its Public Utility Commissioner. 

Texas, by its Attorney General, 

Utah, by Public Service Commission thereof. 

Washington, by Washington Public Service Commission. 

Wyoming, by its Attorney General. 

Interveners which purchase natural gas transported and sold by El Paso are 
as follows: 

Southern California Gas Company and Southern Counties Gas Oompany 
of California, jointly. 

Southern California Edison Company. 

Pacific Gas and Electric Company. 

Southern Union Gas Company. 

Interveners which purchase natural gas transported and sold by Pacific are 
as follows: 

Colorado Interstate Gas Company. 

Colorado-Wyoming Gas Company. 

Mountain Fuel Supply Company. 

Intermountain Gas Company. 

Natural Gas Pipeline Company of America. 

Northwest Natural Gas Company (formerly Portland Gas and Coke 
Company). 

Public Service Company of Colorado. 

Washington Natural Gas Company. 

The Washington Water Power Company. 


The City of Los Angeles, California intervened as a purchaser of nat- 
ural gas from a customer of El Paso, and also as a representative of its residents 
and citizens who are consumers of such natural gas. J. W. Greenough inter- 
vened as the owner of capital stock of Pacific. 















































































































































































1104 FEDERAL POWER COMMISSION 






El Paso and Pacific filed on February 16, 1959, their joint initial brief in 
support of their applications. All interveners desiring to file briefs in support 
of the approval of the merger by the Commission, with or without conditions, 
were required to do so by March 16, 1959. The interveners who filed briefs in 
support of the merger without conditions were the representatives of the States 
of Arizona, Idaho, Nevada, New Mexico, Texas, Washington and Wyoming and 
the Northwest Natural Gas Company. Approval of the merger, with conditions 
imposed, was supported by the briefs of Pacific Gas and Electric Company, 
Southern Union Gas Company, Southern California Gas Company, and Southern 
Counties Gas Company of California, the last two filing a joint brief. Briefs 
were filed on April 20, 1959 by the Commission Staff and the Attorney General 
of California, both opposing the approval of the merger by the Commission. 
Reply briefs by all except the Applicants were required to be filed by May 22, 
1959, and such were filed by Pacific Gas and Electric Company, Northwest Nat- 
ural Gas Company, and the representative of the State of Oregon. The joint 
reply brief of El Paso and Pacific was filed, as required, on June 1, 1959. 

From the foregoing it may be seen that all of the interveners did not file briefs. 
There were nine interveners who merely showed by the averments of their peti- 
tions that they had such interest in these proceedings as entitled them to be 
granted intervention, and they took no definite position at any time for or 
against the merger.’ While filing no briefs, Washington Natural Gas Company 
and Washington Water Power Company, through oral statements of counsel and 
the testimony of witnesses offered by them at the hearing, took a definite posi- 
tion in support of the merger. Counsel for Intermountain Gas Company stated 
orally at the hearing that his company appeared in support of the proposed 
merger. J. W. Greenough who intervened as a stockholder of Pacific, opposed 
the merger in his petition to intervene but he made no appearance at the hearing 
and offered no evidence of the facts averred therein as the basis of this opposition. 

There were 23 days of hearing between September 17, 1958 and January 6, 
1959, largely consumed by the direct and cross-examination of the witnesses for 
the Applicants. In addition to that of the Applicants, testimony was given in 
support of the applications by Northwest Natural Gas Company, Washington 
Natural Gas Company, and The Washington Water Power Company. Testimony 
was also given by witnesses for the Staff of the Commission, for Pacific Gas 
and Electric Company, and jointly for Southern California Gas Company and 
Southern Counties Gas Company of California. There were received in evidence 
429 exhibits, and 71 items of evidence were incorporated into the record by refer- 
ence to them in the files of the Commission. The evidence so received at the 
hearing is exclusively the basis of the decision upon the issues here made. Any 
statements made herein which show merely which parties favor or oppose the 
merger, whether by brief or otherwise, are for the sole purpose of showing 
which parties presented issues here for decision. Mere conclusionary statements, 
for or against the merger, made by parties or witnesses at any point in the 
record, which are not supported by substantial record evidence, were not per- 
mitted to have any bearing upon the decision here made. 

The applications state clearly the grounds relied upon by the Applicants to 
support their respective prayers therein for a certificate authorizing El Paso to 


The Public Utility Commissioner of Oregon did not file an initial brief and the brief 
filed by him on May 22, 1959, in support of the merger, was not in the nature of a reply 
brief. 

™The nine are: Public Utility Commission of Colorado, Public Service Commission of 
Utah; City of Los Angeles; Colorado Interstate Gas Company; Colorado Wyoming Gas 
Company; Public Service Company of Colorado; Mountain Fuel Supply Company; Nat- 
ural Gas Pipe Line Company of America; and Southern California Edison Company. 
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acquire by merger and operate the properties of Pacific, and for permission to 
Pacific to abandon its properties so as to effect such merger. The grounds for 
the granting of the applications stated in the briefs of the Applicants are sub- 
stantially the same as those averred in the applications. The positions taken 
by the Staff and the Attorney General of California (California) in opposition 
to the granting of such authority and permission are not set forth fully except 
in the briefs of these parties. Those seeking to have conditions imposed upon 
the issuance of the certificate to El Paso, have likewise stated their positions 
fully only in their briefs. Thus, the briefs have been looked to largely for defini- 
tions of the issues raised by those who oppose, or who would condition, the 
granting of the authority sought by the Applicants. 


THE NATURAL GAS ACT 


Section 7(c) of the Act provides definitely that no natural gas company shall 
acquire or operate any facilities for the transportation or sale of natural gas, 
subject to the jurisdiction of the Commission, without first having obtained from 
the Commission a certificate of public convenience and necessity authorizing such 
acquisition or operation.” As hereinbefore shown, El Paso, a natural gas com- 
pany, has filed application to acquire and operate all of the facilities of Pacific, 
also a natural gas company, which are subject to the jurisdiction of the Com- 
mission. Section 7(e) of the Act provides that a certificate of public convenience 
and necessity authorizing the acquisition and operation of facilities, subject to 
the jurisdiction of the Commission, shall be issued by the Commission to any 
qualified applicant therefor, who is found to be able and willing properly to per- 
form the acquisition and operation proposed by him and to conform to the pro- 
visions of the Act and lawful regulations thereunder ; provided, that such acqui- 
sition or operation “is or will be required by the present or future public con- 
venience and necessity.” The record evidence shows clearly that El Paso is able 
and willing properly to perform the acquisition and operation of the facilities of 
Pacific and, in so doing, to conform to the provisions of the Act and lawful regu- 
lations thereunder. Therefore, the really basic issue here presented is whether 
the public convenience and necessity require the issuance of a certificate authoriz- 
ing FE] Paso to acquire and operate the facilities of Pacific, together with its own 
facilities, as an integrated pipeline system, as proposed in its application. 
Pacific, of course, seeks to be merged into the El Paso corporation. 

The burden is squarely upon El Paso to establish, by substantial evidence, the 
affirmative of the issue of whether the merger here under consideration is re- 
quired by the public convenience and necessity. This would be true, under the 
Act, even though there had been no opposition to the merger. The reasons ad- 
vanced in opposition to the merger must be weighed in relation to this issue; and 
it must be determined whether, in spite of such reasons, the public convenience 
and necessity still require the granting by the Commission of the certificate 
sought. The same is true with regard to the reasons advanced for attaching 
conditions to the certificate authorizing the merger; and it must be determined 
whether the public convenience and necessity require the issuance of the certifi- 
cate with or without the proposed, or other, conditions. Of course, it must be 
shown by the evidence, that reasons advanced for opposing the certificate, or 
attaching conditions thereto, have their bases in fact. In making the decision 
as to the requirements of the public convenience and necessity in the premises 
here, all factors of consequence presented in this record, bearing affirmatively 
or negatively upon this issue, have been fully considered. 


#15 U.S.C. See. 717f(c). 
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THE TWO CORPORATIONS 


Hl Paso Natural Gas Company 





El Paso is a Delaware corporation with its principal place of business in El 
Paso, Texas. Organized in 1928, its first transmission facilities, about 200 miles 
in length and with a capacity of 36,000 Mcfd,° were completed and put in opera- 
tion in 1929, with its principal market El Paso, Texas and environs. The first 
certificate of public convenience and necessity issued to El Paso by the Com- 
mission was by order of January 11, 1944, made pursuant to the “grandfather” 
clause of Section 7(c) of the Act as amended, which recited that El Paso was 
engaged in the purchase of natural gas in New Mexico, and in the transmission 
and sale thereof in Texas, New Mexico and Arizona.” Prior to its expansion to 
supply its additional markets, El Paso had in 1945 a capitalization of less than 
$40 million. 

By authority of the Commission given in a certificate of public convenience and 
necessity of May 31, 1946, El Paso entered the California natural gas market.” It 
was authorized to construct and operate a natural gas pipeline with appurtenant 
facilities, extending approximately 1,000 miles from Dumas, Texas to the Ari- 
zona-California border, near Blythe, California, and to transport and sell natural 
gas to the Southern California Gas Company and the Southern Counties Gas 
Company of California (Southern California Companies), in accordance with a 
contract with these companies for the delivery at the end of 4 years of up to 
805,000 Mcfd, for a period of 30 years. The Commission opinion granting this 
certificate stated that the sale of natural gas to these purchasers was “for 
resale to ultimate consumers in California through existing local distribution 
facilities”, located in southern California. The greater portion of this gas supply 
was to be residue gas produced in the Permian Basin in west Texas and southeast 
New Mexico, and the remainder was to be dry gas produced in the Hugoton and 
Panhandle fields of Texas. 

On February 28, 1949, the Commission issued to El Paso, a certificate of 
public convenience and necessity authorizing it to transport and sell to Pacific 
Gas and Hlectric Co. (PG&E) 250,000 Mcfd. The facilities then authorized to 
be constructed and operated were described in the Commission order; and they 
effected “a complete looping” of El Paso’s then existing main transmission line 
from Texas to a point where a lateral pipeline would be constructed in a gen- 
erally northerly direction to transport the natural gas for delivery to PG&E at 
the Arizona-California border near Topock, Arizona. According to the Com- 
mission order, this lateral was to be connected to the main transmission line at 
a point about 45 miles east of the delivery point to the Southern California 
Companies near Blythe, California. El Paso’s contract with PG&E required it 
to deliver 150,000 Mcfd by January 1, 1951, for a period of 20 years, and to deliver 
an additional 100,000 Mcfd by January 1, 1952 for a period of 15 years. El Paso 
was required also to use its best efforts to make deliveries of these two quan- 
tities of gas for additional periods beyond the original contract terms. This gas 
was to be delivered to PG&E for its own use for sale to consumers, and for sales 
for resale. PG&E serves central and northern California. The deliveries re- 
quired by the contract were to be from production in the Permian Basin, 
supplemented by dry gas from the Panhandle and Lea County fields. 

These first sales by El Paso to the Southern California Companies and to 
PG&E, as authorized respectively in Dockets G-655 and G—1019, were the begin- 
ning of El Paso’s expansion from a capitalization of less than $40 million, when 


* Mcfd is used herein to mean “thousanis of cubic feet daily.” 
4 FPC 486, Docket No. G—288. 
“5 FPC 115, Docket No. G-655. 
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it received its first certificate from the Commission, to a present capitalization, 
with its subsidiaries, of about $1 billion; and from a main pipeline of about 
200 miles to existing main transmission lines in excess of 6,700 miles. As the 
California market for natural gas expanded, El Paso expanded its transportation 
facilities in an effort to meet the ever increasing demands of that market. While 
El Paso has important markets in west Texas, New Mexico, Arizona and Nevada, 
it may very surely be found from this record that the great growth of the El 
Paso system has been due very largely to the rapid expansion of the California 
market for natural gas from sources outside of the State. From the time that 
California’s own supply of natural gas had diminished to the point where it no 
longer was adequate to meet the demands of the California consumers, thus 
requiring out-of-state supplemental supplies of natural gas, El Paso has been, 
and is now, the sole supplier of such supplemental gas to the State of California. 

The certificates of public convenience and necessity issued successively by the 
Commission over the years authorizing the construction and operation of main 
transmission facilities for major sales of natural gas on the El Paso System, 
are listed by docket number and brief description in El Paso’s original applica- 
tion in Docket No. G-13019. The evidence shows that the present certificated 
delivery capacity of the El Paso System is roughly 2,700,000 Mcfd, and that of 
this capacity approximately 1,030,000 Mcfd are for the Southern California 
Companies and approximately 1,025,000 Mcfd are for PG&E. This shows that 
more than three-fourths of El Paso’s presently certificated capacity is for its 
three customers in California. The bulk of El Paso’s transported gas is sold 
for resale and its direct sales are relatively unimportant. 

The brief of the Applicants describes El Paso’s main transmission facilities 
as consisting of the so-called “Permian” or “Southern System” and the so-called 
“San Juan” or “Northern System” which, together with numerous connecting 
pipelines and laterals, constitute El Paso’s integrated pipeline system. The 
Southern System was the first to reach the California, border for the original 
delivery to the Southern California Companies, and later to PG&E, authorized 
respectively as shown above in Dockets Nos. G-655 and G-1019. As discussed 
hereinafter, the Commission authorized the construction and operation of El 
Paso’s Northern System to enable it to have in the San Juan Basin a source 
of dry natural gas to balance its utilization of residue gas from the Permian 
Basin. The bulk of the gas transported and sold by El Paso is produced in 
these two basins, but it obtains gas from Canada and other fields in this country 
through purchase and exchange agreements with other pipeline companies. 

El Paso, Southern System extends from the Permian Basin located in west- 
ern Texas and southeastern New Mexico, to its western terminus near Blythe, 
California; and the main transmission facilities thereof are two parallel pipe 
lines of large diameter from which project numerous lateral pipelines serving 
cities and communities in western Texas, southern New Mexico and southern 
Arizona. The Northern System extends from the San Juan Basin located in 
northwestern New Mexico and southwestern Colorado in a westerly direction to 
its terminus near Topock, Arizona. The main transmission facilities thereof 
consist of three parallel pipelines of large diameter from which project shorter 
pipelines and laterals to serve cities and communities in northern New Mexico 
and northern Arizona. The Southern System and the Northern System are 
interconnected by two single large-diameter pipelines in western Arizona. The 
two systems are likewise connected by a partially looped pipeline of large diam- 
eter, extending from its point of conection with the Southern System, in west- 
ern Texas near the New Mexico border, in a northwesterly direction to a point 
in the Northern System near its eastern terminus at the San Juan Basin. El 
Paso also owns a pipeline of large diameter which is connected to its main 
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system in the Permian Basin and extends in a northerly direction to a point 
in the Panhandle field in western Texas; but this line is used to transport 
gas on an exchange basis for Northern Natural Gas Company. By means of 
these connecting pipelines, the two El Paso Systems, with their other transmis- 
sion facilities, are operated as a single integrated pipeline transmission system. 

There is pending before the Commission El Paso’s application in Docket No. 
G-—16235, for a certificate authorizing it to construct and operate a 34-inch 
pipeline, approximately 400 miles in length, from a point near Thistle and 
Provo, Utah, to the California-Nevada border, at a point southwest of Las 
Vegas, Nevada. This proposed pipeline has been referred to in the record as 
the Provo-Las Vegas project. At its northern terminus it will connect with a 
pipeline to be constructed and operated by Colorado Interstate Gas Company, 
which will be about 140 miles in length with its northern terminus at a point in 
the main pipeline of Pacific near Rock Springs, Wyoming. By an agreement of 
July 18, 1958, Pacific will deliver at this point a maximum of 235,000 Mcfd; and 
Colorado will deliver there a like quantity and transport the total of 470,000 
Mcfd to the northern terminus of El Paso’s Provo-Las Vegas pipeline. This 
gas will be sold and delivered at the California-Nevada border to the Southern 
California Companies, who will then transport it to their markets in Southern 
California. This pipeline will not be connected to El Paso’s existing main pipe- 
line system hereinbefore described. 

By an Examiner’s decision of February 26, 1959 upon its application in Docket 
No. G-13862, now pending before the Commission on exceptions, El Paso is 
authorized to construct and operate a pipeline from Aneth Field in the Four 
Corners area*™ to a point in its main transmission line, a short distance down- 
stream from its San Juan Basin plant. Still another project of El Paso is 
before the Commission upon exceptions to the Examiner’s decision of May 12, 
1959, in Docket No. G-12580. In this proceeding, El Paso seeks authority to 
construct and operate certain facilities and to sell to Southern California Edison 
Company (Edison) 100,000 Mcfd for use as boiler fuel. In Docket No. G—15696, 
El Paso seeks authority to construct and operate facilities for delivery to 
PG&E at Topock, Arizona, 100,000 Mcfd of additional natural gas. 

In order to meet the ever increasing natural gas requirements of its customers, 
El Paso has acquired leasehold rights, interests, and wells in the Permian and 
San Juan Basins and in the Texas Panhandle Fields; and from these it pro- 
duces natural gas which materially adds to its gas reserves, which it controls 
under gas purchase contracts with other producers. For some years El Paso 
has been engaged in an extensive program of exploration and development in 
the above areas and elsewhere, which has increased substantially its overall 
gas reserves with which to meet its market requirements. El Paso likewise 
processes gas and sells at wholesale the extracted products. 


Pacific Northwest Pipeline Corporation 


Pacific is a Delaware Corporation with its principal place of business in 
Salt Lake City, Utah. It was first authorized by the Commission on June 18, 
1954, to engage in the transportation and sale of natural gas in interstate 
commerce. Commission Opinion No. 271 of that date ordered that a certificate 
of public convenience and necessity issue to Pacific authorizing it to construct 
and operate the pipeline and the other facilities proposed in its application in 
Docket No, G—1429. This authorized natural gas transmission line had its 
southern terminus at Ignacio, Colorado in the northern part of the San Juan 
Basin of southwest Colorado and northwest New Mexico. From there its gen- 


2 This is the area around the meeting of the corners of the States of Utah, Colorado, 
Arizona and New. Mexico. 
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erally northwesterly course was through the States of Colorado, Utah, Wyo- 
ming, Idaho, Oregon and Washington, to its northern terminus near Bellingham 
in northwest Washington near the Canadian border. Upon the applications 
of Pacific in Dockets Nos. G—8932, G-8933 and G—8934, the Commission author- 
ized on November 25, 1955, in its Opinion No. 289, that the capacity of the 
northern section of this pipeline be enlarged and extended to the Canadian 
border near Sumas, Washington, for the importation of natural gas at this 
point. By the acceptance of the certificates issued by Commission Opinions 
Nos. 271 and 289, and the construction and operation of the authorized pipe- 
line and facilities, Pacific became a natural gas company subject to the juris- 
diction of the Commission. 

In addition to this main pipeline from Ignacio, Colorado to Sumas, Washing- 
ton, Pacific has lateral pipelines of varying lengths projecting therefrom to 
certain markets and to sources of gas supply. Filed as a part of Exhibit 6 
in this record, is a map of the systems of both El Paso and Pacific, which shows 
in considerable detail their respective main pipelines, lateral lines, and other 
facilities. This map shows for both systems the completed facilities, the fa- 
cilities certificated by the Commission but not yet installed, and certain facili- 
ties for which are pending applications before the Commission. Pacific has 
approximately 2125 miles of main and lateral pipelines. The capacity of the 
Pacific system is approximately 646,000 Mcfd, but its sales for 1958 were esti- 
mated to average only about 500,000 Mcfd. In addition to its sales to distribut- 
ing companies and industrial customers, Pacific sells natural gas to Colorado 
Interstate Gas Company (Colorado), and Mountain Fuel Supply Company 
(Mountain Fuel), both pipelines subject to the jurisdiction of the Commis- 
sion. The sales and exchanges of natural gas between Pacific and El Paso are 
discussed hereinafter. 

The natural gas transported through this pipeline is authorized to be sold 
in all of the states traversed by it, to distributing companies for resale and to 
industrial customers along its route. Commission Opinion No. 271 had the 
following to say about the Pacific Northwest of the United States which would 
be served by Pacific : 

The Pacific Northwest is the one remaining large area of this country 
with a great need for natural gas but which is still without this highly 
desirable fuel and raw material. It is a section where great industrial 
expansion has occurred and is still in progress, and one which has played 
and continues to occupy a very important role in the National defense. 
The record amply demonstrates that it has a real desire and need for 
natural gas. 

The completion of the initial financing of the Pacific project was accomplished 
early in May, 1955 and the actual construction of the certificated facilities was 
begun in June, 1955. While pipeline construction advanced to the point that 
deliveries of gas to some customers were made as early as August, 1956, the 
main transmission facilities were completed in December, 1956. 

Pacific produces natural gas from its own leaseholds and purchases gas from 
other producers in the San Juan Basin and in various fields of the Rocky 
Mountain area; and it purchases natural gas from Westcoast Transmission 
Company, Ltd. (Westcoast, Ltd.) at the Canadian border which is produced in 
northern British Columbia and Alberta. It thus has sources of supply at both 
ends of its main transmission line and as well along the route thereof. 

In Commission Opinion No. 271 it was stated that the estimated cost of the 
facilities authorized thereby to be constructed by Pacific, was $160 million; but 
in Opinion No. 289 it was found that Pacific’s estimated capital structure would 
be $184,963,000. However, Pacific avers in its application here that its total 
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plant investment is in excess of $225 million, and this takes into consideration 
its plant at the time the application was filed on August 7, 1957. 


Relations Between the Corporations 


Westcoast Transmission Company, Inc. (Westcoast, Inc.), a Delaware cor- 
poration, was one of the companies competing for the unserved Pacific Northwest 
natural gas market, in the proceeding in which was issued Commission Opinion 
No. 271 which granted the application of Pacific to serve this area, and denied 
all other such applications. Westcoast, Inc. was the wholly-owned subsidiary 
of Westcoast Transmission Company, Ltd. (Westcoast, Ltd.), a Canadian cor- 
poration, which had extensive supplies of natural gas in the Peace River area of 
British Columbia and Alberta, Canada. Westcoast, Inc. instituted suit to review 
Opinion No. 271, but this litigation was voluntarily dismissed in December of 
1954 after Westcoast, Ltd. entered into an agreement with Pacific for the sale 
to it of natural gas at the Canadian border. As a part of this transaction 
between Westcoast, Ltd. and Pacific, the latter acquired 25 percent of the 
former’s common stock. 

Pacific did not have a sufficiently large market in 1954 to justify the importa- 
tion of Canadian gas. The management of El Paso decided then that it would 
be practical to utilize facilities of Pacific, together with its own, to bring 
Canadian gas to the California market. On December 11, 1954, Pacific entered 
into an agreement with Westcoast, Ltd. for the purchase of 300,000 Mcfd at 
the Canadian border near Sumas, Washington, and on the same date contracted 
with El Paso to sell to it 250,000 Mcfd of this Canadian gas at Mountain Home, 
Idaho. It was the plan of El Paso to construct a transmission line from this 
point to a point in the Nevada-California boundary near Reno, Nevada, and there 
to deliver the gas to PG&E. However, PG&E would not agree to accept gas 
from El Paso except at Topock, Arizona and this plan, for which authorization 
was sought in El Paso’s original application in Docket No. G—8940, was 
abandoned. 

The contract of December 11, 1954 between El Paso and Pacific was revised 
on August 23, 1955 to provide that El Paso would take 50,000 Mcfd of Canadian 
gas, to be delivered to it on an exchange agreement at Pacific’s processing plant 
at Ignacio, Colorado; and further to provide that Pacific might require El Paso 
to take another 50,000 Mcfd in the same manner. On November 25, 1955, the 
Commission issued Opinion No. 289, 14 FPC 157, which authorized Pacific to 
increase the capacity of the northern section of its pipeline system to receive the 
300,000 Mcfd from Westcoast, Ltd. It should here be commented, as was done in 
Opinion No. 289, that Pacific’s “primary load obligations” are at the northern 
end of its system. Of course such obligations of El Paso are in the California 
market and this exchange of gas is advantageous to both parties. El Paso has 
a 24-inch pipeline by means of which it is now receiving 101,000 Mcfd of such 
exchange gas at Pacific’s Ignacio plant which it transports to its own plant in 
Blanco, New Mexico, a distance of approximately 35 miles. 

Pacific Gas Transmission Company (PGT) filed application with the Commis- 
sion on December 29, 1958, in Docket No. G—17350, for authority to construct 
and operate a 36-inch pipeline for the transmission of natural gas from a point on 
the Canadian border near Kingsgate, British Columbia, to a point in the 
California-Oregon border near Klamath Falls, Oregon, a distance of about 600 
miles. The greatest portion of the gas to be transported through this pipeline 
will be sold to PG&E at the California border. In addition to the transportation 
of gas for sale to PG&H, PGT will also transport approximately 150,000 Mcfd of 
natural gas for Pacific from the Canadian boundary to a point in the vicinity of 
Spokane, Washington, and to such other points within the States of Idaho, 
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Washington and Oregon as may be designated by Pacific. This gas, produced in 
Alberta, is to be obtained by Pacific from Westcoast, Ltd., a Canadian corpora- 
tion. The former President of Pacific testified that the purchase of this addi- 
tional quantity of Canadian gas was only feasible because the gas could be 
transported and sold to El Paso for delivery to Southern California Companies 
by means of the Provo-Las Vegas pipeline. 

Pacific and El Paso entered into an agreement on June 15, 1956, whereby 
they agreed to use jointly their combined gathering facilities in the San Juan 
Basin. The agreement also provided for deliveries to each, on an exchange 
basis, of natural gas from wells of the other located, respectively, closer to 
the transmission facilities of each. This arrangement brought about the 
avoidance of unnecessary construction of gathering facilities in the Basin. 
It is estimated that Pacific made a capital saving of about $4,500,000 as a 
result of this agreement and that El Paso realized a saving in excess of 
$250,000. On June 15, 1956, another agreement between these parties was 
entered into whereby El Paso made available to Pacific gas from the San 
Juan Basin which was temporarily in excess of its requirements, which loaned 
gas was to be returned to El Paso by Pacific by the delivery of equivalent 
quantities in the future. Through these loans of gas, Pacific was enabled to 
obtain early deliveries of gas into its pipeline system and also to reduce 
substantially its program for immediate production of gas and to spread its 
drilling expenditures over a longer period of time. ‘The Provo-Las Vegas 
project of El Paso has been discussed herein, and it was shown that the 
470,000 Mcfd of natural gas supply therefor was to be obtained one-half 
from Pacific and one-half from Colorado. There are likewise other arrange- 
ments between the two companies in their activities in the San Juan Basin 
which are mutually beneficial. After the acquisition by El Paso of the Pacific 
common stock, an agreement of May 22, 1957, was made whereby El Paso 
took over the operation and maintenance of all Pacific properties, including 
its gathering system, in the San Juan Basin, and also the operation of 
Pacific’s Ignacio plant. Other existing relationships between El Paso and 
Pacific are hereinafter discussed in relation to the issue of the public interest. 


THE PROPOSED MERGER 


Hl Paso’s Acquisition of Pacific’s Stock 


Its President testified that El Paso first became interested in the acquisition 
of Pacific’s common stock about the time El Paso contracted with Pacific 
to buy from it 250,000 Mcfd of Canadian gas in connection with the Mountain 
Home project hereinbefore discussed.” Discussions concerning this acquisition 
began at about that time between El Paso and Pacific and continued until 
March or April, 1955, during which time the personnel of El Paso was making 
studies of the Pacific system. In these first discussions, El Paso insisted 
upon making an application to the Commission under Section 7(c) of the 
Act for authority to effect the merger, but Pacific would not agree to this 
procedure because it did not want to be engaged in a proceeding under 
Section 7(c) at that time, which was prior even to the completion of the 
financing required for the construction of its pipeline. 

There was a resumption of the discussions for this stock acquisition later in 
1955 and a letter of December 14, 1955 from El Paso’s President to the Board 
Chairman and the President of Pacific, offered to make a tax-free exchange of 
five shares of El Paso stock for each nine shares of Pacific stock. There were 
conditions specified in this letter among which was that however the acquisition 


% Contract of December 11, 1954. 
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of Pacific’s properties was effected, Commission approval of it under Section 
7(c) of the Act would be required. El Paso’s offer was again rejected by 
Pacific largely because it did not want to go through such a proceeding before 
the Commission during what it regarded as “a critical period in the Corpora- 
tion’s existence, i.e., during the period it was organizing its personnel and pre- 
paring for the commencement of gas sales.” These negotiations ended in 
February 1956. 

The negotiations were resumed in August 1956 and continued through October 
1956. El Paso still preferred, during these negotiations, to acquire Pacific’s 
properties through a proceeding under Section 7(c) of the Act to obtain Com- 
mission approval of the acquisition. However, Pacific’s officials would not yield, 
and insisted upon the tax-free stock exchange. Finally El Paso agreed to such 
an exchange of stock and entered into a contract dated November 8, 1956 with 
the principal stockholders of Pacific for the acquisition of Pacific. stock on this 
basis. On January 8, 1957, the formal offer was made to Pacilic’s stockholders 
to exchange their stock for shares of the stock of El Paso; and by the end of that 
month more than 80 percent of the shares of Pacific’s stock had been tendered 
for exchange. When this offer of exchange was closed on May 1, 1957, El Paso 
had acquired 99.8 percent of the outstanding stock of Pacific. 

El Paso’s President testified that the primary purpose for the acquisition of 
the common stock of Pacific was to gain access to the vast and relatively un- 
touched Canadian gas reserves for El Paso’s markets, and that the next purpose 
in importance was gaining access to the reserves of the Rocky Mountain area. 
It is found hereinafter that the attachment to El Paso’s expanding markets of 
these two great sources of natural gas is definitely in the public interest. 
Merger Under Delaware Law 

In Section 7 of El Paso’s application, appears its “Plan of Acquisition: The 
Proposed Merger of Pacific Into El Paso.” Under this caption it is shown that 
the merging of the corporate entity of Pacific into that of El Paso will be accom- 
plished by the procedures prescribed by Section 253 of the Delaware General 
Corporation Law. In support of the averments made in this section of the appli- 
cation, El Paso presented the testimony of its Financial Vice-President, in which 
were given in considerable detail the procedures which would be followed to 
accomplish the merger under Delaware law. 

Beginning at page 10 of the original joint brief of the Applicants, filed 
February 16, 1959, there appears a discussion of the testimony of this witness 
concerning the legal procedures which will be taken by El Paso to accomplish 
the merger in compliance with Delaware Law. There is hereinafter issued to 
El Paso a certificate of public convenience and necessity authorizing the acqui- 
sition of Pacific’s facilities, subject to the jurisdiction of the Commission, under 
Section 7(c) of the Act; and there is attached to the issuance of this certificate 
a condition that the acquisition of facilities authorized in the certificate be 
accomplished pursuant to Section 253 of the Delaware General Corporation 
Law. This condition is attached to the issuance of the certificate under the 
authority of Section 7(e) of the Act, and the acceptance of this condition by 
El Paso will assure that all obligations of Pacific of whatever kind or character 
will be assumed by El Paso as required by this Delaware law. 

El Paso now owns, according to the evidence, 99.85 percent of the total out- 
standing shares of Pacific’s common stock. Fourteen shares of El Paso’s 
Common B Stock have been exchanged for each 8 shares of Pacific’s common 
stock.. The outstanding shares of Pacific’s common stock now in the hands 
of the public will be acquired on the same basis, or as otherwise provided by 
Delaware law and all common stock of Pacific will then be cancelled 
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All outstanding preferred stock of Pacific will be called, prior to the consum- 
mation of the merger, at the redemption prices provided; and the necessary 
funds for this acquisition will be obtained by El Paso through a bank loan 
and from working funds of Pacific. Pacific is now indebted to El Paso in the 
sum of $15,000,000, evidenced by an unsecured 5 percent promisory note, which 
it will pay prior to the effectuation of the merger by the issuance to El Paso 
of one share of its common stock for each $30 of the principal amount of the 
note. This loan was made by El Paso to Pacific pursuant to the stock exchange 
agreement of November 8, 1956 and the stock issued by Pacific in payment of the 
note will be cancelled along with all other common stock of Pacific at the time 
of the effectuation of the merger. All indebtedness between El Paso and Pacific 
will be cancelled and all obligations of Pacific will be assumed by El Paso as 
provided by Delaware corporation law. Discussions have been had with the 
principal holders of the mortgage bonds of Pacific, who have expressed their 
willingness to exchange their Pacific bonds for El Paso bonds bearing the same 
interest rates, maturities and sinking fund provisions. 

It is shown definitely that, under El Paso’s proposed plan of merger, El Paso 
will assume every obligation of Pacific just as though it had been originally 
incurred by it; and the acceptance of the certificates hereinafter granted to it 
will impose upon it all obligations of Pacific to perform all services for which 
Pacific now holds certificates from the Commission. 


Operation of Integrated System 


Upon the accomplishment of the merger, the corporate entity of Pacific will 
be extinguished and El Paso will own and operate its facilities with those of 
Pacific as a single integrated pipeline system. The operation of the unified 
system will be under one central management. The natural gas reserves of both 
companies will be available to all existing customers of both companies, either 


directly or by displacement, under central supervision and direction. All con- 
tracts for sales to the present customers of both companies will be performed 
by El Paso with prices for natural gas remaining the same under the respective 
tariffs of the two companies now in effect, subject to change in the future only 
under the provisions of the Act and regulations by the Commission. The pro- 
posed plans of El Paso for the operation and management of the integrated 
system are hereinafter discussed in greater detail in relation to the issues per- 
taining to the public interest. 


THE CLAYTON ACT 


On July 22, 1957, there was brought in the name of the United States of 
America, by its Attorney General, a civil action in the United States District 
Court for the District of Utah to prevent and restrain the violation of Section 7 
of the Clayton Act by El Paso and Pacific, the defendants named in the com- 
plaint. The acquisition by El Paso of more than 99 percent of the outstanding 
shares of Pacific’s common stock was charged to be a violation of the Clayton 
Act, in that the effect thereof would be substantially to lessen competition or 
tend to create a monopoly. An adjudication of such a violation was sought from 
the Court and the complaint contained a prayer that El Paso be required to 
divest itself of the common stock of Pacific under such terms and conditions as 
the Court might prescribe. 

On September 8, 1958, the Attorney General of California (California) filed 
a motion for a stay of the proceedings in these two consolidated dockets, the 
hearing of which was to begin on September 17, 1958. The motion asserted that 
the “primary jurisdiction” of the issues here was vested in the United States 
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District Court for the District of Utah, in which was pending the civil action 
described above. The motion asserted that “any action of this Commission per- 
taining to said subject matter is premature and if taken will be repetitious and 
will not possess that degree of finality as will exist after determination of this 
cause,” by said Court; and that “as a matter of comity the Federal Power Com- 
mission should recognize and defer to the Court action presently pending in 
Utah to avoid duplication.” Following these assertions is an extensive argu- 
ment urging that the hearing here “be adjourned to a date when the antitrust 
issues shall have been resolved.” By order issued September 15, 1958, the Com- 
mission denied California’s motion. This Order contained the following: 

The grounds on which this motion rest is the pending suit entitled 
United States of America, Plaintiff v. Hl Paso Natural Gas Company and 
Pacific Northwest Pipeline Corporation, Defendants, civil case No. 143-57 
in the United States District Court for the District of Utah, involving 
alleged violations of Section 7 of the Clayton Act. Heretofore by letter 
dated July 30, 1958, the Attorney General of California had requested that 
the commencement of the hearing be postponed until after October 11, 
1958, for the purpose of study and preparation for his participation in the 
hearing. The Commission after considering the interests of all parties 
denied this request on August 18, 1958. 

At the time of the commencement of the hearing here on September 17, 1958, 
a pre-trial conference was scheduled for November 3, 1958, in the civil action 
aforesaid. The Applicants here, the defendants to said civil action, filed on 
October 2, 1958, a motion in the said District Court for a continuance of the 
trial of said civil action, and the motion was heard on October 10, 1958. On 
October 13, 1958, the following Order was entered by said Court postponing 
without date the trial of the civil action before it: 


IN THE UNITED STATES DISTRICT COURT FOR THE DISTRICT OF UTAH, CENTRAL 
DIVISION 


Civil No. 143-57 


UNITED STATES OF AMERICA, PLAINTIFF, 
v. 
Ex Paso NaturaL Gas CoMPANY AND PaciFic NORTHWEST PIPELINE 
CORPORATION, DEFENDANTS 


ORDER 


Defendants’ application for a continuance of the trial of this action 
filed October 2, 1958, came on for hearing before the Court on October 10, 
1958. 

Now, therefore, after oral argument and full consideration of said appli- 
cation and of the letter to the Chairman of the Federal Power Commission 
from the Chief of the Antitrust Division of the Department of Justice 
dated October 6, 1958, and of the letter to this Court from the Chairman 
of the Federal Power Commission dated October 7, 1958, the application 
of the defendants is granted, and the trial of this action is hereby con- 
tinued until the final determination by the Federal Power Commission of 
the applications now pending before it in Docket Nos. G—13018 and G—13019. 
It is further provided and ordered that the pretrial conference heretofore 
fixed for November 3, 1958, and the time for defendants to answer the 
interrogatories heretofore propounded to them by plaintiff are hereby 
continued until such dates as this Court may hereafter designate. 


Dated: October 13, 1958. Wo. W. Rirrer, Judge. 
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The trial of the civil action awaits the final determination by the Commission 
of the issues presented by the applications in these two dockets. The specific 
authority of the Commission to approve or disapprove the proposed merger, 
depending upon its effect upon the public interest, is derived from the Natural 
Gas Act. As hereinbefore pointed out, there being no question about the ability 
and willingness of El Paso to acquire and operate properly and lawfully the 
facilities of Pacific, the one remaining question for determination here is 
whether, under all the evidence, the proposed merger “is or will be required 
by the present or future public convenience and necessity.” In making this 
determination there are many factors to be taken into consideration. 

Among these factors is whether the evils sought to be prevented or restrained 
by Section 7 of the Clayton Act, are found by record evidence to be present 
here, and to be such as to render inimical and repugnant to the public interest 
the merger here sought to be approved. This is not to say that the Commis- 
sion must here determine whether there is technically a violation of the Clayton 
Act under the facts here established; it has no jurisdiction so to determine. 
It is, however, the unmistakable duty of the Commission to consider such evils 
to whatever extent they may be shown by substantial evidence to result from 
the merger of Pacific into El Paso, and to weigh them carefully in relation to 
the public interest, so as to make a truly fair determination of whether, in 
spite of their presence, there are orther factors shown to exist, which pre 
ponderate in establishing that the merger “is or will be required by the present 
or future public convenience and necessity.” This would be true even in the 
absence of any pending action taken under the Clayton Act. 

Section 7 of the Clayton Act*™ prohibits the acquisition by one corporation 
of the stock or other share capital or assets of another corporation engaged 
in commerce where “the effect of such acquisition may be substantially to lessen 
competition, or to tend to create a monopoly.” This language makes clear what 
evils are sought to be prevented by this prohibition. The last paragraph of 
Section 7 reads as follows: 

Nothing contained in this section shall apply to transactions duly consum- 
mated pursuant to authority given by the Civil Aeronautics Board, Federal 
Communications Commission, Federal Power Commission, Interstate Com- 
merce Commission, the Securities and Exchange Commission in the exer- 
cise of its jurisdiction under section 79 of this title, the United States 
Maritime Commission, or the Secretary of Agriculture under any statutory 
provision vesting such power in such Commission, Secretary, or Board. 

The Natural Gas Act very definitely vests the Commission with the power to 
issue a certificate of public convenience and necessity authorizing a natural gas 
company to acquire and operate facilities for the transportation and sale of 
natural gas in interstate commerce. El Paso seeks to acquire and operate the 
facilities of Pacific now used for this purpose and the authority of the Commis- 
sion to grant or deny the authority so to do is unquestioned in this record. El 
Paso needed no authority from the Commission to acquire the common stock 
of Pacific, as it has, even to the extent of controlling Pacific as its majority 
stockholder; but it very definitely needs authority to acquire and operate the 
facilities of Pacific by the merger it here proposes under Delaware law. It 
would appear, therefore, that the certificate of public convenience and necessity 
hereinafter issued to El Paso, authorizing this acquisition by merger, constitutes 
the necessary “authority” to El Paso for the consummation of the proposed 
merger, within the meaning of the language quoted above from the Clayton Act. 


%15 U.S.C. Sec. 18. 
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It was the amendment of 1950 to Section 7 of the Clayton Act which made 
its prohibitions inapplicable to transactions approved by the Federal Power 
Commission. This amendment, of course, contemplates that the “authority” to 
be given by the Commission is to be based upon the public interest. It is to be 
interpreted in the light of the provision of the Natural Gas Act that such given 
authority “is or will be required by the present or future public convenience and 
necessity.” The amendment, in effect, places Congressional reliance upon the 
Commission, acting under the Natural Gas Act, not to approve an acquisition 
of assets the effect of which would be “substantially to lessen competition, or to 
tend to create a monopoly,” unless in the carefully exercised judgment of the 
Commission the acquisition would nevertheless be in the public interest. There- 
fore, the transaction here must be carefully examined to determine whether 
any lessening of competition or creation of monopoly shown by the evidence to 
result therefrom, is such that Commission authority for the consummation of the 
transaction should be denied, regardless of all other factors and considerations 
however favorable to the approval of the transaction. 

The courts have most definitely held that the antitrust laws, including the 
Clayton Act, express a national policy which opposes interference with free 
competition. But this is not a blind policy to be followed regardless of its 
detriment to public interest in certain circumstances. It is not so ironclad 
a policy that it cannot be varied when it becomes obstructive of benefits to the 
public interest.“ In the amendment of 1950 to Section 7 of the Clayton Act, 
making inapplicable its provisions in the presence of Commission authority 
for the consummation of the transaction, the Congress has recognized that 
the national policy against interference with free competition must not be a 
blind policy. The Congress has given to the Commission, in the Natural Gas 
Act, the authority to approve the acquisition of the assets of another such 
company by a natural gas company subject to the Commission’s continuing 
power to regulate and supervise, and this continuing power indeed constitutes 
a protective shield against the evils of monopoly. This is particularly true in 
view of the legal presumption that this agency of Government will properly 
and lawfully exercise this power in the public interest. 

The discussion of the “Antitrust Issue” in the Staff brief opens with the 
following statement: 

It is apparent that El Paso considers the acquisition of the stock of 
Pacific as violating the national antitrust policy and seeks to avoid its 
consequences by having the Commission issue to it a certificate of public 
convenience and necessity to acquire certain facilities of Pacific. 

El Paso’s position with regard to the Clayton Act, and its effect upon its 
acquisition and ownership of the Pacific stock, is entirely clear in this record. 
From the time of El Paso’s first negotiations with the principal stockholders 
of Pacific, it sought to acquire not just the Pacific common stock but the facil- 
ities of Pacific, through a procedure under Section 7(c) of the Natural Gas Act 
to obtain Commission approval of such acquisition. The Pacific stockholders 
insisted from the beginning upon a tax-free exchange of their stock for the 
stock of El Paso. After nearly two years of negotiations, El Paso finally agreed 
to such exchange of stock. The agreement of November 8, 1956, which contained 
the terms of exchange, provided that there would be no merger of the two 
corporations, and this provision was made, according to the evidence, in order 
to make the transaction tax-free within the law and regulations, as interpreted 
by the Internal Revenue Bureau. 


% McLean Trucking Co. v. U.S., 321 U.S. 67; Chicago Board of Trade v. U.8S., 246 U.S. 
231; and City of Pittsburgh v. F.P.C., 237 F. 2d 741. 
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By the end of January 1957 El Paso had acquired more than 80 percent of 
Pacifie’s common stock, and by the closing date of the offer of exchange, May 1, 
1957, it had acquired 99.8 percent of such stock. Within two months after the 
stock acquisition, El Paso management decided, upon the basis of its experience, 
that the operation of the two systems as an integrated unit could be done more 
efficiently than by the separate operation of the two corporations. On July 16, 
1957 the Boards of Directors of both El Paso and Pacific formally authorized 
the filing with the Commission of the applications here for certificate authority 
for El Paso to acquire Pacific's facilities by means of the proposed merger. El 
Paso’s President admitted, on cross-examination, that the decision to file these 
applications was “considerably stimulated by the fact that the Attorney Gen- 
eral of the United States was prepared to file an antitrust suit against us.” 
The antitrust action filed against El Paso and Pacific, hereinbefore discussed, 
was filed on July 22, 1957. The applications of El Paso and Pacific were filed 
here on August 7, 1957. 

The amendment of 1950 to Section 7 of the Clayton Act made inapplicable its 
provisions to “transactions duly consummated pursuant to authority given” by 
the Commission, acting within its powers. This shows a positive legislative 
intent to permit mergers of natural gas companies, when found by the Com- 
mission to be in the public interest, even in the presence of the things sought 
to be prevented by the Clayton Act. Otherwise there would be no purpose for 
the above provision. Therefore, even in the presence of the frank admission 
by El Paso’s President of the “high probability” of an adverse decision in the 
civil action, if its application here is denied, El Paso still has the right, as a 
regulated natural gas company, to come before this Commission and request a 
determination of the issue of whether, under all facts and circumstances, its 
acquisition of the facilities of Pacific is in the public interest. El Paso has the 
burden of proving the affirmative of this issue, and if it sustains this burden, 
its application should be granted. 

The Staff cites authorities in support of its position that “size is an earmark 
of monopoly power.” The physical integration of the two systems will make 
the unified system one of the largest in this country. There is doubt in this 
record as to which would be the largest in the country after the merger, El Paso 
or Tennessee Gas Transmission Company. It will have markets in all the 
States of the Pacific Coast, and all along its pipelines from Mexico to Canada. 
This great size should not be permitted to bring awe into the picture here so 
as to distort the views of one giving consideration to the issues. Certainly a 
large evil-doer is capable of more evil than a small one. Nevertheless, an 
immense pipeline system may be in the public interest just as well as a smaller 
one. There are a good many giants among American industries, both regulated 
and unregulated. 

The position is taken by California and the Staff that the benefits to the 
public claimed to result from the merger, may be obtained just as well by 
contractual dealings between El Paso and Pacific as separate corporations, with 
the Commission exercising its regulatory powers over such dealings. The 
evidence does not sustain this position and there are distinct benefits to the 
public from the merger not attainable by the two corporations dealing separately 
with each other. El Paso has taken a definite position on the record that it 
does not want the Pacific stock as an investment and that it will divest itself 
thereof if its application here is denied. In fact, El Paso concedes that there 
is “high probability” that it will be ordered to do just this in the pending civil 
action, if the Commission denies its application. Either El Paso becomes the 
owner by merger, and the controlling operator, of all of Pacific’s facilities, or 
El Paso and Pacific will exist henceforth as two entirely separate and inde- 
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pendent corporations; and what they, dealing with each other as such, might 
accomplish in the public interest is highly problematical. 

The United States District Court of Utah has postponed the trial before it of 
the civil action in which El Paso and Pacific are charged with a violation of the 
Clayton Act, until the final determination by the Commission of the question 
of whether the proposed merger is in the public interest. This action indicates 
a decision by the Court that the Commission should have the first opportunity 
to examine carefully the transaction here, particularly in relation to any 
lessening of competition or creation of monopoly which may result therefrom, 
and weigh such factors in relation to the public interest before determining 
whether Commission authority should be given, pursuant to the Natural Gas 
Act, to consumate the transaction. Such factors are given primary consideration 
in relation to the issue here of whether this merger is in the public interest. 


COMPETITION 


The important competition for consideration here in relation to the public 
interest is in two fields. The first is in the market areas supplied with natural 
gas by El Paso and Pacific. The second is in the producing areas which are 
economically accessible by pipeline to these companies, for the acquisition of 
natural gas supplies for transportation and sale in their markets. 


Competition for Markets 


El Paso’s markets for the sale of natural gas are in Texas, New Mexico, 
Arizona, Nevada and California. Uncontroverted evidence shows that Pacific 
never, at any time, sought to compete for any El Paso market except in 
California. ‘There is no evidence that El Paso ever had any plan to invade 
the markets of Pacific certificated by the Commission. So far as markets are 
concerned there existed prior to the acquisition of the Pacific stock by El Paso no 
actual or potential competition between these two naturai gas companies, except 
for the California market. 

Since the time of its first certificated sale of natural gas in the California 
market, El Paso has been the sole supplier of out-of-state gas to that market. 
It may be said that it has had a certificated monopoly of the California market. 
It is undeniable that Pacific was a potential competitor for a share in this 
market. It is just as undeniable that actual Pacific competition in the Cali- 
fornia market posed no real threat to El Paso’s monopoly there. The former 
Chairman of the Board of Pacific testified that he began negotiations in May, 
1956 with Southern California Edison Company (Edison) for the sale of natural 
gas to it. He knew that such a project would not be feasible if a pipeline 
were constructed merely to serve this company, and that Pacific would like- 
wise have to have contracts with the Southern California Companies and 
PG&E to bring the quantity of gas to be sold high enough to make feasible 
the contemplated pipeline. While there was a letter agreement for the sale 
of gas between Pacific and Edison dated July 30, 1956, it was terminated by 
Edison on October 2, 1956. Pacific’s Board Chairman likewise entered into 
negotiations for gas sales with PG&E, but he stated that these negotiations 
did not materialize probably because of the plans of PG&E to build its own 
pipeline to Canada.“ These negotiations with Edison and PG&E were the 
only real efforts made by Pacific to sell natural gas in the California market. 
The President of Pacific, prior to the stock exchange, testified that he never 
gave much thought to the sale of gas in California because such sales never 
came “close enough to reality.” It cannot be found, from any evidence in this 





% This refers to the project of PGT in Docket No. G-17350. 
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record, that Pacific was at any time a real competitor for a share in the Cali- 
fornia market. 

Hereinafter are discussed the financial difficulties encountered by Pacific 
in the construction and commencement of operation of its pipeline; and it may 
be found definitely that Pacific, standing alone as a separate corporation, did 
not have the financial capacity to compete seriously for any share in the Cali- 
fornia market. While Pacific’s former Board Chairman testified that he might 
have financed a pipeline to the California market from Pacific’s planned trans- 
mission facilities, he frankly stated that it would have first been necessary that 
Pacific take “steps to correct its financial condition.” While it may be said that 
Pacific, which needed greatly more markets for its gas at the time of the stock 
exchange, was ambitious to sell gas in the California market at some future 
date, it was in no position in the fall of 1956 to compete seriously for business 
in the California market. Attention is called to the fact that negotiations for 
the exchange of stock began in early 1955 at which time no effort whatever 
had been made by Pacific management to attempt to enter the California market. 

In the opening statement made on behalf of California, at the outset of the 
hearing, it was said that “California has no wish to be made solely dependent 
for a commodity so vital as this upon a single supplier.” Upon the map which 
is Exhibit 1 in this record, there appear the planned pipelines of Transwestern 
Pipeline Company (Transwestern) and of Pacific Gas Transmission Company 
(PGT) to be built to bring additional gas to California. The President of El 
Paso has testified that he had no objection to the construction and operation 
of these two pipelines. He thought there should be more than one supplier of 
gas to California. The Commission, on August 10, 1959, issued a certificate of 
public convenience and necessity to Transwestern, authorizing it to construct 
and operate a pipeline for the transportation of natural gas from the Pan- 
handle-Hugoton area of Texas and Oklahoma and the Permian Basin area of 
Texas and New Mexico, to a point in the California-Arizona border near Topock, 
Arizona; and to sell and deliver the gas at this point to Pacific Lighting Gas 
Supply Company which, in turn, will transport and sell the gas in California to 
the Southern California Companies, which have been supplied with out-of-state 
natural gas solely by El Paso since 1947." There is now pending before the 
Commission (Docket No. G-17350) the application of PGT, of which the princi- 
pal stockholder is PG&E, for a certificate of public convenience and necessity 
authorizing it to construct and operate a 36-inch pipeline for the transportation 
of Canadian produced natural gas, from a point on the Canadian border near 
Kingsgate in British Columbia, to a point in the California-Oregon border near 
Klamath Falls, Oregon, where it will be delivered to PG&E for sale in its 
marketing area in central and northern California. Of course, this applica- 
tion of PGT has not yet been acted upon by the Commission, but it is certain 
that a strong competitor is now seeking to enter the California market with 
Canadian gas, and that it will become a supplier of such gas to California if 
the Commission finds its project to be in the public interest. Thus, it is quite 
possible that instead of one, California will now have three suppliers of out-of- 
state gas, even after Pacific becomes extinct. 

Section 7(g) of the Natural Gas Act reads as follows: 

(g) Nothing contained in this section shall be construed as a limitation 
upon the power of the Commission to grant certificates of public convenience 
and necessity for service of an area already being served by another natural 
gas company. 


Under the foregoing provisions, the Commission may find at any time that it 





47 Opinion No. 328, Docket No. G-14871, et al., 22 FPC 391. 
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is required by the public convenience and necessity that some additional quali- 
fied applicant be granted a certificate giving authority to transport and sell 
additional natural gas to the California market. Thus, the elimination of 
Pacific as a possible competitor for the California market appears to do no 
violence to the public interest. Furthermore Section 7(g) prevents a monopoly 
of any market by a natural gas company except when approved by the Com- 
mission as being in the public interest: and the rates for sales of natural gas 
in the monopolized territory may be reduced by the Commission if they be unjust 
or unreasonable in violation of the Act. 

While El Paso has substantial markets elsewhere, its main market is, and 
has been for years in California. It will find competition there to be keener for 
a ,wng time than in any other of its present markets, or in any present market 
of Pacific. The California market is quite apparently the prize for which com- 
peting natural gas companies now strive in the western United States. This 
is true because of the great growth of California in recent years and its antici- 
pated growth in the future, in population, commerce and industry. 

The California Market 


The Staff brief states that “the demands for gas in California have been 
phenomenal.” The California brief speaks of that State as being “one of the 
major natural gas markets of the United States,” and as “now experiencing 
phenomenal population and industrial growth.” It is irrefragable that Cali- 
fornia’s needs for imported gas are now mounting constantly and will continue 
so to do through the foreseeable future; and at the same time the available 
supplies of natural gas from within the State are diminishing. 

The production of natural gas in California has for a long time been inadequate 
for its needs, making this ever-expanding market greatly dependent upon 
imported gas. In its order of May 31, 1946 in Docket No. G—655, in which 
El Paso received its first certificate to sell natural gas to the Southern Cali- 
fornia Companies, the Commission spoke of the project being “designed to 
meet a developing shortage in the local natural gas supply for consumers 
in Southern California’, and concluded from the evidence “that within a short 
period of time the available local gas supply will not be sufficient to meet the 
firm demands for gas” upon the Southern California Companies. The Com- 
mission said in its order of February 28, 1949, granting to El Paso its first 
certificate to sell gas to PG&E, that this California Company “like other utilities 
in the state of California has experienced a constantly mounting demand for 
natural gas and is confronted with increasing difficulty in obtaining adequate 
supplies of gas to meet its requirements from available sources within the 
State.” It will be seen that the dependence of California upon imported gas 
has been great for well more than a decade.” 

El Paso holds certificates from the Commission authorizing it to sell to its 
California customers 2,055,000 Mcfd of natural gas. Approximately one-half 
of this amount is for the Southern California Companies and the other one-half 
is for PG&E. The certificate issued to Transwestern on August 10, 1959” 
authorized it to sell and deliver to the Southern California Companies a contract 
demand of 300,000 Mcfd which would be transmitted through a pipeline with 
an initial capacity of 350,000 Mcfd, but which could be increased to 640,000 
Mcfd by the mere addition of facilities to effect greater compression within 
the pipeline. El Paso was an intervener in the Transwestern certificate case 
to protect its interests in relation to its proposed Provo-Las Vegas project to 
sell and deliver 470,000 Mcfd for consumption by the customers of the Southern 


135 FPC 115. 
28 FPC 726. 
2 See footnote 12. 
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California Companies. The Examiner’s decision in the Transwestern case 
stated that “this record is replete with evidence that both the Transwestern 
and El Paso quantities of natural gas are urgently required to meet the heavy 
actual and anticipated growth in the peak-day firm demand experienced in this 
market.” The Commission Opinion in this case, rendered after exceptions were 
made to the Examiner’s decision, adopted “so much of the Examiner’s decision 
as treats of the need for this gas in the Southern California markets.” 

PGT’s proposed pipeline from the Canadian border to the California-Oregon 
border will consist of more than 600 miles of 36-inch pipe which, with other 
facilities, are estimated to cost about $130 million. None could be more familiar 
with the needs of its markets in central and northern California than the 
management of PG&E, which will purchase this Canadian gas from PGT. By 
means of this proposed pipeline PG&E will acquire for its market in excess of 
400,000 Mcfd of Canadian natural gas. 

Thus, with the completion of the pipelines of Transwestern, PGT, and El 
Paso (Provo-Las Vegas project), there will be more than 1,000,000 Mcfd of 
gas entering the California market, which will be in addition to the present 
importations into that state. Transwestern will be a direct competitor with 
El Paso for the Southern California markets and for sales to PG&E near Topock, 
Arizona for the central and northern California markets; and the 290,000 Mcfd 
which may be added to Transwestern’s pipeline capacity, through a mere in- 
crease in compression, will make it a strong competitor. In the central and 
northern California markets PGT will be a direct competitor with El Paso 
for the sale there of Canadian gas or gas from the Rocky Mountain area. It 
may be safely concluded that both Transwestern and PGT will offer con- 
siderably greater and stronger competition to El Paso than Pacific could 
possibly have offered as a separate corporation, and the competition from these 
two companies will be immediate rather than several years into the future. 
The public interest will not be hurt by the elimination of Pacific as a com- 
petitor for natural gas sales in California or elsewhere. 

Concerning El Paso’s activities in relation to the California market, the 
Staff brief states: 

Instead of permitting other companies to participate in supplying the 
increased demands, El Paso has sought to dominate that market by con- 
trol of the supply. This effort to control the supply and secure it away 
from others has resulted in increased costs to all of El Paso’s customers. 

The opposition to other applications by moving against the supply of gas 
is classified by El Paso as prosecuting its own business (Kayser, T. 354). 

Since 1947 El Paso has been the only natural gas company selling out-of-state 
natural gas in the California market. However, there is no evidence here that 
El Paso ever prevented any competitor from entering this market. In 1954 El 
Paso opposed the issuance of the original certificate to Pacific because it wanted 
to hold the natural gas reserves in the San Juan Basin for the California mar- 
ket. It was not then opposing the entry of Pacific into the California market, 
as Pacific was then seeking no such entry. By supplying greater and greater 
quantities of gas to this market since it first entered it in 1947, always with 
authority from the Commission, El Paso may have discouraged others until 
recently from attempting to sell imported gas in California. and in so doing may 
have made greater profits for its stockholders. It should not be condemned for 
this, particularly when it was performing a service to California customers 
under regulated rates. There is no doubt that El Paso has successfully com- 
peted with other natural gas companies to obtain additional reserves of natural 
gas accessible to its pipelines. It is a matter of common knowledge that there 
is, and has been, extensive competition between natural gas pipeline companies 
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for the purchase of gas for their customers in fields to which they have economic 
access; and such competition has indeed increased the price of natural gas over 


the years. In any competition for business, one does not find any altruistic 
beneficence between competitors. 


Competition for Natural Gas Supply 


During the first years in which natural gas was finding its way into interstate 
commerce, the markets for it were meager. Natural gas produced with oil was 
largely flared to the skies. The markets were created by the construction of 
pipelines which have now extended to all parts of this country from the gas 
producing areas. With adequate markets, flaring could cease, and the produc- 
ers in many areas then found that there was competition between pipelines for 
the purchase of their gas. Before this occurred, natural gas sold relatively 
cheaply to the first pipelines, but field prices for gas inevitably rose with the 
additional markets bringing competition to the producing fields. 

For a good many years after the enactment of the Natural Gas Act, this Com- 
mission did not assert the jurisdiction it had thereunder, to regulate the prices 
received by the producer of natural gas sold for resale in interstate commerce. 
There was exempted by the provisions of the Act, the regulation by the Com- 
mission of the production and gathering of natural gas; and this specific 
exemption was interpreted by the Commission to include the sale of the produced 
and gathered gas. However, on June 7, 1954, the Supreme Court issued an 
opinion™ which interpreted the Act to give the Commission the power to regulate 
the rates for all wholesales of natural gas in interstate commerce. Therefore, 
while there is still competition between pipelines for the purchase of natural gas 
and reserves thereof in the producing fields, it is not such important competition 
when the prices of gas sold in interstate commerce are regulated by the Com- 
mission, and the competition itself is not permitted to control such prices. 

So far as El Paso and Pacific, as separate companies, are concerned, Pacific will 
be eliminated by the merger as a competitor for available gas reserves in pro- 
ducing fields economically accessible to both it and El Paso. Pacific would 
definitely be a competitor in the San Juan Basin, in the nearby Aneth Field and 
in the several fields in the Rocky Mountain area, which are at present quite 
economically accessible to its existing pipeline. Of course, having its pipelines 
at present very close to the Canadian border, Pacific would be a true competitor 
for the purchase of Canadian gas. Pacific would not, with its existing pipeline 
system, be in a position to compete strongly with El Paso for natural gas 
reserves in the Permian Basin or in the Panhandle-Hugoton Field. 

When Pacific first acquired natural gas rights in the San Juan Basin, El] Paso’s 
only competitor there was the Southern Union Gas Company (Southern Union) 
which sells natural gas in the State of New Mexico which it obtains in the San 
Juan and Permian Basins and transports to its customers. It purchases sub- 
stantial quantities of gas transported by El Paso. Upon the completion of the 
already certificated pipeline of Transwestern, this company may well become a 
competitor for the acquisition of natural gas reserves in the San Juan Basin for 
the California and other markets in view of the proximity of its proposed pipe- 
line to this source of gas. Transwestern might also become a competitor for gas 
produced in the Aneth Field or other fields developed in the southern part of the 
so-called Paradox Basin located near the Four Corners area. So far as the Rocky 
Mountain area is concerned, potential competition for gas reserves there may 
surely come frum Colorado Interstate, Mountain Fuel Supply Company, and per- 
haps others whose pipelines are not too distant. In the Canadian producing 
fields, El Paso will have competition from PGT and perhaps quite a number of 


2 Phillips Petroleum Company v. Wisconsin, 347 U.S. 672. 





FEDERAL POWER COMMISSION 1123 


Canadian companies which will sell gas both to Canadian purchasers and to other 
natural gas companies of this country at other points on the Canadian border. 

The elimination of Pacific as a competitor for the purchase of gas in the 
producing fields is not of great consequence when there remain other strong 
competitors for gas in all producing fields to which the unified company will 


have access. Such elimination of Pacific will do no real harm to the public 
interest. 


Conclusions Concerning Competition 


Considering all of the evidence, it must be found that any lessening of com- 
petition, either in the consumer markets or the producing fields, by reason of 
the elimination of Pacific as a competitor, does not create any obstacle to ap- 
proving the merger of Pacific into El Paso. There are other factors of greater 
importance showing this merger to be required by the public convenience and 
necessity which indeed far outweigh this single factor of the elimination of 
Pacific as a competitor of El Paso or any other natural gas company. 


THE PUBLIC INTEREST 


The Applicants aver in their applications their reasons for asserting that the 
merger of El Paso and Pacific is in the public interest. They have adduced 
extensive evidence to support these averments. The burden of showing the 
merger to be required by the public convenience and necessity being upon the 
Applicants, they are entitled to have their positions and supporting evidence 
considered as presented. “The Substantial Benefits to the Public in the Pro- 
posed Merger” are presented in the Applicants’ joint brief under the following 
four divisions: 

1. Improved gas supply and utilization of gas reserves. 
2. A financially stronger gas supplier. 

3. Expanded and improved gas service. 

4. Lower rates. 

The factual evidence and the contentions of the Applicants based upon them 
are discussed herein under the above four divisions. Where the Applicants’ 
contentions are controverted, the opposing positions are likewise there so 
discussed. 

Improved Gas Supply and Utilization of Gas Reserves 


Of paramount importance to the decision here in relation to the public interest 
is the matter of a adequate nztural gas supplies for the markets here involved. 
The quest for such supplies brought about this proceeding. While there are 
other markets in other progressive states to be considered, nothing could be 
more clearly established by the record evidence than that the constantly in- 
creasing demands of the California market for imported natural gas are, and 
for some years have been, the stimulus and incentive behind this quest. Cali- 
fornia’s own production of natural gas has been greatly inadequate for years 
and continues to diminish. It is now importing in excess of 2,000,000 Mcfd, 
and three natural gas companies are now proposing to increase this by another 
million.” It may be most certainty concluded that the demands of Cali- 
fornia for imported gas will not be permanently satisfied by this increase, and 
that its steadily expanding population and industry will bring still further de 
mands in future years. It is definitely in the public interest that California, and 
all other States served by El Paso and Pacific, have supplies of natural gae ade- 
quate to their present and foreseeable future needs. 


22 Transwestern, Docket No. G-14871; PGT, Docket No. G-17350; and Hl Paso’s Provo- 
Las Vegas project. 
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Economic Use of Gas Resources 


Pipelines are constructed of capacities to meet daily peak demands of the 
markets served. When the demands of a market exceed the top capacity of the 
pipeline serving it, greater capacity is obtained only by the construction of 
additional transmission pipelines. All of such pipelines, subject to the jurisdic- 
tion of and certificated by the Commission, are eventually paid for by the 
consumer through the depreciation allowance in his suppliers’ cost-of-service, 
reflected in the consumer rates. It is of advantage to the consumer that the 
pipelines serving him remain in service as long as possible; and the long life of 
the pipeline is dependent upon the life of the natural gas reserves economically 
accessible to it. If there be an exhaustion of natural gas reserves at the receiv- 
ing end of the pipeline, its usefulness is ended. Therefore, it is unquestionable 
that the greater the natural gas reserves economically available to an existing 
certificated pipeline, the longer will be its useful life to the consumers who pay 
for it. 

The out-of-state natural gas reserves which are the closest to California are 
in the San Juan Basin and the Aneth Field, which, with the Permian Basin, 
constitute California’s chief source of its present gas supply. This is likewise 
true of New Mexico and Arizona. The El Paso system is also connected by a 
pipeline to the Hugoton and Panhandle Fields located in Kansas, Oklahoma, 
and Texas. The Hugoton and Panhandle Fields are among the oldest producing 
fields in this country, and they have for years supplied, and are now supplying, 
some of the largest consumer areas in the United States, in addition to El 
Paso’s market area. The Permian Basin, which is predominantly an oil field, 
has been produced for about 30 years and most substantial depletions of its gas 
supply will occur daily from the takes thereform by El Paso and three other 
major pipeline companies, including Transwestern. The San Juan Basin, in 
which both El Paso and Pacific have gas reserves, now has fairly well defined 
limitations, and its potential production lies in the now undeveloped deeper 
horizons. The enormous daily withdrawals of irreplaceable natural gas from 
these older fields in constantly lessening their productive lives. This is not 
to say that the exhaustion of natural gas reserves in these fields is imminent, 
but a supplier of natural gas to extensive and expanding markets will, indeed, 
do well to attach his transmission lines to newer and less depleted sources of 
gas supply, if this be at all economically feasible. The connection of the El 
Paso system to the newer and undeveloped fields accessible to Pacific’s pipelines 
will be of great advantage to the consumers in its markets. 

Furthermore, and quite importantly, El Paso presently needs additional 
natural gas supplies to meet the existing and foreseeable demands of its markets. 
It would serve no purpose here to set forth the many available figures to show 
that El Paso’s supply of gas should be greater in view of its market require- 
ments. In relatively recent cases before the Commission, seeking authority to 
transport and sell additional gas to its markets, El Paso has found it difficult 
to make a showing of adequate gas supply to justify the issuance of the certif- 
icates applied for. In the proceeding relating to El Paso’s application in Docket 
No. G-—12580, for authority to sell to Southern California Edison Company 
(Edison) 100,000 Mcfd for use as a boiler fuel for the purpose, among others, of 
relieving a serious smog condition in and around Los Angeles, there was a 
serious issue present of whether, on an overall basis, El Paso’s total gas supply 
was adequate to meet its total system requirements, considering its expanding 
markets, for a satisfactory number of years in the future. In his decision of 
May 12, 1959, now before the Commission on exceptions, the Presiding Examiner 
found, in that case, that it appeared from the evidence that El Paso’s gas 
reserves would “constitute a gas supply for about 8 years,” and that such short 
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period of time in which it is expected to meet its total system requirements from 
its present total gas supply would create an objectionable situation from the 
standpoint of the public interest. It is not found from the record in the instant 
proceeding that El Paso has only an 8-year supply of gas to meet its require- 
ments: but it is found positively that El Paso needs the additional supplies of gas 
to be made available by its acquisition of Pacific, in the light of its market 
requirements, if it would have that healthy relationship between gas supply and 
gas requirements required by the public interest. 

It is unquestionably in the public interest that the greatly expanding Cali- 
fornia market have access to the additional reserves economically accessible to 
Pacific’s existing transmission facilities. There are immediately available to 
Pacific substantial supplies of natural gas from Canada and the Rocky Moun- 
tain area, which are presently in excess of the needs of its markets and which 
could be made available to the California markets practically immediately for 
any emergency, or for additional regular supplies. This is certainly not to 
say that Canadian gas, as such, will be imported and directly transported 
through the Pacific system to its connection with El Paso’s Northern System for 
transportation to the California market; but only that the Canadian gas which 
enters the Pacific system, will become a part of all gas in the entire transmission 
system, the closest part of which may be dispatched to supply El Paso’s cus- 
tomers in accordance with their needs. With an abundance of gas available 
to Pacific from Canada and the Rocky Mountain area, and with Pacific’s 
major markets at the northern end of its pipeline system, it may be quite 
possible that, in the future, much of the gas in the Pacific system will flow 
in a southerly direction for consumption in the California markets. There 
are no major markets whatever presently served by Pacific south of its Sta- 
tion No. 6 in southern Wyoming: and the only sizeable markets near its Rocky 
Mountain reserves are Salt Lake City, Utah, and Denver, Colorado. There 
is a 26-inch pipeline between Pacific’s aforesaid Station No. 6 and its south- 
ern pipeline terminus near Ignacio, Colorado, where there is a connection 
with El Paso’s system. Such gas could move through El Paso’s existing trans- 
mission facilities to any of its present markets. 

The integrated system to result from the merger is not to be regarded as a 
pipeline system to supply one market from one source of supply, such as sup- 
plying the California market from Canada. The unified system will have 
numerous markets, all of which are to be supplied from the total available 
system supplies of gas which may be moved in accordance with system de- 
mands. Supplies from any source may supplement those from any other 
source as the overall system operation may require. There will be the major 
sources of natural gas of both El Paso and Pacific hereinbefore enumerated, 
which together will constitute most substantial gas reserves with a life of 
considerable length. These additional reserves of gas on the Pacific system 
may also be drawn upon so as to conserve the sources of supply closer to 
California and El Paso’s other existing customers. There will be an integrated 
pipeline system from West Texas to Canada which will be well supplied from 
its various sources of gas; and such system gas may be taken to any system 
market from the point closest thereto. A quite economical operation of the 
system will inevitably result. 

In Opinion No. 271, the Commission asserted its duty “to give the fullest 
possible protection to all the prospective customers,” when granting an appli- 
cation for the importation of natural gas under Section 3 of the Act. Following 
this assertion, the Commission said: 

Such protection would not be afforded to any segment of the American 
people if its sole source of essential natural gas were through importation 
from a foreign country without some intergovernmental agreement as- 
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suring the continued adequacy of its supply. Otherwise, all control over 
the production, allocation, and transportation to our border of such natural 
gas would be in the hands of agencies of foreign governments, whose primary 
interest would of necessity always be in the needs and advantages of 
their own people, and whose judgments and actions would be essentially 
dependent upon public opinion within that country, rather than upon the 
interests of American consumers. Regardless of any long and cherished 
friendly relations with any neighbor nation able to supply such area with 
natural gas, it would not be in the public interest to permit the importa- 
tion of its gas as the sole source for the consumers in need of an uninter- 
ruptible supply at a reasonable price, which should always be assured 
by this Commission to the full extent of its powers. 

The Canadian natural gas fields are, in no sense, the “sole source” of supply 
for Pacific, which still has its basic supply of gas in the San Juan Basin. 
Considering the various sources of supply of the merged pipeline system, the 
importation of natural gas should constitute no large percentage of the total 
gas received into the system. There will not be, at any time, any great 
reliance upon Canada as a source of gas supply to which the Commission has 
indicated its opposition. The integrated company will be in a position, there- 
fore, to receive and sell Canadian gas to its various markets, by displacement 
or directly, while at the same time having readily available very substantial 
American sources of supply. The application of PGT * for Commission authority 
to transport natural gas for more than 600 miles from Canada to the California 
border emphasizes the importance of the attachment of the vast Canadian 
reserves to the California market. 

There is little need to give here any of the detail of the geological testimony 
concerning the vast supplies of natural gas in the Canadian Province of 
Alberta and in the Rocky Mountain area of this country, to which the Pacific 
pipeline system has or will have access. Unlike the older oil and gas fields 
from which large withdrawals of gas have been made over the years, these 
supplies of gas are relatively untouched. Pacific is now purchasing gas from 
Westcoast, Ltd., which is produced in the Peace River area of northern Alberta 
and British Columbia. This contract of purchase calls ultimately for 300,000 
Mcfd, of which two-thirds is now being delivered. The capacity of the pipeline 
of Westcoast, Ltd. is such that very substantial additional supplies may be 
transported through it for delivery to Pacific. Pacific’s contract with PGT 
ealls for 150,000 Mcfd of Canadian gas delivered near Spokane, Washington. 
The evidence shows that the supplies of gas in southern Alberta are such 
that they will be capable of providing for the needs of the Canadian markets, 
and of supplying some demands for export to this country as well. The supplies 
of gas from the several fields in the Rocky Mountain area,* according to the 
geological evidence, have greatly surpassed all of the original estimates of them. 

There is no doubt from the evidence here that the connection of the Pacific 
system to that of El Paso will strengthen greatly El Paso’s ability to render 
satisfactory natural gas service to its present markets. At the same time the 
total system gas supply, now available and to be expected from exploration, will 
be of advantage to the consumers in all the markets on the combined system. 
It is, indeed, in the public interest that a pipeline should have a truly adequate 
gas supply to meet all of its system requirements for a good number of years 
in the future. 


2 Docket No. G—-17350, discussed supra. 
% These fields are: Bar—X, Grand County, Utah, and Mesa County, Colorado; Big Piney, 
Sublette County, Wyoming: Piceance Creek, Rio Blanco County, Colorado; Tip-Top-Hogs- 
back, Lincoln and Sublette Counties, Wyoming; and Rangely, Rio Blanco County, Colorado. 
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Exploration and Development 


When the Commission granted the original certificate to Pacific in Opinion 
No. 271, it commented therein upon the fact that the Pacific pipeline “traverses 
three large sedimentary basins in the States of Colorado, Utah, and Wyoming, 
in which there has been only minor development due to the lack of a market,” 
and stated further that, according to common knowledge, the “development of 
this potentially productive area will be retarded unless stimulated by a market 
outlet.” As discussed elsewhere herein, the growth of Pacific’s markets has 
been disappointing ; Pacific now has more gas than it needs to supply its present 
markets. With the attachment of El Paso’s markets, particularly the California 
market, to the merged system, exploration and development should indeed be 
stimulated in the Rocky Mountain area. All of the area containing these sedi- 
mentary basins is within economic reach of Pacific’s existing facilities. Evi- 
dence in the record shows that the announcement by El Paso of its Provo- 
Las Vegas project has already caused some stimulation of such activity in this 
area. To give this stimulation to the exploration and development of these 
potentially productive areas is greatly in the public interest. 

It is definitely established by the evidence that the Rocky Mountain area has 
considerable potentiality for natural gas production in addition to its proven 
fields. This area lies north of the San Juan Basin and largely in the States of 
Colorado, Wyoming, and Utah. The owners of oil and gas rights in this area 
may reasonably anticipate that their production of gas will be available to any 
market on the integrated system. Surely, in these circumstances, there will be 
a great inducement to expend funds for the exploration and development of 
natural gas in the area, which will be of benefit to all consumers in the markets 
to be served by the merged system. 

It has been shown before that El Paso has an extensive program of explora- 
tion and development in various fields and basins, both in this country and 
Canada. With a direct connection of the Rocky Mountain sources of supply to 
its existing markets, El Paso itself has a real incentive to explore in this area. 
El Paso already has an office in Salt Lake City, Utah, from which is directed 
its program of exploration in the area. There is no doubt from the evidence that 
a very considerable exploration and development of this area for the production 
of natural gas may be anticipated when all the markets on the unified system 
become accessible. It may even be anticipated that exploration and development 
will be stimulated in southern Alberta as a result of the quest by both PGT and 
El Paso for Canadian gas for the California market. 


Residue Gas 


The first certificate authorizing El Paso to transport and sell natural gas from 
the San Juan Basin to the California market was issued by the Commission in 
connection with its opinion rendered on July 14, 1950, in relation to El Paso’s 
four applications in Docket Nos. G—655, G—-1019, G—1051, and G-1177 This 
opinion commented on the task confronting El Paso to provide adequate reserves 
of dry gas to replace losses of residue gas resulting from the reduction of allow- 
able production of oil in the Permian Basin. The opinion further stated that 
El Paso’s purpose in going to the San Juan Basin was to develop additional 
sources of dry gas. Concerning the marketing of residue gas by El Paso, the 
Commission said : 

While it is unquestionably a real service in the public interest to market 
such a considerable volume of flare gas, it imposes on the company a task 


of some magnitude to provide an ever-ready and adequate reserve of dry 


*9 FPC 170. 
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gas, since flare gas is available wholly as a result of the production of oil, 
and the height of oil production is in the summer and not during the winter 
when El Paso experiences its system-wide peak demands for gas. 

Another and equally important reason for a pipe-line company to main- 
tain an ever-ready supply of dry gas, when relying upon a large volume of 
flare gas for the supply to meet its own pipeline demands, is because the 
Railroad Commission of Texas and the Oil Conservation Commission of 
New Mexico may in any given month reduce the allowable production of oil, 
thereby reducing the availability of residue gas. Such oil allowables are 
fixed by those state agencies each month for each well in each field, and 
generally it is done by fixing the number of barrels per well per day for a 
stated and varying number of days per month. A variation in such oil 

allowable of as low as one day per month is calculated to result in a loss 
of approximately 20 million cubic feet per day of available flare gas to El 
Paso. It is not uncommon for a reduction of the number of days of pro- 
ducing oil to be as many as three or four, hence it is obvious that the pipe 
line may have to provide additional dry gas in volumes ranging from 20 
to 60 or even 80 million cubic feet per day. This can and often does occur, 
month by month, 

The above opinion points out that El Paso’s then expected takes of residue gas 
“from the Permian Basin aggregate about 750 million cubic feet per day, and the 
company’s present maximum supply of about 250 million cubic feet per day of 
dry gas in the Permian Basin, even considering its potential of dry gas from the 
Panhandle-Hugoton fields, is insufficient in solving the problem created by mar- 
keting such a large volume of residue gas.” The Commission thus recognized in 
1950 that it was “unquestionably a real service in the public interest to market 
such a considerable volume of flare gas.” Flare, or residue gas, produced with 
oil, must be made available to the consuming public as a conservation measure; 
but the Commission saw from the evidence in the case discussed above the ne- 
cessity of having available a supply of dry gas to replace periodic losses resulting 
from the lessening of oil production. 

El Paso is today still confronted with this residue gas problem. In 1957, El 
Paso marketed 1,300,000 Mcfd of residue gas. After endeavoring for years to 
increase the percentage of dry gas in relation to total sales, this percentage in 
1957 amounted only to 50.46 percent. For each day in any month by which the 
Texas Railroad Commission reduces the allowable production of oil, El Paso’s 
takes of residue gas from the Permian Basin are reduced from 40,000 to 50,000 
Mcfd. These losses usually occur at the end of the month and sometimes in 
extreme weather when peak demands for gas are being made. 

The Canadian gas and the gas from the Rocky Mountain area received into 
the Pacific system are largely dry gas. In 1957, Pacific marketed only 6.82 per- 
cent of residue gas. As the use of gas by the merged system from the sources 
now available to Pacific increases in percentage over the years the total percent- 
age of dry gas will increase and thus relieve, to a considerable extent, El Paso’s 
existing problem. Such additional supplies of dry gas on the Pacific system 
will likewise enable the entire system to absorb an even greater quantity of resi- 
due gas from the Permian Basin and other sources. The dry gas can be turned 
on and off any time according to the occurrence of residue gas deficiencies, while 
the residue gas is only available with the production of oil and must be taken 
into the El Paso system as produced. It is greatly desirable, apparently, that 
the percentage of dry gas in a pipeline system be considerably higher than the 
present average of about 50 percent. 

One of the disadvantages of using a high percentage of residue gas is that 
excess capacity must be provided for pipelines in order that the residue gas 
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may be taken as the oil is produced. This disadvantage would be removed 
by the attachment to the merged system of abundant sources of dry gas which 
are to become available. A second disadvantage of marketing a high percentage 
of residue gas is that the life of the average oil well may be only 12 to 14 years, 
whereas the average dry gas well may be expected to have a longer life. By 
reason of its marketing such a high percentage of residue gas, the estimated 
life of El Paso’s reserves is relatively low. This is a disadvantage to El Paso, 
in that it is not able to point to as long a life for its dedicated reserves as are 
other pipelines using higher percentages of dry gas; and as a result El Paso’s 
management claims that it has perhaps “the highest amortization rate on its 
bonds of nearly any other pipeline in the country of the size of El Paso.” By 
the attachment of dry gas to the merged system, El Paso will be able to show 
in the future a considerably longer life for its natural gas reserves and it will 
be able to market bonds of longer maturity, thus reducing its financing expense. 


Use of New Gas Supplies at Lower Capital Costs 

It has been shown that all new natural gas reserves accessible to the Pacific 
system will be accessible as system gas for any market of the combined system. 
It has also been pointed out herein that Pacific has gas reserves in relative 
abundance with an inadequacy of markets for the sale of them. The Pacific 
pipeline is at present not operating nearly at full capacity, and its surplus 
capacity may indeed be used to make gas available to the markets with the 
greater needs. For example, if the California market is to have access to addi- 
tional sources of gas supply, it must have some pipeline connection to them; 
and there is no doubt that, looking to the future, California will need such 
additional sources. A pipeline may be built to such sources, just as PGT pro- 
poses to do in connecting the California market to Canadian gas; but the Cali- 
fornia consumers must pay for the long haul through this pipeline. The com- 
bined El Paso-Pacific system will not be a mere supply line from one area of gas 
production to a single state market, with only the consumers of that market 
to pay the costs of construction, operation, and maintenance of such supply 
line. The contemplated integrated system of El Paso will. in time, have mar- 
kets along a large portion of its pipelines, with several sources of gas supply 
well spaced along the system, so as to make no particular market pay for any 
long hauls of gas. This cannot fail to make natural gas available to the cus- 
tomers of the unified system at lower capital cost. 


A Financially Stronger Gas Supplier 


(a) Pacific’s Financial Problems 


In the discussion of Pacific’s financial problems that existed at the time of 
the stock acquisition by El Paso, let it be said at the outset that while Pacific 
was then in an unhealthy financial condition, it did not face the death of bank- 
ruptcy. El Paso did not acquire this common stock for the purpose of “bailing 
out” Pacific; El Paso’s true purpose has been stated herein. And let it be 
understood that, in telling of the greater benefits to come to Pacific’s customers 
as a result of the merger, there is no thought here that Pacific was about to 
become a complete failure as a natural gas company performing a service in 
the public interest. Those opposing the merger argue that Pacific, as of the 
time its stock was acquired by El] Paso, was in a position to work out its finan- 
cial difficulties and would have done so if left alone. 

It may be conjectured that Pacific might have done just this; but this future 
possibility constitutes no basis for the rejection of the merger. This is true 
whether the possibility is considered separately or together with the other rea- 
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sons offered in opposition to the merger. The true situation with regard to its 
finances is, that Pacific simply was not in a position, when its stock was acquired 
by El Paso, to conduct a vigorous plan or program to bring about truly effective 
natural gas service for the area adjacent to its pipeline system. El Paso will 
be able to conduct such a program for the Pacific area upon the accomplishment 
of the merger, and financial vigor will be needed in the prosecution of such a 
program. 

When Pacific was originally authorized to construct and operate its system 
by Commission Opinion No. 271, the estimates of its prospective markets then 
presented have been proven by experience to be quite high. One result of 
this mistake is that Pacific’s actual market demands have been such as not to 
make possible full utilization of the capacity of its pipeline. Then, too, the 
inadequate markets failed to produce sufficient revenues to make funds avail- 
able for truly effective operation of Pacific’s extensive system. This made 
necessary minimal expenditures for operation and maintenance; and Pacific 
has been operating with over-worked personnel, insufficient in number. 

Even with its management practicing necessary economies, Pacific had a net 
operating loss of $2,067,000 in 1957, its first full year of operation. In order 
not to default in the payment of the required dividends for 1957 on its preferred 
stock, Pacific obtained the funds for such dividends by selling to El Paso one- 
fifth of its holdings of the stock of Westcoast, Ltd., reserving the right to 
repurchase it. Pacific’s revenues from the sale of gas in 1957 were about 
$3,000,000 less than the estimated revenues filed with its initial tariff, filed in 
1956 with the Commission. Its sales of gas were about 50,000 Mcfd less than 
the estimated 390,000 Mcfd for 1957, and this reduction occurred in the sales 
to distributing companies which yield the higher rates. The sales of products 
from its extraction plant were about $3,400,000 less than anticipated. 

In testimony given at the hearing in the Fall of 1958, officers of Pacific 
estimated that its operating losses for 1958 would be about $1,500,000, which 
estimate was based upon the actual experience of the company through the 
month of August 1958. It was anticipated that the revenues for 1959 might be 
somewhat better even to the point of earning some relatively small amount of 
income; but it was not anticipated that any such income would be sufficient to 
meet the required dividend payments for 1959 on Pacific’s preferred stock. It 
must be kept in mind also that these revenue shortages have occurred even in 
the face of the economies practiced by the management in relation to operation 
and maintenance expenditures. 

Without counting the exact dollars related to Pacific’s distressed financial 
condition, it is well established by the record evidence that Pacifie’s sales and 
resulting revenues were well below the estimates of them and were indeed in- 
sufficient for the operation of the company business of rendering a public 
service. It was found necessary to curtail expenditures for the development 
of Pacifie’s natural gas acreage as required by some of its leases, and to provide 
for gas needs into the future. Capital expenditures could not be made for the 
expansion of Pacific’s markets, and segments of the public are thus deprived of 
natural gas service. 

Further detailed discussion of Pacific’s financial shortcomings is deemed to 
be unnecessary; and it is enough to say that Pacific did not have the financial 

eapacity to render the type of service to its markets that should be expected 
of an interstate pipeline company. It is safe to conclude also that while 
Pacific might have ultimately survived to become a financially healthy concern, 
the progress to that end would have been indeed quite slow if Pacific had con 
tinued to make its struggle alone. 
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It is argued, in effect, by the opponents of the merger, that the acquisition 
by El Paso of Pacific will not constitute a panacea for all of the financial and 
other ills of the latter. The evidence shows clearly that the acquisition by 
El Paso merely of the stock of Pacific has relieved, at least temporarily, some 
of the financial pains that Pacific has been suffering while struggling through 
its long organizational period. This merger of the two companies into a 
financially strong natural gas company cannot fail to bring very much earlier 
to the Pacific Northwest that type of natural gas service to which it is entitled 
as a part of the gas consuming American public. 


(bo) Tax Loss Carryover 


As the surviving corporation of the merger with Pacific, El Paso is entitled, 
under Internal Revenue Code of 1954, to utilize for Federal income tax pur- 
poses, a tax loss carryover of $23,734,923, which represents net operating losses 
incurred by Pacific prior to January 1, 1957. Such tax loss carryover would 
not be available to El Paso as the parent company owning the Pacific stock. 
The net operating losses may be carried forward only five years for tax pur- 
poses; and Pacific, therefore, as a separate corporation, very probably could 
not have nearly the full benefit of the aforesaid sum, as it could only utilize 
the carryover to the extent that its future income would offset such losses. 
It is not anticipated that Pacific would have, within such period of five years, 
sufficient income against which to offset any great part of the carryover. 

The tax savings which El Paso will gain by the merger will not, of course, 
inure to the benefit of the customers of El Paso or Pacific, other than by im- 
proving generally the financial position of their gas supplier. Nevertheless, this 
tax benefit to the surviving El Paso corporation may be regarded as a factor 
in concluding that the merger is in the public interest. It is anticipated that 
there will probably be some reduction in the net earnings of El Paso for a 
period after the merger as a result of the temporary income deficiencies from 
the operation of the Pacific facilities, as herein elsewhere discussed. The tax 
loss carryover, when utilized by El Paso, will compensate to a very considerable 
extent for such reduction in earnings. 


(c) More Favorable Acquisition of Debt and Equity Capital 

The financial difficulties of Pacific have been discussed herein and it was 
shown that its revenues were quite low in relation to its investment. Expert 
testimony by witnesses from the financial field established that because of these 
financial difficulties Pacific would have found it very costly, if not impossible, 
to obtain debt and equity capital to finance the necessary expansion of its sys- 
tem in the near future. It is provided in the indenture covering Pacific’s first 
mortgage bonds that additional bonds may not be issued in 1959 and subsequent 
years unless Pacific is able to meet certain tests with regard to its earnings; 
and the evidence shows that Pacific, as an independent corporation, could not 
meet such tests. An investment banker, familiar with the financing problems 
of natural gas pipelines in general, and with those of Pacific in particular, 
testified that Pacific, as an independent corporation, would find its ability to 
sell bonds to be so impaired as to make it practically non-existent, and that 
any sale of bonds it might make would be on a costly basis. In 1957, Pacific 


sold $35 million of bonds, and opinion testimony shows that being a subsidiary 
of El Paso enabled Pacific to make this sale on favorable terms that it could 
not have obtained as an independent corporation. 

In discussing hereinbefore the problem of El Paso in relation to its extensive 
sales of residue gas, attention was called to testimony which showed that El 
Paso, because of this situation, paid “perhaps the highest amortization rate on 
its bonds” of any natural gas pipeline company comparable to it. This is due 
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to the fact that wells from which gas is produced with oil do not have as long 
a period of productivity as do those producing dry gas; and the length of life 
of the reserves of the pipeline company controls the length of the maturities 
of its bonds. The evidence establishes that, by having an increased percentage 
of dry gas available to the merged company, El Paso’s borrowing position will 
be considerably improved. 

El Paso has an excellent credit rating. The benefit of this rating is brought 
to the unified company, and it would appear not to be lessened by the attach- 
ment to El Paso of the Pacific facilities, which are temporarily not producing 
so great an amount of revenue as may be anticipated with their proper exten- 
sion and development, for which El Paso has the financial capability. It would 
appear that El Paso itself will be in a stronger financial position after the 
merger than before; and the merged company should be stronger than either 
El Paso or Pacific as independent corporations. The evidence shows that the 
merged company should be able to attract debt and equity capital readily and 
upon quite favorable terms. This inures to the benefit of the consuming public. 





(ad) Disadvantage of Parent-subsidiary Relationship 


The Applicants’ original brief discusses the complexities and difficulties of 
the relationship of parent and subsidiary corporations, particularly in regard 
to corporate financing. In reaching the decision here rendered, it is not found 
necessary to consider for any purpose the future operation of Pacific as a sub- 
sidiary of El Paso. If the merger here approved is finally sustained, Pacific 
the corporation, will become extinct. Otherwise, as hereinbefore shown, El 
Paso will not operate Pacific as a subsidiary, and will divest itself of the Pa- 
cific stock. Pacific will then be operated entirely as an independent corporation. 


Expanded and Improved Gas Service 





(a) Additional Service to California 


The phenomenal natural gas market of the State of California has been 
discussed hereinbefore. It has been pointed out that this market has been 
constantly expanding for years, and, under all the evidence here, it will con- 
tinue to expand for all of the foreseeable future. Officials of the Southern 
California Companies and PG&E appeared as witnesses to give testimony 
concerning the anticipated future natural gas requirements for their respective 
markets. The conclusion to be reached from their testimony is that great 
quantities of imported natural gas will be needed in California in addition to 
all sales thereof now certificated by the Commission or for which certification 
by the Commission is now sought. There is no need whatever to discuss these 
future gas needs of California in terms of cubic feet; there are undisputed 
estimates of these needs in the record, given in considerable detail. 

These needs for gas for a market cannot be learned of one day and supplied 
the next day. Facilities for the transmission and delivery of additional quan- 
tities of natural gas beyond the capacities of existing facilities must be care- 
fully planned well in advance, and approval of their construction and operation 
must be obtained from the Commission after proceedings that are sometimes 
quite time consuming. Following this the certificated facilities must be con- 
structed; and several years may pass from the time the need for gas in the 
future is realized until the time that the need is met. So it is that El Paso, in 
cooperation with its customers, must look to the future needs of all of its 
markets, and this is particularly true in regard to the future additional require- 
ments for California. 

The existing service by El Paso to California has been herein discussed. The 
project of PGT to bring Canadian gas to California for its affiliate, PG&E, the 
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project of Transwestern recently certificated by the Commission, and El Paso’s 
Provo-Las Vegas project, have all been described herein. The evidence here 
shows that after all of these pipeline facilities are completed and gas is flowing 
through them, and the now existing facilities of El Paso, the requirements of 
the California markets within the next 5 or 6 years will only be met by great 
quantities of additional imported natural gas. Therefore, El Paso, as one of 
the suppliers of gas to the California market, must be continually planning to 
meet the future needs of this great market and all of its other markets. 

The importance of adequate supplies of gas to meet the present and future 
requirements of the California market can hardly be over-emphasized. As the 
demands of this market increase with the passing years, El Paso and other 
natural gas companies will compete for the business. It has been pointed out 
hereinbefore that the evidence shows that El Paso cannot presently offer to 
increase its daily deliveries of gas to this market by any great quantities 
without accessibility to additional sources of supply. The accessibility of the 
additional sources of supply on the Pacific system will become a reality with 
the merger. 

El Paso will then be in a position to present to the Commission new projects 
for supplying additional gas to California, and each such presentation may be 
examined by the Commission for economic feasibility. Furthermore, it may 
be assumed that El Paso would have a contract with a California customer, 
obtained after competition with others, before seeking to obtain from the 
Commission a certificate authorizing additional sales in the California market. 
Additional deliveries of gas by El Paso to this market may be made either 
through existing facilities, or expanded facilities along existing rights-of-way ; 
and they may be made also through the presently proposed Provo-Las Vegas 
pipeline. 

It may be concluded with certainty that Pacific, as an independent corpora- 
tion, would not soon be in a position to propose new projects to supply 
California, for the reasons given herein. Upon the consummation of the 
merger, El Paso should be able immediately to start planning and negotiating 
for such projects in the future. California will be benefited by these proposed 
new supplies of gas and California customers will have, under the Act, the 
right to participate in any proceeding for certificate approval from the Com- 
mission of any such sale of additional gas in their State. These things being 
true, it is definitely in the public interest that California have available to it 
the additional sources of gas supply of the merged company. 

While discussing the advantages of having available these additional sub- 
stantial sources of gas supply for the California market, it might be well to 
comment that all of El Paso’s present customers may receive the same benefits. 
It is true that California has the phenomenally expanded market to which will 
be made the greater deliveries, but other markets may benefit in proportion 
to their needs. It may be concluded also that the ratio of benefits to the 
general economy of one State as compared to another might well be in pro- 
portion to its consumption of natural gas. 


(b) Benefits to Pacific’s Present Customers 


While the California market has been discussed herein more extensively 
than the other markets involved, because of its great expansion, there is no 
reason why all of the markets on the merged system may not benefit from the 
increased sources of gas supply and the attachment of them to the vast aggregate 
market of the unified system. It may be taken for granted that the citizens 
of the States in the Pacific Northwest will be constantly striving to improve 
and expand their respective state economies. The same will be true of the 
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Rocky Mountain area traversed by Pacific. It may be surely anticipated that 
these areas will have growth in population, industry and commerce. Their 
natural gas requirements may be expected to become increasingly greater with 
the passage of time; and the easy accessibility of substantial sources of supply 
will be of great advantage. 

Pacifie’s present customers will have the advantage, hereinbefore discussed, 
of not having to bear alone the costs of long hauls of natural gas. The merged 
system will be very large, with its pipelines extending for many miles in 
numerous States between the Mexican and Canadian borders. However, there 
will be on this vast system natural gas service to many markets, and there will 
be scattered along the system sources of gas supply from each of which gas 
will be flowing into the system. El Paso’s President testified that he anticipated 
that most of the gas imported from Canada would be consumed in the Pacific 
Northwest states, although this would vary with the rise and fall of peak 
demands on the system. It may be assumed also that each of the other sources 
of supply will furnish gas to the markets closest to it. This should necessarily 
result in a lower unit transportation cost for gas to all markets on the system. 

El Paso has given assurance that if the merger is consummated it will be 
its policy to give natural gas service to every community within economic reach 
of the unified system. This will be of considerable benefit to the area traversed 
by Pacific pipelines, in which are a considerable number of unserved commu- 
nities large enough to make feasible such service to them. It may be taken 
for granted that El Paso, being prudently managed, will extend its service to 
every community in which profitable sales of gas may be made. El Paso has 


the financial ability to accomplish these extensions promptly upon completion 
of the merger. 






















(c) Fuller Utilization of the Pacific System 





It has been shown clearly by the evidence that the market estimates for the 
Pacific system have been indeed too high. Its pipelines were constructed of 
eapacities to meet these unrealized estimated market demands, with the natural 
result that the Pacific system has considerable idle capacity. This idle capacity 
may be lessened by the extension of Pacific’s facilities to presently unserved 
markets, and also by the connection of the Pacific system to the Bl Paso markets. 

Well managed gas distributing companies do not blindly buy their supplies 
from the pipeline. They are interested in the unit cost of transportation to 
the supplier, so that they may know that a rate proposed to them will not 
have soon to be increased because based on an uneconomic use of pipeline 
capacity. Any prospective purchaser will more readily seek service from the 
unified company when there begins the more economic use of the capacity of 
the Pacific system. The attachment of the Pacific system to El Paso’s markets 
will eventually bring about an elimination of the idle capacity now existing 
in the Pacific system, to the benefit of the system consumers by the reduction 
of unit transportation costs through this system. 

If El Paso and Pacific were dealing as separate corporations, this idle 
pipeline capacity would not nearly so quickly disappear. The merged com- 
pany may lessen this idle capacity to a considerable extent by the promotional 
activities for greater sales of which it will be capable. It may also be said 
that the unit transportation costs could not be so low as on the unified system, 
to which larger markets would be connected. It is quite obvious that it is 
in the public interest that Pacific’s idle pipeline capacity be quickly eliminated. 
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(d) Flexibility of Operation 

The brief of the Applicants urges that: 

An important benefit of the merger of El Paso and Pacific Northwest 
with its attendant complete integration of the two pipeline systems is that 
it will create a flexibility in a day-to-day operations which will give the 
greatest possible assurance of uninterrupted service to the customers of the 
combined systems. 

To have a proper understanding of this “flexibility” of operations, the definition 
thereof by El Paso’s President, in his testimony, should here be given. The 
essence of this testimony is that by central control of the operation of the entire 
unified system, the flow of system gas may be directed at all times to points 
of need on the system. He pointed out that this flexibility of operation is of 
great importance in meeting any shortage of gas occurring at any point on 
the system, due to whatever cause. 

Nothing is more important in the use of natural gas than that there be 
maintained at all times a continuous flow of gas from the wellhead to the 
point of consumption. Serious situations have resulted from the continuity 
of such flow being broken. If there be an interruption of the flow of gas from 
any source of supply, it would be of greatest advantage, in the operation of a 
pipeline, to have an alternate source from which to meet the shortage resulting 
from such interruption. If there be severe weather of unusual duration, 
which causes greater consumption of gas for such period, it would be quite 
important to have supplemental sources of supply of gas from which to make 
up any shortage from the interrupted source. The unified company will have 
various sources of supply well spaced along its system. 

The takes of natural gas by customers of El Paso are not constant. The 
differences in takes by a customer from day to day may be very great. For 
example, the takes on weekends are much less than during the rest of the 
week. With natural gas entering the system at so many points, the flow of 
gas to any particular market or customer may be increased or decreased with 
greater facility; and larger temporary demands on one source of supply may 
be readily relieved by a supplemental supply from another source. 

The “flexibility” of operation, as here explained, could not be accomplished 
to any appreciable extent by cooperation between two separate corporations. 
It is true that separate natural gas companies have given assistance to each 
other in situations of emergency, where their pipelines were connected; but 
there are other periodically occurring situations than the true emergency, which 
could be quickly and easily handled by having such flexibility of operation, 
attainable only through central control of operations. This flexibility of opera- 
tion is clearly an advantage in rendering proper service to the gas consuming 
public. 

Lower Ratesin Prospect 


(a) Deferral and Reduction of Increases in Pacific’s Rates 

The importance of increasing the number of Pacific’s customers as soon as 
practicable, in order to better its presently unsatisfactory financial condition, 
has been shown herein. Any fuel user must be convinced that it is to his 
interest to shift from the use of another fuel to the use of natural gas, or to 
install facilities originally for the use of gas. One obstacle to so convincing 
the fuel user would surely be a present or prospective higher price for natural 
gas. Therefore, Pacific has had a serious problem in trying to better its 
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financial position by obtaining more revenue from additional customers with- 
out deterring its prospective customers with higher rates. 

On August 6, 1957, after the acquisition of its stock by El Paso, Pacific made 
a rate filing with the Commission increasing its rates generally. On September 
4, 1957, the Commission entered an order suspending the increased rates, and 
it was found therein that it was in the public interest that the Commission 
enter upon a hearing concerning the lawfulness of the increased rates. Sub- 
sequently, after the granting of a motion by Pacific, the Commission permitted 
the increased rates to become effective under bond to make refunds of any part 
of such rates found to be excessive. This pending rate proceeding is in Docket 
No. G—13202, and no date for the commencement of the hearing has yet been 
fixed by the Commission. These rates, being collected under bond, are the 
effective rates for Pacific’s customers, subject to later refund. 

It was the unanimous opinion of past and present officers of Pacific, who 
appeared as witnesses, that it would have been necessary for Pacific to file 
for even higher rates than it is now collecting if it had continued as an inde- 
pendent company. Pacific was likewise prepared to file for still greater rate 
increases in order that it might become a sound and substantial company. 
Such additional increases would have been necessary to meet the earnings 
requirements for any further financing by Pacific as an independent company. 
This would unquestionably have retarded the expansion of Pacific’s markets. 

El Paso’s President gave assurance in his testimony that no new rate increases 
to Pacific’s present customers would be filed with the Commission for at least 
one year from the date of the approval of the merger by the Commission. This 
would be quite important to the expansion of the markets of Pacific, and any 
deferral of rate increases is in the interests of the consuming public. Pacific, 
as a separate corporation, could really not afford such a deferral of rate 
increases. Furthermore, during this period El Paso will be carrying on promo- 


tional activities and extending facilities to increase the customers and revenues 
in the Pacific markets. 

























(b) Savings in Operating Expenses 





An official of El Paso gave, in his testimony. a rough estimate of the savings 
which might be accomplished by the operation of the El Paso and Pacific systems 
as a single integrated pipeline system under one central management. These 
savings would result largely by the elimination of duplication of service func- 
tions, now carried on by the separate companies. The witness gave a breakdown 
of the possible savings in each department of the company, and the total of his 
estimate of savings was $1,115,000 a year. There is also in the record evidence 
that savings may result in any future financing of the merged company, both 
as to debt and to equity capital. All estimates of savings were based upon the 
operation of the merged company as a single unit, as contrasted to the separate 
operation of the two companies. 

Attacks have been made upon the accuracy of these estimates of savings. No 
attempt is made here to determine the accuracy of these estimates. The 
evidence shows clearly that substantial savings in the costs of operation may 
be effected by the joint operation of the two systems. No finding is here made 
of any exact dollar amounts expected to be so saved; and no such finding is 
important to the decision here upon the basic issue of whether the merger is in the 
public interest. Any savings in cost of operation are in the public interest. 

























Reasonable Anticipation of Lower Rates 





It is urged in the Applicants’ joint brief that “the many economies which will 
result from the merger of the two systems will necessarily redound to the 
benefit of all customers of both companies in the form of lower rates than 
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would otherwise obtain.” This is something that is conceivable under the 
facts here established. The unit cost of transportation to all markets should 
be less. Deliveries of gas may be effected at lower capital cost. Debt and 
equity capital may be more readily acquired and upon better terms. These are 
some of the factors which may bring about lower rates for the consumers in all 
markets on the merged system. This is not an adjudication that El Paso, the 
survivor corporation, must lower its rates in the future; it is merely a finding 
that, on the basis of the evidence, there is a likelihood that the economies to 
be effected by the merger will result in a reduction in the cost of service, which 
will be of benefit to the consuming public served by the unified system. 


FUTURE RATES 


kl Paso avers in an exhibit to its application in Docket No. G—13019 that it 
does not now propose to make any changes in its own “FPC Gas Tariff Relating 
to Rates, Charges or Classification of Service,” nor in Pacific’s “filed tariff 
rates,” as a result of the merger, except those which apply exclusively to sales 
or exchanges between El Paso and Pacific, for which there will be no need after 
the merger. El Paso will continue all service to its present customers and it 
does not “propose to discontinue or curtail in any manner the services now 
being rendered” by Pacific to its customers. Pacific’s existing FPC Gas Tariff 
will merely be reissued in the name of El Paso which will continue to perform 
all service thereunder. 

Under Section 157.14(c), “Additional Information”, of the Commission’s 
“Regulations under the Natural Gas Act,” the Secretary is authorized to request 
from any applicant in a proceeding upon his application before the Commission, 
‘such additional data, information, exhibits, or other data as may be specified,” 
which the applicant is then required to submit. Pursuant to this authority, 
the Secretary by letter of June 20, 1958, requested from El Paso, among other 
things. the following: 

(a) System cost of service for the first two calendar years of operation 
of the merged company 

(b) An allocation of such costs to each particular service classification, 
with the basis for each allocation clearly stated. 

(ec) The combined rate base and rate of return. 

(d) Gas Operating expenses, segregated functionally by accounts. 

(e) Depletion and depreciation. 

(f) Taxes, with the basis upon which computed. 

This additional detailed information was submitted to the Staff by El Paso 
prior to the hearing; and all of it has been received in evidence with extensive 
supporting testimony. There arises the question of what place this evidence 
has in this proceeding. It is at most merely certain thoughts or ideas advanced 
by El Paso, on request therefor by the Staff, upon what it might propose at some 
time in the future with regard to the rates to be charged in the various markets 
on the merged system. This expression of El Paso’s views upon this subject is 
certainly not relevant to any issue rightfully and logically related to the basic 
issue of whether the proposed merger is in the public interest. 

This is true because the merger herein authorized is to have no effect whatever 
upon any rate being paid by any customer of either El Paso or Pacific. El Paso 
was asked for its views on future rates for the unified system and it gave them; 
but it has made no filing of them under Section 4 of the Act which would require 
the Commission to make a determination of whether they are just and reason- 
able. The rates that will be charged on the merged system are the existing rates 
which can only be changed by a proceeding under Sections 4 and 5 of the Act. 
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They cannot be changed in this proceeding because the lawfulness of them is not 
here in issue. It must not be predicted here what the future rates will be, even 
on the basis of El Paso’s views expressed on request, because no determination 
can be made except in a true rate proceeding of whether such views would result 
in lawful rates. It must be kept in mind that any rates for the future, different 
from the existing rates, would constitute rate changes, the lawfulness of which 
must be determined under procedures prescribed under Sections 4 and 5 of the 
Act. Therefore, all evidence relating to future rates to be charged on the unified 
system is irrelevant to the basic issue of whether the merger is in the public 
interest. 

This is not a rate proceeding and will not be permitted to become such. Noth- 
ing in this decision is to be construed as in any way affecting any present or 
future rate to be charged by the survivor corporation for any sale of gas or 
service whatever. The issuance of the certificates herein leaves every customer 
of both corporations subject to the rates he is now paying. El Paso will have, 
as the survivor corporation, every right pertaining to its future rates that either 
separate corporation would have as a natural gas company under the Act. 

There are contentions in the record that the merger per se will inevitably 
result in higher rates for El Paso’s present customers. The Staff asserts this 
as one of the grounds advocated by it for the denial of the merger, as does Cal- 
ifornia. While PG&E does not specifically oppose the merger, it seeks the imposi- 
tion of conditions upon the issuance of the certificate authorizing the merger, 
which would effectively prevent permanently the allocation of any “costs of serv- 
ice” to any present customers of either El Paso or Pacific, “which would not 
have been allocable to such customers if the acquisition and merger authorized 
herein had not been consummated.” To attach any such conditions would be to 
render a decision that under no possible circumstances should any present El 
Paso customer be required at any time in the future to pay any part of any cost 
of service relating to the ownership and operation of Pacific’s existing system, 
regardless of whether such customers were receiving benefits from this operation. 
The request of PG&E for the attachment to the certificates herein issued of its 
proposed conditions is denied. 

The Southern California Companies and Southern Union are present customers 
of El Paso. Each, as an intervener, has filed a brief in which it does not oppose 
the merger, but seeks only to have a condition attached to its approval which 
would require El Paso to maintain its accounts in such a manner as to make avail- 
able in future rate cases adequate data for cost allocation studies on Pacific’s 
system, as it would exist as a part of the unified company. The public interest 
requires that a condition be attached to the issuance of the certificate which 
would enable the customers of both corporations to have, from the accounts of 
the unified company, such adequate data. With the attachment of such a condi- 
tion to the certificate, no decision whatever is made concerning cost allocation 
between the various customers of the unified company. Such cost allocation 
remains a wide-open issue for some future rate case resulting from action taken 
under Sections 4 and 5 of the Act. 

Hereinafter appears a further discussion of the conditions to be attached to 
the certificate. This separate discussion of future rates at this point is for 
the purpose of making clear that they are not to be considered in relation to the 
basic issue of whether the public convenience and necessity require the merger. 


PACIFIO’S APPLICATION 


Pacific prayed specifically in its application that the Commission “permit and 
authorize Pacific to abandon, pursuant to Section 7(b) of the Natural Gas Act,” 
all of its system facilities, ‘and to abandon all services rendered by means of 
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such facilities, in favor of the acquisition and operation thereof by El Paso”, 
conditioned, of course, upon the granting of El Paso’s application and the con- 
summation of the merger. There will be no such abandonment of Pacific’s facil- 
ities and the service rendered by means of them, as is contemplated by Section 
7(b) of the Act. Under the proposed plans of El Paso, there will be no cessation 
whatever of the services now rendered by Pacific in the use of its facilities. 
Section 7(b) contemplates an actual abandonment of service and facilities and 
none such is here proposed. Under similar circumstances, the Commission 
denied the application to abandon. 

In the matters of Kenneth McCullough, Docket No. G—-11701, and Canon Oil 
Production, Docket No. G-11702, which were consolidated for hearing, McCul- 
lough sought a certificate authorizing him to continue a sale of natural gas to 
an interstate pipeline company, which was being made by Canon under certificate 
authority from the Commission. Canon had assigned to McCullough his lease- 
hold interests from which was being produced the gas being sold as aforesaid, 
and asked in his application for permission to abandon the sale. Under these 
circumstances, the Commission made the following two specific findings: 

Inasmuch as effective from the date of the issuance of a certificate herein 
McCullough proposes to continue under the same contractual provisions and 
at the same rate the identic operations and service which Canon has been 
rendering to Hope Natural Gas Company, no abandonment of service is 
involved and the application filed by Canon, Docket No. G—11702, should 
be dismissed as being not required by the provisions of the Natural Gas Act. 

In view of the foregoing, it is necessary and appropriate in the public 
interest to rescind as of the date of issuance of this order the certificate 
of public convenience and necessity granted to Canon by the order of the 
Commission issued August 19, 1955, Docket No. G-8777. 


In the Commissioner’s Regulations under the Natural Gas Act it is provided 


in Section 157.20(e) as follows: 


(e) The certificate issued to applicant is not transferable in any manner 
and shall be effective only so long as applicant continues the operations 
authorized by the order issuing such certificate and in accordance with the 
provisions of the National Gas Act, as well as applicable rules, regulations, 
and orders of the Commission. 

It would appear from the above that the proper procedure to be followed here 
pursuant to the Act and Commission Regulations, would be to rescind all 
certificates heretofore issued to Pacific by the Commission, and then by the 
order herein, issue new certificates to El Paso identical with the rescinded 
certificates issued to Pacific. By this procedure El Paso would then be specifi- 
cally authorized by issued certificates to own and operate all of Pacific’s facil- 
ities, and to perform every service that Pacific now has certificate authority 
to perform. In the Applicants’ joint brief a finding is proposed to the effect 
that El Paso will, by the proposed merger, “succeed to and assume all the 
property, tangible and intangible, real and personal, and all the rights, obliga- 
tions, franchises, and privileges of Pacific Northwest, and El Paso will render 
any and all services now rendered, or contemplated by Pacific Northwest 
including the importation of natural gas from Canada and including the main- 
tenance of the requisite importing facilities at Sumas, Washington on the Inter- 
national Boundary.” This finding is hereby made with the exception that the 
merger will not effect a transfer of any franchise granted to Pacific by a cer- 
tificate of public convenience and necessity issued by the Commission. It is 
true that the merger, under the Delaware Law, will accomplish a transfer of all 
property rights of Pacific to El Paso, and will impose upon El Paso all obliga- 
tions of Pacific; but the merger, standing alone, could not transfer certificate 
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authority which is not transferable under the Commission’s Regulations. 
sovereign State of Delaware has no such authority to transfer. 

Therefore, the prayer of Pacific in its application for permission to abandon 
its facilities and the services rendered by means of them, pursuant to Section 
7(b) of the Act, should be denied. However, the authority sought by Pacific 
to bring about its merger into El Paso, and to do all things necessary to this 
end, should be, and is, hereinafter granted. The merger of Pacific into El 
Paso will definitely serve the public interest. 

The facilities to be acquired under the certificates of public convenience and 
necessity herein ordered are to include the entire pipeline system of Pacific as 
constituted at the time of the merger. By issuing to El Paso identical certifi- 
eates to all those heretofore issued to Pacific and rescinded hereinafter, El 
Paso will be given the right and authority to construct and operate any facil- 
ities heretofore certificated by the Commission but not yet completed and put 
in operation by Pacific. In any pending proceedings before the Commission 
to which Pacific is a party, El Paso may file a motion to be substituted for 
Pacific in each such proceeding. 


The 

















CONDITIONS 





The public interest requires that certain conditions be attached to the issu- 
ance of the certificates of public convenience and necessity herein ordered. 
The conditions imposed in the order hereinafter made are to be construed in 
the light of the discussion of them in this section of the decision. 


Merger under Delaware Law 





The certificate of public convenience and necessity authorizing the acquisi- 
tion and operation by El Paso of Pacific’s facilities should not be issued with- 
out specifying the manner of acquisition, so that the Commission, acting to 
protect the public interest, may be entirely sure that El Paso will stand squarely 
in the shoes of Pacific insofar as its obligations of whatever kind are concerned. 
El Paso has set forth in its application the legal procedures it will follow, pur- 
suant to Section 253 of the Delaware General Corporation Law to consummate 
the merger. These procedures were likewise described in the testimony of 
El Paso’s Financial Vice-President, and a summary of them was given in the 
Applicant’s joint brief. If these procedures are followed, El Paso unques- 
tionably assumes every obligation of Pacific under Deleware law; and the 
certificates are issued upon the condition that they be followed. 

Paragraph (a) of said Section 253, specifies the conditions under which 
the merger may be effected, and prescribes the procedures for the consumma- 
tion of the merger. The evidence shows that El Paso will be able to meet 
these conditions. Paragraph (b) covers the rights and obligations of the 
survivor corporation, reading as follows: 

(b) Upon the recording of the certificate pursuant to subsection (a) of this 
section, all of the estate, property, rights, privileges and franchises of such 
other corporation or corporations shall vest in and be held and enjoyed by 
such parent corporation as fully and entirely and without change or diminu- 
tion as the same were before held and enjoyed by such other corporation or 
corporations, and be managed and controlled by such parent corporation, and 
except as hereinafter in this section provided, in its name, but subject to all 
liabilities and obligations of such other corporation or corporations and the 
rights of all creditors thereof. The parent corporation shall not thereby ac- 
quire power to engage in any business, or to exercise any right, privilege or 
franchise, of a kind which it could not lawfully engage in or exercise under 

the provisions of the law by or pursuant to which such parent corporation is 



































FEDERAL POWER COMMISSION 1141 


organized. The parent corporation shall be deemed to have assumed all the 
liabilities and obligations of the merged corporation or corporations, and shall 
be liable in the same manner as if it had itself incurred such liabilities and 
obligations. 


Stipulation of Counsel 


This stipulation by counsel for El Paso and an Assistant General Counsel of the 
Commission is self-explanatory. It is Exhibit No. 380 in the record. The cer- 
tificates of public convenience and necessity hereinafter issued to El Paso are 
ordered subject to the provisions of the stipulation, which reads as follows: 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


IN THE MATTERS OF PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET No. 
G-135018 ; En Paso NATURAL GAs CoMPANY, DocKeEtT No. G—13019 


STIPULATION 


It is hereby stipulated and agreed by and between counsel for El Paso Nat- 
ural Gas Company and an Assistant General Counsel for the Federal Power 
Commission as follows: 

(1) That the reported gross profit in the amount of $4,702,856.37 as re- 
flected in Schedule No. 1 attached to a letter dated July 1, 1958, to the Federal 
Power Commission from El Paso Natural Gas Company entitled “Summary of 
Charges From Various Fish Companies to Pacific Northwest Pipeline Cor- 
poration For Fees and Services” represents profits between companies under 
common control which arose out of various agreements and contracts between 
companies under common control. 

(2) That El Paso Natural Gas Company consents to imposition of a con- 
dition by the Federal Power Commission in any order or orders that may 
be issued authorizing the acquisition by El Paso of the facilities of Pacific 
Northwest Pipeline Corporation that are subject to the jurisdiction of the 
Federal Power Commission, requiring El Paso Natural Gas Company to set up 
on its books and records and to reflect in its financial statements, a reserve in 
the amount of ten million dollars ($10,000,000) to be available for adjust- 
ments to the plant and depreciation reserve accounts of Pacific Northwest 
Pipeline Corporation to be transferred to El Paso by Pacific Northwest upon 
acquisition of its facilities by merger. 

(3) With respect to the disposition of the reserve for accounting adjust- 
ments, El Paso Natural Gas Company shall have the right in this or any other 
proceeding to make such contentions as may be appropriate, but which are 
not inconsistent with paragraph (1) above. 

(S) Stanley M. Morley, 
STANLEY M. Mor.ey, 
Attorney for El Paso 
Natural Gas Company. 
(S) Robert L. Russell, 
Rosert L. RUSSELL, 
Assistant General Counsel, 
Federal Power Commission. 
September 9, 1958. 


Reissuance of Pacific's Tariffs 


It is ordered hereinafter that El Paso shall issue in its own name all FPC 
Tariffs of Pacific now on file with the Commission. Inasmuch as Pacific goes out 
of existence with the merger, there should be legally filed tariffs by El Paso, as 
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the survivor, for the performance of all services now being performed by Pacific, 
without any change whatever therein except the insertion of E: Paso’s name for 
that of Pacific wherever it appears. 


Supplemental Accounts for Cost Allocation 


The pendency of the civil action against El Paso and Pacific in the United 
States District Court for Utah, for the alleged violation of Section 7 of the 
Clayton Act, has been discussed herein. In this case, the Attorney General 
prayed for a preliminary injunction enjoining the defendants “from disposing 
of any of the stock of Pacific Northwest, from disposing of or commingling 
or in any way impairing the independent utility of the assets of Pacific North- 
west, and from making any basic changes in the organization or operations 
of Pacific Northwest pending a final adjudication of this proceeding.” While 
this preliminary injunction was not issued by the Court, El Paso has, according 
to the evidence, respected and complied with the terms of the requested in- 
junction to the same extent as if it had actually issued. It is assumed that 
Pacific will continue so to do until a final disposition of that proceeding. 

At the present time, therefore, Pacific is being operated as an independent 
corporation. It is, of course, maintaining its separate corporate accounts in 
eonformity with the Uniform System of Accounts of the Commission. If 
El Paso and Pacific, after obtaining from the Commission the certificates of 
public convenience and necessity here ordered, should successfully defend 
against the civil action aforesaid, there would no longer be any requirement 
for the maintenance of a separate accounting system for Pacific. Therefore, 
for the protection of certain rights of the customers of both El Paso and 
Pacific, conditions should attach to the issuance of the certificates here ordered, 
which would require certain supplemental accounts to be maintained so as to 
make available for any future rate case certain cost allocation data. 

Such cost allocation data will be of importance in any rate proceeding 
wherein El Paso should seek to change the existing rates for sales or service 
to the present customers of either company. As pointed out, no rate question 
is here decided; but it appears quite necessary that such cost allocation data 
be made available for the future, so as to make possible a fair trial of any 
future proceeding involving increased rates for any customers of the unified 
company. In such future proceedings there will arise problems of cost allo- 
eation between customers of the merged company, and El Paso should be 
required by order herein to maintain the accounts of the merged company in 
such manner as to make available adequate data for cost allocation studies 
to be presented in relation to any such change of rates. 

The Southern California Companies have requested in their brief the attach- 
ment of a condition to the certificates here granted which would require El 
Paso so to maintain the accounts of the unified company. The requested con- 
dition, as proposed by them, is set forth in their brief, and it appears to be 
reasonable in its provisions and to accomplish the intended purpose. This 
request of the Southern California Companies is granted and the proposed 
condition appears in paragraph (G) of the ordering section of this decision. 
Southern Union likewise proposed a condition to be attached to the certificates, 
which seeks the same result as that proposed by the Southern California 
Companies. 

CONCLUSION 


El Paso has sustained the burden of proof and established by substantial 
evidence that its acquisition and operation of the facilities of Pacific are re- 
quired by the public convenience and necessity. El Paso is able and willing to 
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acquire and operate Pacific’s facilities, to perform every service Pacific is now 
authorized to perform by certificate or permit issued by the Commission, and 
to conform to the provisions of the Act and the requirements, rules, and regu- 
lations of the Commission thereunder. 

The paramount objection to the approval of the merger appears to be that 
it may bring additional costs for gas to some of the customers of the unified 
company. The law presumes, at this point, that any rates to be charged in 
the future for gas delivered to any of the customers of the merged company 
will be lawful. It is presumed that the Comnission will perform its duty and 
order that only just and reasonable rates be charged on the merged system. 
The possibility of a change in rates should not stand in the way of a merger 
found to be in the public interest. 

All findings of fact or conclusions of law requested by any party to these 
proceedings, which have not been made hereinbefore either specifically or in 
substance, are hereby denied. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission pursuant to its 
Rules of Practice and Procedure, that: 


(A) A certificate of public convenience and necessity is hereby issued, upon 
the terms and conditions of this order and subject to all pertinent provisions 
of the Natural Gas Act and the Commission’s Regulations thereunder, author- 
izing El Paso to acquire and operate all of the facilities of Pacific, subject to 
the jurisdiction of the Commission, which are described in the applications of 
these two natural gas companies in Docket Nos. G—13018 and G—13019. 

(B) All permits and certificates of public convenience and necessity hereto- 
fore issued to Pacific by the Commission are hereby rescinded as of the effective 
date of the merger herein authorized; and identical permits and certificates of 
public convenience and necessity to those so rescinded, with any amendments 
or modifications thereof made by the Commission, are hereby issued to El Paso, 
upon the terms and conditions of this order and subject to the pertinent pro- 
visions of the Natural Gas Act and the Commission’s Regulations thereunder, 
to be just as effective as if El Paso had originally been issued said certificates ; 
and El Paso is hereby vested with all rights, and charged with all obligations 
and responsibilities of Pacific under the said rescinded certificates. 

(C) The certificates, issued in paragraphs (A) and (B) above, shall be 
accepted in writing and under oath by a responsible official of El Paso within 
80 days from the issuance of this order, pursuant to paragraph (A) of Section 
157.20 of the Commission’s Regulations Under the Natural Gas Act. 

(D) The acquisition of Pacific’s facilities by El Paso, as authorized in para- 
graph (A) hereof, shall be accomplished by El Paso by merging Pacific into it 
pursuant to the provisions of Section 253 of the Delaware General Corporation 
Law, by taking the legal steps proposed in El Paso’s application and testimony, 
within 30 days from the issuance of this order. 

(E) The certificates described in paragraphs (A) and (B) hereof are issued 
subject to the provisions of the stipulation entered into on September 9, 1958, 
by Attorneys representing El Paso and the Commission Staff, which is Exhibit 
No. 380 in this record. 

(F) Within 30 days from the issuance of this order, El Paso shall reissue, 
in its own name and without other change, all FPC Gas Tariffs of Pacific now 
on file with the Commission. 
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(G) The certificates described in paragraphs (A) and (B) hereof are issued 
upon the condition that El Paso shall maintain, in conformity with the 
Uniform System of Accounts, supplemental accounts in scope and form satis- 
factory to the Commission designed to show separately : 

(a) The actual direct gas plant, depreciation reserve, operating revenues, 
operating expenses and other operating revenue deductions which would be 
involved in any determination of El Paso’s cost of service for the system zones 
formerly served by (i) El Paso, and (ii) Pacific Northwest, and 

(b) The actual direct gas plant, depreciation reserve, operating revenues, 
operating expenses and other operating revenue deductions applicable to the 
main transmission line segments (excluding laterals) of the Pacific Northwest 
system, divided between: 

(i) Northwest System—from Sumas, Washington (on the Canadian bound- 
ary) to and including Station No. 14, near Pendleton, Oregon. 

(ii) Rocky Mountain System—from Station No. 14, near Pendleton, Oregon, 
to Station No. 6, near Rock Springs, Wyoming. 

(iii) San Juan System—from San Juan Basin to and including Station No. 
6, near Rock Springs, Wyoming. 

(c) The applicable indirect gas plant, depreciation reserve, operating reve 
nues, operating expenses and other operating revenue deductions which would 
be involved in determination of allocations between the divisions outlined 
above. 

(H) The application of Pacific to abandon its facilities under Section 7(b) 
of the Act is hereby denied for the reasons hereinbefore given; but Pacific is 
hereby authorized to do all things necessary for it to do to accomplish the 
merger herein authorized. 

DANIEL J. KeELiy, 
Presiding Examiner. 


Before Commissioners: Jerome K, Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


PACIFIC NORTHWEST PIPELINE CORPORATION, DOCKET NO. G-18257 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 23, 1959) 


Pacific Northwest Pipeline Corporation (Applicant), a Delaware corporation 
with its principal office in Salt Lake City, Utah, filed a budget-type application 
for a certificate of public convenience and necessity on April 8, 1959, and a 
supplement and an amendment thereto filed June 10, and July 13, 1959, respec- 
tively, pursuant to Section 7 of the Natural Gas Act authorizing the construc- 
tion and operation during the calendar year 1959 of field facilities to enable 
Applicant to attach new gas supplies, of natural gas, as more fully deseribed in 
the application on file with the Commission. 

Applicant proposes to construct approximately 15 miles of field lines, together 
with related line taps, and metering facilities. 

Applicant states the proposed facilities will enable it to take into its certifi- 
eated main pipeline system, natural gas which will be purchased from pro- 
ducers in the general area of its existing transmission system from time to time 
during the calendar year 1959 at a total cost not in excess of $374,000, exclusive 
of any facilities to be constructed by Applicant pursuant to certificate author- 
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izations heretofore issued by the Commission and as may be issued hereafter in 
any pending certificate applications. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 16, 1959, respecting the matters involved in and the issues presented 
by the application. No appearances other than staff counsel were entered upon 
the record and no evidence offered in opposition to the granting of the applica- 
tion. Staff counsel moved orally at the hearing that the intermediate decision 
procedure be omitted and the Commission render a decision herein pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 

(1) The applicant herein is a “natural-gas company” within the meaning of 
the Natural Gas Act as heretofore found by the Commission. 

(2) The facilities hereinbefore described are proposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, as an integral part of Applicant’s pipeline 
system, and the construction and operation thereof by Applicant are subject to 
the requirements of Subsection (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities hereinbefore described 
will enable Applicant to connect its system with new sources of supply required 
by the public convenience and necessity, and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed, and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraph (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act should attach to the certificate issued to 
Applicant herein, and to the exercise of the rights granted thereunder. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, prior to March 1, 1960, a state 
ment, under oath, showing by projects: (a) names of fields connected, (b) 
estimates of gas supply attached, (c) a description of the project or projects that 
have been constructed pursuant to the authorization granted hereunder, during 
the calendar year 1959, (d) the location of said project or projects, (e) the costs 
of the facilities constructed, and (f) the names of the independent producer 
together with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate application. 

(7) The authorization granted in the certificate referred to in paragraph (3) 
above should be limited to construction during the calendar year 1959 and the 
total expenditures for facilities authorized to be constructed in Docket No. 
G-18257 should not exceed a cost of $374,000 and no single project should 
exceed a cost of $100,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of said Rules. 


The Commission orders: 


(A) The certificate of public convenience and necessity be and the same 
is hereby issued authorizing the applicant to construct and operate natural gas 
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facilities for the purposes stated upon the terms and conditions of this order, 
as hereinbefore described, all as more fully described in the application filed 
in this proceeding. 

(B) A certificate issued herein is not transferable and shall be effective only 
so long as the applicant continues the operations authorized in this order and 
in accordance with the provisions of the Natural Gas Act and the applicable 
rules, regulations and orders of the Commission thereunder. 

(C) The certificate issued in paragraph (A) above, is hereby conditioned and 
limited to include expenditures for construction during the calendar year 1959 
and total extent of facilities authorized to be constructed by Applicant shall 
not exceed a cost of $374,000 and no single project shall exceed a cost of 
$100,000. 

(D) The general terms and conditions set forth in subparagraph (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to and become a part of the certificate granted by paragraph (A) hereof, 
and the exercise of the respective rights granted thereunder. 

(E) The applicant shall submit on or before March 1, 1960, a statement under 
oath, showing by projects: (a) names of fields; (b) estimates of gas supply 
attached; (c) the costs; (d) a description of the project or projects which 
have been constructed; (e) locations of facilities constructed pursuant to the 
authorizations granted thereunder during the calendar year 1959, and (f) the 
names of the independent producers involved together with the respective dates 
of the gas sales contracts and the docket numbers of the related producer 
certificate applications. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck. 
William R. Connole, Arthur Kline and John B. Hussey. 


IDAHO POWER COMPANY, DOCKET NO. E-6907 





ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY NOTES 


(Issued December 24, 1959) 


Idaho Power Company (Applicant), a corporation organized under the laws 
of the State of Maine and qualified to do business as a foreign corporation in 
the States of Idaho, Oregon, and Nevada, with its principal place of business 
at Boise, Idaho, filed an application on November 3, 1959, as supplemented 
November 23, 1959, for an order, pursuant to Section 204 of the Federal Power 
Act, authorizing the issuance of not to exceed $40,000,000, aggregate principal 
amount of Promissory Notes, outstanding at any one time. 

Applicant proposes to issue the Notes as original Notes and renewal Notes to 
evidence bank loans and renewals of loans to be obtained on or before December 
31, 1960. Each Note will mature not later than one year after its date of issue 
and will bear interest at the rate applicable in New York City at the time of each 
borrowing to commercial bank loans of such form and character. As of the 
date of the application, that interest rate was 5% (corresponding to the New 
York City prime rate). 

By order issued April 24, 1957, Idaho Power Company, Docket No. E-6734 
(17 FPC 581), as supplemented by orders issued February 27, 1958 (19 FPC 
279) and December 18, 1958 (20 FPC 848), the Commission authorized Ap- 
plicant to issue up to $40,000,000, principal amount of Promissory Notes, out- 
standing at any one time, subject to the condition that the issuance of any Notes 
authorized therein be completed on or before December 31, 1959. Sinee the 

































FEDERAL POWER COMMISSION 1147 


Commission’s initial authorization on April 24, 1957, to issue Promissory Notes 
in the maximum principal amount of $40,000,000, Applicant on various occasions 
has had Notes outstanding in the aggregate principal amount of approximately 
$30,000,000. However, Applicant then reduced the total amounts of such Notes 
outstanding out of the proceeds from the issuance and sale of permanent securi- 
ties (including First Mortgage Bonds, Debentures, and equity securities) before 
proceeding to issue new Notes.* Pursuant to that authorization, Applicant had 
outstanding $18,400,000, aggregate principal amount of Promissory Notes, as of 
November 27, 1959, and expects to have outstanding Notes in the total principal 
amount of approximately $22,300,000 as of December 31, 1959. 

The request herein for authorization to issue Notes in the maximum principal 
amount of $40,000,000 will cover the issuance of new Notes and the issuance 
of any renewal Notes, including renewal Notes for the payment of any Notes 
presently outstanding or to be issued on or before December 31, 1959, under the 
above-described authorization in Docket No. E-6734. 

Applicant anticipates that the maximum principal amount of Notes to be 
outstanding during the authorized period to December 31, 1960, will not exceed 
$32,500,000, unless market or other conditions preclude the consummation of 
permanent financing arrangements by October, 1960. During 1960 Applicant 
expects to undertake permanent financing arrangements, including the issu- 
ance of equity securities, probably during the fall of that year; however, the 
exact form, amount and times of issuance of such long-term corporate securi- 
ties necessarily will depend upon future market and other conditions. The 
proceeds from such financing will be utilized to repay in part any of the con- 
templated Notes then outstanding. 

None of the proposed Notes will be resold to the general public, and no 
finder’s fee or other negotiation fee, commission or remuneration will be paid 
in connection therewith to any third person. 

The proposed issuance of Notes will enable Applicant to (1) issue renewal 
or replacement Notes for those presently outstanding or to be outstanding on 
or before December 31, 1960; and (2) carry forward Applicant’s current con- 
struction program, which is currently estimated to require approximately 
$27,800,000 for the remainder of 1959 and 1960. Of that amount approximately 
$13,790,000 will be required to carry forward Applicant’s construction of the 
Snake River development, licensed by order of the Commission issued August 
4, 1955, Project No. 1971, which is presently in progress. Other major items 
included within that amount are $4,270,000 for the 187-mile Boise Bench-Brady 
230 kv transmission line; $1,170,000 for the 65-mile Oxbow-Imnaha 230 kv 
transmission line; $1,600,000 for substation facilities; and $4,000,000 for dis- 
tribution facilities. 

Written notice of the application has been given to the Idaho Public Utilities 
Commission, the Oregon Public Utilities Commissioner, and the Public Service 
Commission of Nevada, and to the Governor of each of those States. Notice 
of the application was also given by publication in the Federal Register on 
November 18, 1959 (24 F.R. 9319), stating that any person desiring to be 
heard or to make any protest with reference to the application should file a 


*See the Commission orders approving these issuances and sales of permanent securities 
by Applicant in Docket Nos. E—-6781, issued November 7, 14, and 21, 1957 (18 FPC 603, 
630, 688) ; E-6802, issued March 21 and April 1, 1958 (19 FPC 354, 444) ; E-6830, issued 
July 18 and July 23, 1958 (20 FPC 54, 94) ; E-6840, issued September 29 and October 14, 


1958 (20 FPC 437, 516) ; and E-6871, issued April 29, May 5, and May 13, 1959 (21 FPC 
598, 636, 681). 
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petition or protest with the Federal Power Commission, Washington 25, D.C., 
on or before December 2, 1959. No protest or petition or request to be heard 
in opposition to the granting of the application has been received. 

The Idaho Public Utilities Commission, by order dated November 18, 1959, 
authorized Applicant to issue $30,187,500, principal amount of Promissory 
Notes, “over and above the limitations applicable to Applicant under Section 
61-903, Idaho Code”. 





The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the Com- 
mission as heretofore described and set forth in the Commission’s order issued 
November 7, 1957, Idaho Power Company, Docket No. E-6781 (18 FPC 603). 

(2) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $40,000,000, all as described above, would constitute an issuance of 
securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $40,000,000, all as described above, will be in excess of 5% of the 
par value of the other securities of Applicant, and therefore, will not be exempt 
by virtue of Section 204(e) from the requirements of Section 204(a) of the Act. 

(4) Applicant is not organized and operating in a State, under the laws 
of which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
is, therefore, not exempt by virtue of that Section from the requirements of 
Section 204 of the Act. 

(5) The proposed issuance of Promissory Notes will be exempt from the 
competitive bidding requirements of Section 34.1a of the Commission’s Regula- 
tions under the Federal Power Act, by reason of Paragraph 34.la(a) (2) 
thereof. 























(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of the Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service and is reasonably appro- 
priate for such purposes. 

(7) The period of public notice given in this matter is reasonable. 
The Commission orders: 

(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $40,000,000 outstanding at any one time, upon the terms and condi- 
tions and for the purposes set forth in the application, all as described above, 
is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the maturity of all 
Notes to be issued pursuant thereto being within one year of their respective 
dates of issue and the final maturity of all such Notes being not later than 
December 31, 1961. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before the Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 


gation on the part of the United States in respect of any securities to which 
this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. G-19376 


FINDINGS AND ORDER ISSUING CERTIFICATE 
OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 28, 1959) 


Columbia Gulf Transmission Company (Applicant), a Delaware corporation 
with its principal office in Houston, Texas, filed an application in Docket No. 
G-—19376 on September 1, 1959, pursuant to Section 7 of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of facilities subject to the jurisdiction of the Commission, 
all as more fully described in the application on file with the Commission. 

Applicant seeks certificate authority to construct and operate an additional 
10,500 horsepower compressor unit at its existing Compressor Station No. 2 near 
Clementsville, Kentucky, for experimental purposes. The proposed unit will 
consist of one 10,500 horsepower gas turbine as the prime mover of a centrifugal 
compressor, which will be the only remote controlled unit in the Clementsville 
Station. A component of the gas turbine is a modified aircraft type jet engine. 

Applicant states the major advan’age of this type of unit over conventional 
units is a substantial reduction in capital costs. 

The results of the experiment may influence future installations for capacity 
increases and may provide valuable information to the gas industry which may 
enable lower costs to the consuming public. 

Applicant estimates the total cost of the proposed experimental installation 
at $1,554,000 and has entered into an agreement, dated July 15, 1959, with the 
Cooper-Bessemer Corporation wherein the latter agrees to furnish, without 
charge, the proposed facilities and its related spare parts for use in the proposed 
compressor station addition during the test period of 8,000 hours or 18 months, 
whichever occurs first. Cooper-Bessemer has also agreed to pay Applicant the 
sum of $250,000 to be applied against the cost of construction. The combined 
contributions of Cooper-Bessemer is estimated at $1,025,000 of the total cost of 
the proposed installation. The cost to the Applicant is estimated at $529,000 
which will cover the remaining cost of materials and labor. In addition, Appli- 
eant will furnish the normal operating and maintenance expenses of the 
facilities during the test period, which is estimated at $223,650 per year. If 
the experiment is unsuccessful, the salvage value of Applicant’s materials is 
estimated at $379,000. 

Applicant states Cooper-Bessemer will own the facilities it furnishes and 
Applicant will have the option (but not the obligation) to purchase these 
facilities during the test period at a price of $1,025,000. In the event that 
Applicant does not exercise its option to purchase the facilities, Cooper-Bessemer 
will remove the units furnished by it. 

The experimental unit is not to be used to increase the capacity of Applicant’s 
system or the daily or yearly volumes transported. If successful, it will be 
used as standby only and later included in any future request for facilities to 
increase system capacity. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 15, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
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application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Columbia Gulf Transmission Company, a Delaware corporation having its 
principal place of business in Houston, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application, will be used in the 
transportation of natural gas in interstate commerce subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1), (ce) (3), (ec) (4) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder, and that the time 
within which construction of the facilities authorized by this order should be 
completed and the said facilities placed in actual operation should be fixed 
at 10 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public couvenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (e) (8), (¢) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations is hereby fixed at 10 months from 
the date on which this order issues. 

(D) The certificate granted in paragraph (A) above permits operation of the 
test unit for 8,000 hours or 18 months, whichever occurs first. If Applicant 
desires to operate the test unit on a permanent basis, it shall file for authori- 
zation to acquire and operate the facilities on such a basis at least 60 days 
prior to the end of the test period. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


JONES-O’BRIEN, INC. ET AL. (OPERATORS), ET AL., DOCKET NOS. 
G-11338, G-16619, G—16811, G—16025° 


ORDER ACCEPTING OFFER OF SETTLEMENT, REDESIGNATING PROCEEDING, ALLOWING 
PROPOSED RATES TO TAKE EFFECT, AND TERMINATING PROCEEDINGS 


(Issued December 29, 1959) 


On October 1, 1956 Ralph R. Gilster, et al. (Gilster), tendered proposed 
changes in his then effective rates and charges for sales of natural gas sub- 
ject to the jurisdiction of the Commission, to Texas Eastern Transmission 
Corporation (Texas Eastern) as contained in Supplement No. 1 to Gilster’s 
FPC Gas Rate Schedule No. 2. The source of the gas provided for in the 
contract dated August 15, 1955, is Bethany-Longstreet Field, Caddo and DeSoto 
Parishes, Louisiana. 

By orders issued October 31, 1956 and November 21, 1958, in Docket No. 
G-11338, said proposed changes in rates were suspended and subsequently 
made effective subject to refund of excess charges on October 27, 1958. The 
periodic rate increase of 0.2015¢ per Mcf from 13.4354¢ per Mcf to 13.6405¢ 
per Mcf (excluding gathering tax reimbursement of 1.0¢ per Mcf) amounts to 
approximately $30,000 annually. 

On September 30, 1958, Gilster tendered for filing proposed changes in rate 
and charge, amounting to approximately $52,000 annually, for sales of natural 
gas subject to the jurisdiction of the Commission, to Texas Hastern and pro- 
duced in the above-identified field in Louisiana, said change being contained 
in Supplement No. 7 to Gilster’s FPC Gas Rate Schedule No. 2. The foregoing 
is a proposed periodic increase in rate to 14.0507¢ per Mcf (excluding gathering 
tax reimbursement of 1.875¢ per Mcf). 

On October 30, 1958 the above-identified supplement was suspended by Com- 
mission order issued in Docket No. G—16619 and subsequently became effective 
subject to refund on April 1, 1959. 

By letter dated July 10, 1959, relating to proceedings in Dockets No. G—11338; 
G—16025 ; G—-16619 ané G—16811, the Secretary notified the parties, among other 
things, that the Commission: (1) recognized Jones-Obrien, Inc., et al. (Jones- 
O’Brien), as successor to Gilster; (2) redesignated Gilster’s FPC Gas Rate 
Schedule No. 2 so as to henceforth bear the designation “Jones-O’Brien, Inc., 
et al. (Operators), et al., FPC Gas Rate Schedule No. 5 as supplemented”; and 
(3) cancelled certain filings previously made by Midwest Oil Corporation, which 
duplicated filings previously made by Gilster in the newly designated 
Jones-O’Brien FPC Gas Rate Schedule No. 5. 

By order issued on August 20, 1959, the proceeding in Docket No. G—16619, 
was redesignated by changing its title from “Ralph R. Gilster, et al.,” to “Jones- 
O’Brien, Inc., et al. (Operators), et al.” (Jones-O’Brien). Pursuant to the 
above-identified Commission action and the Secretary’s letter on the dates indi- 
eated, Jones-O’Brien succeeded to the rights and liabilities of Gilster in Docket 
Nos. G—11338 and G—16619. There are no interveners. 

On November 30, 1959, Jones-O’Brien submitted an Offer of Settlement in 
the proceedings in Docket Nos. G-11338 and G—16619 which includes periodic 
increases totaling 0.6153¢ per Mcf, from a base rate of 13.4354¢ to the presently 
effective base rate of 14.0507¢ per Mcf. This amounts to approximately $82,000 
annually. 


1 These dockets are not consolidated. 
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As a condition of the Offer of Settlement the base rate of 14.0507¢ per Mcf 
(plus applicable tax reimbursement) at 15.025 psia is to be continued in effect 
without being subject to refund. Suspenion proceedings in Docket Nos. G-11338 
and G-16619 are to be terminated only with respect to the seller-parties sig- 
natory to the Offer of Settlement. If the offer is accepted, Jones-O’Brien 
will execute and file agreements with Texas Eastern (submitted as exhibits 
to the offer) eliminating from the contract the favored-nation clause and a 
related provision. In addition, applicants will substitute periodic increases of 
1.0256¢ per Mcf in November 1963, November 1968 and November 1973 for the 
present annual escalations of 0.2051¢ per Mcf under the contract. 

As justification for the offer applicants state that the favored-nation provision 
of the contract is valuable to the sellers as a means of protection against 
inflation and the increased valuation of the gas during the 20-year term of the 
contract. Also, Jones-O’Brien states that the 14.0507¢ per Mcf rate is fair and 
reasonable and is below recently negotiated contract prices for gas produced 
in the same area. 

Texas Eastern concurs in the Offer of Settlement and states that it is substan- 
tially the same as the offer approved by the Commission Jn the Matter of South- 
west Gas Producing Company, Inc., et al., Docket Nos. G—-13533 and G-—16640. 

Under the offer, Jones-O’Brien would gain an increase in base rate of 0.6153¢ 
per Mcf from 13.4354¢ to 14.0507¢ per Mcf amounting to approximately $82,000 
annually and elimination of the burden of justifying the suspended rates in a 
public hearing. The number of future periodic increase filings would be reduced 
from 13 to 3. 

The favored-nation clause which Jones-O’Brien proposes to eliminate from 
its Rate Schedule No. 5, allegedly provides for activation if Texas Eastern pur- 
chases gas in Texas Railroad District No. 6 under similar terms and conditions 
at a higher rate than the rate provided for in the subject contract. 

A general investigation of the rates of all the signatory parties to the subject 
rate schedule (with the exception of The Carter Oil Company, a signatory by 
ratification) has been instituted under Section 5(a) of the Natural Gas Act 
in Docket No. G—9942, but the matter has not been heard. Accordingly, any 
orders issued terminating the proceedings in Docket Nos. G—11338 and G- 
16619 should be without prejudice to any findings that may be made in Docket 
No. G-9942, 

Texas Eastern concurring in the Offer of Settlement, has agreed, in the event 
the offer is accepted by the Commission, to make the necessary contract changes 
or amendments provided for in the offer. None of Texas Eastern’s customers 
have petitioned to intervene in these proceedings or indicated to the Commission 
opposition to the Offer of Settlement. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. Jones-O’Brien is proposing to eliminate 
any favored-nation clauses in his contract with Texas Eastern involved herein, 
to waive all his future rights and benefits thereunder and to convert the annual 
escalation now provided in the contracts to periodic escalations in November 
1963, November 1968 and November 1973, as described above. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Hastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of a formal hearing in such a rate case as 
might otherwise arise. The resulting stability in gas costs would be welcome 
to all segments of the natural-gas industry. Furthermore, freeing the Com- 
mission from the need of considering such a proposed increase would enable 
us to concentrate our efforts on other rate cases and other matters having 
possibly more serious consequencies for the public and the consumer. 
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However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Jones-O’Brien under the periodic escalation provisions or otherwise. 

Docket No. G-16811. On October 1, 1958, Ralph R. Gilster, et al. (Gilster), 
tendered for filing a proposed change in its then effective rate for sales of 
natural gas subject to the jurisdiction of the Commission to Texas Eastern, 
said proposed change being contained in Supplement No. 8 to Gilster’s FPC 
Gas Rate Schedule No. 2. 

By order issued herein on October 31, 1958, the above-identified supplement 
was suspended and made subject to a public hearing. 

A letter from the Secretary, dated July 10, 1959, notified the parties, among 
other things, (1) that Supplement No. 8 to Gilster’s FPC Gas Rate Schedule 
No. 2 contained filings which duplicated filings previously made by Midwest 
Oil Corporation (Midwest); (2) that Jones-O’Brien, Inc., et al., had succeeded 
Gilster in Docket No. G-16811; (3) that Gilster’s FPC Gas Rate Schedule No. 2, 
as supplemented, had been redesignated as “Jones-O’Brien, Inc., et al. (Opera- 
tors), et al., FPC Gas Rate Schedule No. 5, as supplemented’; and (4) that, 
among others, the separate rate changes filed by Midwest in Supplement No. 6 
to Gilster’s FPC Gas Rate Schedule No. 2 in Docket No. G—16025 and Supple- 
ment No. 8 in Docket No. G-16811 were cancelled. 

It apepars that Commission order issued on October 31, 1958, in Docket No. 
G-16811 suspending the above-identified Supplement No. 8 is moot and that 
the proceeding therein should be terminated. 

The proceeding in Docket No. G—16025. A letter from the Secretary dated 
July 10, 1959, notified all parties Jn the Matter of Ralph R. Gilster, et al. 
(Gilster), Docket No. G—16025 that Jones-O’Brien had succeeded to Gilster 
and that the Commission regarded the title of proceeding as having therefore 
been redesignated. It appears that the Commission should issue an order 
effectuating the purported redesignation from Gilster to Jones-O’Brien in 
Docket No. G—16025. 
The Commission finds: 

(1) The proposed settlement of the rate proceedings in Docket No. G—11338 
and G-16619 on the basis described herein, as more fully set forth in the 
Offer of Settlement filed by Jones-O’Brien with the Commission on November 
80, 1959, and in the Appendix A? to this order, is in the public interest and 
appropriate to carry out the provisions of the Natural Gas Act and should 
be approved by the Commission and made effective as hereinafter ordered. 

(2) Good cause exists for terminating the proceedings in Docket Nos. 
G-11338 and G-16619 and for permitting Supplements No. 1 and No. 7 to 
Jones-O’Brien’s FPC Gas Rate Schedule No. 5 to become effective as of 
October 27, 1958. and April 1, 1959, respectively, without obligation to refund 
and discharging Jones-O’Brien from its extant undertakings to refund (except 
as provided hereinafter), subject, however, to the terms and conditions of 
the Offer of Settlement as hereinafter ordered. 

(3) Good cause exists for not terminating the proceedings in Dockets No. 
G-11338 and G-—16619 insofar as they pertain to the suspended rates and 
extant refunding agreements in respect to the seller-parties who have not 
executed the amendatory agreements and joined in the Offer of Settlement 
herein. Jones-O’Brien should continue to make the required reports and 
filings for such non-signatory parties covered by the above-identified rate 
schedule and proceedings. 


* Omitted in printing. 
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(4) With respect to the proceeding in Docket No. G—16811 suspending Sup- 
plement No. 8 to Jones-O’Brien’s FPC Gas Rate Schedule No. 5, said pro- 
ceeding appears to be moot because of the cancellation of the supplement as 
noticed in a letter from the Secretary dated July 10, 1959. Therefore, good 
cause exists for terminating the above-identified proceeding in Docket No. 
G-16811. 

(5) With respect to the proceeding in Docket No. G—16025, the letter from 
the Secretary with respect thereto dated July 10, 1959, notifying the parties 
of the redesignation of this proceeding from Gilster to Jones-O’Brien consti- 
tutes good cause for the issuance of a Commission order effectuating the 
aforesaid redesignation. 

(6) A general investigation in Docket No. G—9942 under Section 5(a) of the 
Natural Gas Act, now in progress, embraces the subject matter of Jones- 
O’Brien’s FPC Gas Rate Schedule No. 5 in Dockets No. G-11338 and G—16619. 
Good cause therefore exists for providing that the conditional termination of 
the suspension proceedings in the last-identified two dockets should be without 
prejudice to any findings that may be made in Docket No. G—9942. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Jones-O’Brien on 
November 30, 1959, is hereby approved in accordance with the provisions of this 
order. 

(B) Jones-O’Brien shall execute with Texas Eastern, in accordance with 
Appendix “A” attached hereto, an amendment to their Gas Purchase Contract 
dated August 15, 1955, and filed with the Commission as their FPC Gas Rate 
Schedule No. 5. 

(C) Jones-O’Brien shall within thirty days from the date of issuance of this 
order, file with the Commission as a supplement to its FPC Gas Rate Schedule 
No. 5 under Part 154 of the Commission’s Regulations under the Natural Gas 
Act, the executed agreement with Texas Eastern required by paragraph (B) 
above. 

(D) The proposed increased rates contained in Supplements No. 1 and No. 7 
to Jones-O’Brien’s FPC Gas Rate Schedule No. 5 are hereby permitted to become 
effective as of October 27, 1958 and April 1, 1959, respectively, and the proceedings 
in Docket Nos. G-11338 and G-16619 are hereby terminated: Excepting, how- 
ever (1) all non-signatory party-sellers to the Offer of Settlement relating to 
the Jones-O’Brien FPC Gas Rate Schedule No. 5; (2) the condition that the 
termination hereby ordered is without prejudice to any findings that may be 
made in Docket No. G—9942; (3) the proviso that the Commission’s acceptance 
of the above-identified effective rates without refund obligations is subject to the 
making of a satisfactory filing by Jones-O’Brien in accordance with paragraph 
(C) above; and (4) the obligation of Jones-O’Brien to continue making the 
required filings for parties covered by its FPC Gas Rate Schedule No. 5, who 
have not joined in the Offer of Settlement. 

(E) The proceeding in Docket No. G-16811 suspending Supplement No. 8 
to Jones-O’Brien’s FPC Gas Rate Schedule No. 5, having become moot by reason 
of cancellation of said supplement, is hereby terminated. 

(F) The proceeding in Docket No. G-16025 previously entitled In the Matter 
of Ralph R. Gilster, et al., with respect to Supplement No. 5 to his FPC Gas 
Rate Schedule No. 2 is hereby redesignated as “Jones-O’Brien, Inc. et al., FPC 
Gas Rate Schedule No. 5 as supplemented.” 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. v. United States, 138 F. Supp. 
411.) 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NOS. G-—13246, 
G-16998; ILLINOIS POWER COMPANY, DOCKET NO. G—18022; CEN- 
TRAL MISSOURI GAS COMPANY, DOCKET NO. G—18304 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND ORDER PROVIDING FOR ALLOCATION OF THE GAS AVAILABLE FOR SALE BY MICH- 
IGAN WISCONSIN PIPE LINE COMPANY 


(Issued December 29, 1959) 


On September 30, 1959, 22 FPC 577, the Commission ordered that the record 
in these proceedings be re-opened to provide for a system-wide allocation of 
the gas available for sale by Michigan-Wisconsin Pipe Line Company (Michigan 
Wisconsin), predicated on the tariff approved by the Commission concurrently 
in Docket G—17512. 

By its order of September 30, 1959, the Commission also reserved for deter- 
mination after hearings in the re-opened proceedings, the application for a 
certificate of public convenience and necessity filed in Docket No. G—16998 by 
Michigan Wisconsin for authority to sell and deliver an additional 40,000 Mcf 
of natural gas above the quantities previously authorized in Docket G—13246, 


vn 


etal. In addition, certain 7(a) applicants who requested service from Michigan 
Wisconsin were afforded an opportunity to present evidence in support of their 
requests for such service in the re-opened proceedings.’ 

After twelve days of hearing, all of the customer companies of Michigan 
Wisconsin, as well as the 7(a) applicants, entered into a stipulation which, 
inter alia, allocated to the customers of Michigan Wisconsin the capacity in- 
volved in Docket Nos. 13246, et ai., on the basis of the Maximum Daily Quantity 
(MDQ) and aa Contract Quantity (ACQ) volumes shown for each custo- 
mer in the following tabulation: 


Customer MDQ 


Michigan Consolidated... ___-- lewis a ss Shae a 417, 558 | 56, 809, 280 
Michigan Gas & Electric-_. se phases ae | 33, 900 5, 424, 000 
Michigan Gas Utilities 2 | 31, 625 5, , 000 
Milwaukee Gas Light cane ; : sindiniote 264, 900 | 2, 384, 000 
Wisconsin Natural Gas_- 94, 000 5, 040, 000 
Madison Gas & Electric__- ; . = ve 30, 800 | , 928, 000 
Wisconsin Power & Light : ; +4, 000 , 040, 000 
Wisconsin Public Service-- 71, 000 , 360, 000 
Wisconsin Michigan Power-.-.--- : aii 12, 000 , 920, 000 
Wisconsin Fuel & Light___- aa a Fle is ’ 17, 100 | 2, 736, 000 
Stoughton Light & Fuel_......._--- . =e 4 , 100 | 76, 000 
Winnebago Natural Gas-_-- sah oa . ; s sie 8, 850 , 416, 000 
Illinois Power Co_...---.-- - whens = ictal nea seca oat 600 96, 000 
City of Aledo... Sioagaln ; ‘es | , 700 | 272, 000 
Iowa Southern Utilities.... : 21, 280 3, 404, 800 
Keokuk Gas Service-- ; . 500 , 360, 000 
North Centra! Public Service_..._-- ida , 900 , 000 
Iowa Electric Light & Power...--....-..--- nia eas , 878 , 640 
City of Bloomfield = : é , 561 | 249, 760 
City of Lamoni--.-. sighs heainds ; lilt Eacett | ,18 , 000 
St. Joseph Light & Power--__---..--- ; 5, § 928, 000 
City of Bethany... baeliea naaee ee jah ied ‘ 4 | 203, 840 
Northern Illinois (Earlville). raaamaratiss 4 a aan 2 83, 680 


1, 079, GOO 72, 640, 000 


1Tllinois Power Company, Iowa Southern Utilities Company, Central Missouri Gas Com- 
pany and New London Gas Company. 
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We find that the proposed plan of allocation set forth above appears fair and 
equitable, and meets the statutory standard of public convenience and neces- 
sity. It appears that the above allocation was arrived at as the result of a free 
consensus and mutual accommodation of needs. 

It is clear that the allocation to the customers of Michigan Wisconsin as con- 
tained in the schedule set forth above does not provide for any service to new 
markets requested by the 7(a) applicants in these proceedings. This finding is 
being made explicitly in order to comply with the requirements of Opinion No. 
831, Docket No. G—18313, et al., 22 FPC 775, which indicates that the allocation 
to certain 7(a) applicants in that proceeding is subject to reduction by such 
volumes as they may secure under their pending applications for like volumes in 
Docket No, G—13246. 

We should like to note that our approval of the allocation proposed in the 
stipulation of the parties is not to be deemed approval of any of the specific lan- 
guage set forth in that stipulation. To put the matter simply, we approve only 
of the schedule of allocation contained in the stipulation, as such, but we do not 
adopt any of the surrounding language. 

The only exception by any party in these proceedings to the above allocation 
was made by the coal interests. The coal interests herein protest the quantity 
allocated to Winnebago Natural Gas Company according to the above schedule. 
At issue is the Combined Locks Paper Company load, which service was initiated 
by Winnebago during December 1958. The evidence discloses that (1) this load 
had already been lost by the coal industry, (2) the retention of this load is im- 
portant to Winnebago, both operationally and financially, (3) the availability of 
gas to Combined Locks is important to the financial stability of that company 
in that it has enabled Combined Locks to increase its production capacity without 
the expenditure of considerable sums of money for the reconstruction of its old 
and inefficient boiler plant. The evidence indicates that the plant is now geared 
to increased production on the assumption of availability of gas. This is no less 
important in the future than in the past. 

It is true that the other customers of Michigan Wisconsin also have a need for 
this gas, but we do not believe that this need outweighs the difficulties that would 
be experienced by Winnebago and Combined Locks were the gas to be taken away 
from this already connected load, which is what the coal interests would have 
us do. Each of these customers would have an increase in its MDQ of about 
three tenths of one percent, which quantity we do not consider significant. 

We also find that the application for a certificate of public convenience and 
necessity for authority to sell and deliver the additional 40,000 Mcf of gas should 
be granted. 


The Commission finds: 


(1) Michigan Wisconsin Pipe Line Company is engaged in the transportation 
and sale of natural gas in interstate commerce and is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act as heretofore found by the 
Commission. 

(2) The sales and delivery by Michigan Wisconsin of an additional 40,000 Mcf 
of natural gas per day above the quantities previously authorized in Docket No. 
G-13246, et al., as proposed in Docket No. G—16998, will be made in interstate 
commerce, subject to the jurisdiction of the Commission and are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Michigan Wisconsin is able and willing to do the acts and to perform the 
service proposed in Docket No. G—16998 and to conform to the provisions of the 
Natural Gas Act, and the requirements, rules and regulations of the Commis- 
sion thereunder. 
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(4) The sales and delivery by Michigan Wisconsin of an additional 40,000 
Mef of natural gas per day as proposed in Docket No. G-16998 are required by 
the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(5) The proposed system-wide allocation of the gas available for sale by 
Michigan Wisconsin, including the additional 40,000 Mcf per day herein certifi- 
cated, as set forth in the schedule of allocation hereinabove described, is fair 
and equitable and should be approved, except that no part of the stipulation 
relating to the pipeline capacity of either American Louisiana or Michigan Wis- 
consin is approved hereby. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued to Michigan Wisconsin Pipe Line Company authorizing it to sell and de- 
liver an additional 40,000 Mcf of natural gas per day above the quantities pre- 
viously authorized in Docket No. G—13246, et al., as described in Docket No. 
G-—16998, subject to the jurisdiction of the Commission, upon the terms and 
conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(3), and (e) of Section 157.20 of the Commission’s Regulations under the Nat- 
ural Gas Act shall attach to the issuance of the certificate granted in paragraph 
(A) hereof and to the exercise of the rights granted thereunder. 

(C) The system-wide allocation of the gas available for sale by Michigan 
Wisconsin Pipe Line Company, including the additional 40,000 Mcf per day au- 
thorized in paragraph (A) hereof, as set forth in the stipulation, described 
supra, be and the same is hereby approved. No part of the stipulation relating 
to the pipeline capacity of either American Louisiana or Michigan Wisconsin 
be approved by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William F.. Connole, Arthur Kline and John B. Hussey. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G—18313, 
G-18314 and G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
G-18316 


ORDER DENYING APPLICATIONS FOR REHEARING AND REQUEST FOR STAY, AND MODIFY- 
ING OPINION NO. 331 AND ACCOMPANYING ORDER 


(Issued December 29, 1959) 


On November 30, 1959, applications for rehearing of the Commission’s Opinion 
No. 331 and accompanying order issued October 31, 1959, 22 FPC 775, in the 
above-entitled proceedings were filed by Michigan Gas and Electric Company 
(Michigan Gas) and the National Coal Association, et al. (Coal Interveners).” 
Michigan Gas also requested a stay of the said Opinion and order. On consid- 
eration of these applications and this request, we conclude that no sufficient rea- 
son exists to grant rehearing or stay of Opinion No. 331 and accompanying 
order and accordingly we shall deny this requested relief. However, we deem 
it appropriate to modify Opinion No. 331 in certain minor particulars as here- 
inafter set forth. 


1 The Coal Interveners also include Fuels Research Council, Inc., United Mine Workers 
of America, Mid-West Coal Producers Institute, Inc., Upper Lake Docks Coal Bureau, Inc., 
Chesapeake and Ohio Railway Company, Truax-Traer Coal Company, Baukol-Noonan, Inc., 
and Dakota Collieries Company Division of the North American Coal Corporation. 
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Considering first the application of Michigan Gas, to the extent pertinent in 
this regard Opinion No. 331 directed Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin) under Section 7(a) of the Natural Gas Act (Act) to de- 
liver and sell to Michigan Gas 37,200 Mcf of maximum third-year daily volumes 
of gas at Menominee, located in the Upper Peninsula of Michigan, for service 
by Michigan Gas to consumers in the Upper Peninsula. The Opinion provided 
that the sale to Michigan Gas should be under Michigan Wisconsin’s existing 
Rate Schedule ACQ-1. Also, by that Opinion we denied a competing proposal 
by Michigan Wisconsin for the sale of gas to its subsidiary, Michigan Consoli- 
dated Gas Company (Michigan Consolidated) under the ACQ-1 Rate Schedule, 
for the rendition by Michigan Consolidated of the Upper Peninsula service. 

We also denied certain alternative proposals of Michigan Gas by which it 
sought to purchase this gas from Michigan Wisconsin on more favorable terms. 
Under the first alternative, Michigan Gas would agree to purchase gas from 
Michigan Wisconsin at a point in Michigan, at Michigan Wisconsin’s ACQ-1 
rate, which at 50 percent load factor averages 42.3 cents per Mef, provided Mich- 
igan Wisconsin would extend its facilities into the Upper Peninsula pursuant 
to Michigan Wisconsin’s so-called “10 cent formula” lateral policy described here- 
inafter. Under the second alternative, Michigan Gas would build all the facili- 
ties required to serve the proposed markets in the Upper Peninsula if Michigan 
Wisconsin would agree to sell gas to Michigan Gas at Menominee under a new 
Rate Schedule DCQ-1 proposed by Michigan Gas, providing for a rate averaging 
approximately 38 cents per Mcf when expressed at the 95 percent load factor 
at which Michigan Gas proposed to take the gas under Rate Schedule DCQ-1. 

In its application, Michigan Gas renews its above requests. To these it adds 
a new, third proposed alternative in the event neither of the first two are 
granted.2 Although Opinion No. 331 demonstrates the lack of merit to the prin- 
cipal contentions advanced to support the three alternatives, since Michigan Gas 
in its application argues at length numerous subsidiary matters not heretofore 
discussed in detail, we deem it appropriate here to show their lack of merit with 
particularity, rather than permit them, by remaining unanswered, to give rise 
to an inference of possible validity no matter how unfounded. 

Basically, Michigan Gas contends that under Michigan Wisconsin’s 10-cent 
formula,’ by which Michigan Wisconsin has in past instances determined the 
extent of its contribution to the cost of lateral facilities for rendering sales to 
particular customers, Michigan Wisconsin is obligated to assume over half the 
cost, some $4,455,950, of constructing the transmission facilities needed for serv- 
ice in the Upper Peninsula; and that failure of Michigan Wisconsin to assume 
this cost (or to allow Michigan Gas offsetting rate benefits in lieu thereof) would 
unfairly discriminate against Michigan Gas, since the other customers of Mich- 
igan Wisconsin receive the benefits of this lateral policy. 

These contentions are without merit and the arguments based thereon like- 
wise have no validity. As to the application of the 10-cent formula, the record 





2In its third alternative, which it seeks to support by an appendix to its application, 
Michigan Gas requests that Michigan Wisconsin be required to share the costs of the 
transmission facilities for Upper Peninsula service under the ACQ Rate Schedule to the 
extent necessary to provide Michigan Gas with a 6% percent rate of return in the third 
year of gas operations in the Upper Peninsula, or provide an off-setting rate differential. 

* The formula, used by Michigan Wisconsin to determine what facilities it is willing to 
build, provides that the operating costs of the lateral, or the portion of the lateral, to be 
installed by Michigan Wisconsin shall not exceed 10 cents per Mcf on the basis of the 
estimated annual firm sales to the distribution project in the third year. In the formula, 
the operating costs are set out as 15 percent of the estimated cost of construction of the 
lateral, or portion of the lateral and appurtenant facilities. The 15 percent figure consists 
of Depreciation, 6 percent ; Income Taxes, 3 percent; General Taxes, 1.5 percent; Depre- 


re 


ciation, 3.5 percent ; and Operation and Maintenance, 1 percent. 
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establishes that this formula, devised by Michigan Wisconsin, was intended to 
have but limited application and was not to apply to projects such as that pro- 
posed by Michigan Gas herein. This clearly appears in the answers of Michigan 
Wisconsin’s witness at pages 1762 and 1763 of the transcript: 

Q. What is the largest lateral you have ever undertaken to construct 
under your ten-cent formula? 

A. I have before me an exhibit from Docket G—2306 which was the first 
time that the ten-cent formula was used. And the largest one that I know 
of and the longest one was 17.5 miles, with service to Three Rivers, Michi- 
gan, for Michigan Gas and Electric. And that involved an expenditure of 
around $300,000. 

Q. Now, when you got together with possibly the directors of your com- 
pany and made up this ten-cent formula, did you envisage any limitations 
on the applicability of the ten-cent formula? * * * 

A. Well, not as to number of miles, but from a project standpoint there 
certainly would be. 

Now, the ten-cent formula was developed actually for a singular purpose. 
And that was, the allocation of gas in 2306, and more particularly Michigan 
Gas and Electric, had a number of small towns off of our main line, and as I 
recall, by having some yardstick there we were able to serve something 
like three-fourths of the load with one-fourth of the investment, and there 
had to be some cutoff point. 

Now, most of those towns, small towns, were in the order of, oh, two or 
three miles off the line. There was one here that was 17% miles—I am 
just reading from this exhibit—here is one that was a quarter of a mile— 
one and a quarter—one and a quarter miles is another one—and most 
expenditures were in the order of $20,000 to $40,000. 

Now, Michigan Wisconsin never envisaged applying this kind of a yard- 
stick to a project going into a new area, but only where we would have a 
small town of a few thousand people that might be three or four or five 
miles away from the line as contrasted with, say, serving that kind of a 
town maybe 15 or 20 miles off. So that this rather simple yardstick was 
used to be one of the tests of feasibility of serving, as I say, small markets 
off of the main line. 

In order to serve all the markets Michigan Gas proposes to serve in the Upper 
Peninsula, 183.3 miles of transmission facilities would have to be constructed 
at a cost of $7,419,240. If the 10-cent formula were applied as Michigan Gas 
proposes, Michigan Wisconsin would be required to construct $4,455,950 of the 
transmission facilities required to serve the Upper Peninsula, leaving facilities 
costing $2,963,290 to be constructed by Michigan Gas. The 10-cent formula was 
never intended by the company to apply to projects of such magnitude, involving 
moreover an extension into an area not immediately adjacent to the company’s 
existing or proposed pipeline. 

Nor does the Commission’s order issued April 24, 1959, in the Michigan Wis- 
consin case in G—13246, et al., 21 FPC 552, establish that the 10-cent formula con- 
stitutes a Commission-approved lateral policy so fixed and established that 
there can be no variation from it or refusal to apply it without constituting 
discrimination per se. That order made it clear that factual differences and 
varying policy considerations could well affect the extent to which the formula 
properly applies in other cases. On the present record, however, we conclude 
that it is not reasonably applicable to Michigan Gas’ project. 

Moreover, it is erroneous and misleading for Michigan Gas to allege that 
the 10-cent formula “... is an integral part of its [Michigan Wisconsin’s] 
filed FPC Gas Tariff ACQ-1 Rate Schedule” and that “A departure there- 
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from is a departure from the filed FPC Gas Tariff and therefore is unlaw- 
fully discriminatory and in contravention of Section 4 of the Act’. Such 
an unqualified assertion erroneously implies that there is now a provision 
in Michigan Wisconsin’s ACQ-1 Rate Schedule which specifically states that 
Michigan Wisconsin will build lateral lines in conformance with the so-called 
10-cent formula, whereas in fact the 10-cent formula is not even mentioned 
in the Scheduie.* Although Michigan Wisconsin’s rates are probably suffi- 
ciently high to provide for a certain amount of lateral construction, Michigan 
Wisconsin’s cost of service exhibit in this proceeding demonstrates that after 
expenditures for purchased gas, storage, administration and gas transmis- 
sion, the sum left per Mcf for lateral construction would be insignificant in 
comparison to the $4,455,950 Michigan Gas would have us require Michigan 
Wisconsin spend for the transmission facilities required to serve the Upper 
Peninsula. 

Since the 10-cent formula was never intended to apply to a proposal such 
as that of Michigan Gas for service in the Upper Peninsula, nor can it 
reasonably apply to such a proposal, Michigan Gas is not subjected to any 
“undue discrimination” under the Act from refusal to apply the formula to 
its proposal. Nor is there any requirement that a customer who receives 
pipeline service, as contrasted with city-gate service, must automatically 
receive compensation in the form of reduced rates. The Northern Natural 
Opinion No. 324, 22 FPC 164, which Michigan Gas cites to support such a 
requirement, is to the opposite effect. For there, the project Iron Ranges 
Natural Gas Company proposed to construct consisted of some 62 miles of 
12-inch pipeline to serve one large industrial customer and a few small com- 
munities. This pipeline would originate in Duluth, Minnesota; and Iron 
Ranges proposed to pay Northern the Zone B rates, which are precisely the 
same as the rates charged Duluth, a city receiving city-gate service from 
Northern. 

Michigan Gas’ heavy reliance on the Michigan Wisconsin and Michigan 
Consolidated case in 9 F.P.C. 127 is equally misplaced. That case presented 
the question of whether Michigan Wisconsin should be required to construct 
relatively short service laterals off its main transmission line to render city- 
gate deliveries, a wholly different situation from that presented here, involv- 
ing the extension of transmission facilities into a new market region which, 
by reason of its peculiar characteristics, lacks the stability of existing markets. 

More pertinent is the Northern Natural case reported in 21 FPC 537. There, 
Northern was authorized to sell 50,000 Mcef of gas per day to Northern Illinois 
Gas Company, a new pipeline customer which constructed 138 miles of 22- 
inch line in order to transport the gas to Chicago. This pipeline customer 
purchased the gas at Northern’s regular Zone 3 rate. As appears from the 
examiner’s decision, 21 FPC at 545, 546, this purchaser expected no special 
rate concession because it would be a pipeline purchaser rather than a city- 
gate customer, one of its policy witnesses stating unequivocally that the 
company intended to absorb the cost of building and operating the 138-mile 
line. 

In this comparable situation it is reasonable to require Michigan Gas to 
purchase gas from Michigan Wisconsin at the ACQ-1 rate. Underlying this 
reasonable requirement is the principle, which Michigan Gas evidently accepts, 
that generally, differentials in rates are appropriate for different conditions 


* However, consistent with proper regulatory practice, it would be desirable for the tar- 
iff to contain a statement of line extension policy, although such statement in the tariff 
would not per se become applicable to the project proposed herein by Michigan Gas. 
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of service. Indeed, this very consideration is an important factor in the 
Commission’s prescribing different rates for different zones, with the more 
distant zones generally paying the higher rates.° Furthermore, not all dif- 
ferences but only “undue” discriminations are made illegal by the Act. 
Michigan Gas points with seeming approval to the Commission’s acceptance of 
Midwestern’s proposal for a demand charge of $4.75 per Mcf for gas delivered 
to customers taking gas at the main line, compared with a $5.00 demand 
charge when Midwestern builds laterals to the city-gate of customers now 
located on the main line. When and to what extent such differentials should 
be allowed or required are questions of Commission judgment. On the facts 
of this record, the different conditions that exist with respect to Upper 
Peninsula service point to Michigan Gas’ paying the ACQ-1 rate rather than 
some lower rate. 

Thus it is evident that the three alternatives proposed by Michigan Gas are 
unjustified and unsupportable and that, far from curing any claimed discrimi- 
nation, would themselves lead to undue discrimination against Michigan Wis- 
consin’s other customers. For example, Michigan Gas contends that the low 
DCQ rate of 38 cents under which it proposes to purchase gas from Michigan 
Wisconsin is justified by the highload factor, some 95 percent, at which Michigan 
Gas proposes to operate. Undoubtedly, Michigan Gas must sell large volumes 
of gas at a relatively low price to Cleveland Cliffs, its principal proposed cus- 
tomer, in order to make its project economically feasible.6 However, the cus- 
tomers on Michigan Wisconsin’s system are limited to a 50 percent load factor 
in the volumes of gas they can purchase, even though many of them want and 
could use additional industrial gas. It would constitute undue discrimination 
against such customers to permit Michigan Gas alone to purchase almost un- 
limited volumes of gas for sale at a low unit profit to insure the feasibility of 
its proposal. 

Michigan Gas contends that Opinion No. 331 authorized Michigan Wisconsin 
to build in central Wisconsin a branch line which in essential particulars is 
comparable to the line which it proposes for service to the Upper Peninsula, 
and contends that its project ought properly be compared with the central 
Wisconsin project. However, the company ignores the numerous differences 
between the two proposals fully discussed in Opinion No. 331, including differ- 
ences of geographic location, relative market stability, comparative growth 
potentials and other factors. In our judgment, the facts of record justify a 
finding that the central Wisconsin project is required by the public convenience 
and necessity. We cannot find on the basis of the facts of this record sum- 


5 See, e.g., Opinion No. 281, issued May 20, 1955, In the Matter of Northern Natural Gas 
Company, 14 F.P.C. 11, at pp. 24-25: 

As previously stated, it is a simple economic fact that the delivery cost of natural 
gas increases in close proportion to the length of the transmission line of any given 
size. Therefore, unless other circumstances are present which outweigh the impor- 
tance of the length of transmission required to effect delivery, the distance factor is 
the prime determinant of the cost of rendering service... We further find and 
conclude that Northern’s present practice of demanding and collecting uniform rates 
throughout the length and breadth of its area of service for the sale of natural gas 
for resale is unjust, unreasonable, unduly discriminatory, and preferential. This 
practice results in the shifting of transmission cost from those whose service requires 
its incurrence by reason of the greater transportation distances to others who are 
not responsible for such cost—and who are not benefited correspondingly. 

¢Of the third-year firm sales of 6,683,928 Mcf contemplated to be made in the Upper 
Peninsula, 64 percent or 4,400,000 Mcf would be sold to Cleveland Cliffs. The most that 


Cleveland Cliffs is willing to pay for the 4,400,000 Mef which Michigan Gas proposes to 
sell it is 52 cents per Mef. 
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marized herein and in Opinion No. 331 that it would be in the public interest 
to order Michigan Wisconsin to render service to Michigan Gas on the basis 
requested by the latter. 


Michigan Gas contends that we erred in finding that Michigan Wisconsin’s 


investment of $2,337,194 in main-line facilities between Waupaca, Wisconsin, 
and Menominee, Michigan, is for additional capacity solely to serve the Upper 
Peninsula, arguing that we have held, particularly in rate cases, that the as- 
signment of increment costs to particular branch lines is of dubious validity. 
And it contends that in any event, assuming acceptance of such a policy, the 
sum of $2,377,194 falls short of satisfying the 10-cent formula for it represents 
only 5 cents per Mcf from Waupaca, whereas the 10-cent formula would require 
at least an additional branch line investment by Michigan Wisconsin of 
$2,077,806. 

The policies we have followed in rate cases do not require that, in testing 
Michigan Gas’ project and the validity of its contentions, we must close our eyes 
to the evidence at pages 1947 and 1955 of the transcript that Michigan Wis- 
consin’s proposal was for the installation on its Waupaca-to-Menominee line of 
capacity attributable to service to the Upper Peninsula costing an estimated 
$2,377,194. The Commission’s order issued September 18, 1959, in Matters of 
Northern Natural Gas Company, Docket Nos. G-17484, et al., 22 FPC 523, relied 
on by Michigan Gas, dealt with different facts and does not require a contrary 
result. Important among the differences was the fact that it would have been 
virtually impossible, on the record in that case, for the Commission to have 
isolated the main-line facilities required to serve the feasible communities from 
those required to serve the infeasible communities. See also Commission 
Opinion No. 321 in the Trunkline Gas Company case, 21 FPC 704 at 711, 712. 
As to requiring Michigan Wisconsin to pay an additional $2,077,806, the possi- 
bility of its being required to pay this additional sum was not considered in its 
feasibility studies, and there is no evidence in this record to show that Michigan 
Wisconsin’s proposed rates are sufficient to permit such an additional sizeable 
investment. 

Michigan Gas alleges that the Commission’s conclusion that Michigan Wiscon- 
sin should be authorized to sell gas to Michigan Gas at the ACQ-1 rate without 
requiring Michigan Wisconsin to construct part of the facilities under the 10- 
cent formula is based upon the following three erroneous assumptions: (1) that 
Michigan Gas sought special concessions, (2) that the competing proposal of 
Michigan Consolidated was feasible or in the public interest, and (3) that 
Michigan Gas would purchase gas from Michigan Consolidated under the latter’s 
proposal. 

As to the first claimed assumption, it is obvious from the foregoing that adop- 
tion of either of Michigan Gas’ proposals would result in special concessions to 
it. Either Michigan Gas would receive the benefit of added, unjustifiable con- 
struction of facilities by Michigan Wisconsin, or Michigan Gas would receive a 
preferential rate not justified on the record. As to the second claimed assump- 
tion, Michigan Consolidated’s projected 5.63 percent rate of return which the 
company supported on the record, and which would increase in later years, is no 
lower than that of other projects authorized by the Commission; and there was 
testimony by a Michigan Consolidated witness that the company could provide 
service to the Upper Peninsula on an economically feasible basis. As to the 
third claimed assumption, Opinion No. 331 recognizes that Michigan Gas has 
taken the position that it would not accept service from Michigan Consolidated 
on the terms proposed. We advanced the contrary hypothesis for purposes of 
considering the feasibility of Upper Peninsula service in the event Michigan 
Gas were to change its position, or in the event it did not do so and the cus- 
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tomers it contemplated serving turned to Michigan Consolidated for supplies 
of gas instead, a not unlikely possibility as the record shows.’ 

Finally, there is no basis in the record for the implication made repeatedly 
in Michigan Gas’ application that Michigan Wisconsin and Michigan Consoli- 
dated were attempting by virtue of their common ownership to subject Michigan 
Gas to an unfair advantage, or that there was some impropriety in the failure of 
Michigan Wisconsin to consummate an agreement for the sale of gas to the 
latter. It is reasonable, however, that if the former two can render more eco- 
nomic service to the Upper Peninsula by virtue of their greater operational flex- 
ibility or other proper means, the consumer be the one to receive this benefit. 
As we held in Opinion No. 331, it is fair to all concerned that Michigan Gas be 
afforded opportunity to expand its operations by purchasing gas from Michigan 
Wisconsin under the same terms and conditions and at the same rate that 
Michigan Wisconsin proposed for the sale of gas to Michigan Consolidated. 
Michigan Gas cannot reasonably demand more. 


As to certain modifications which Michigan Gas contends are necessary to 
Opinion No. 331, it appears that the sentence beginning in the second line 
from the top of page 793, correctly summarizes the argument as stated in 
Michigan Wisconsin’s brief and that Michigan Gas correctly understands its 
intended import; therefore, no modification of that sentence is needed. How- 
ever, we shall adopt the company’s suggestion that ordering paragraph (Q) of 


Opinion No. 331 be modified so as to give Michigan Wisconsin’s customers 18 
months from October 31, 1959, within which to construct facilities, the same 
time given Midwestern and Michigan Wisconsin by our order issued on Novem- 
ber 6, 1959, amending ordering paragraph (L) of Opinion No. 331. 

We shall deny Michigan Gas’ request for a stay of Opinion No. 331 and 
accompanying order “. . . until final order of an appropriate court of appeals 
shall have been entered on a petition for review of said Opinion and order filed 
by Michigan Gas”. No allegations are made and no facts stated to support 
Michigan Gas’ claim that it “. . . will suffer irreparable injury and, in practical 
effect, may be denied effective court review of the arbitrary and unlawful dis- 
criminatory terms of the order and Opinion”. Michigan Wisconsin has accepted 
the certificate in Opinion No. 331 covering the facilities along the Waupaca-to- 
Menominee line for service to the Upper Peninsula whether by Michigan Gas 
or some other company. Since the main-line facilities will be available and 
the gas can be delivered upon completion of court review, Michigan Gas can 
point to no injury which it would suffer if it files a petition for review of Opinion 
No. 331 and the order accompanying that Opinion. Furthermore, the earliest 
possible date when any gas would be available for serving the Upper Peninsula 


7In fact, the record leaves open the substantial possibility that Michigan Gas could 
and would be willing to render service on the basis of the ACQ-1 rate without benefit of 
the 10-cent formula. Typical is the testimony at pages 3383 and 3384 of the transcript 
by a witness of Michigan Gas: 

A. ... Now, to answer your question, I am not prepared, I am sure, to answer 
that question, what we would do under those conditions. Certainly that would be a 
matter that we would have to take up. It would be a very serious matter and very 
serious question. We would have to consider it seriously and jointly by the manage- 
ment of the company and the directors. I am not able to answer your question di- 
rectly yes or no. 

Q. Well, as the manager of Michigan Gas and Electric, do you or would you in 
looking at a new project automatically rule it out because the rate of return in the 
third year was not greater than 5.1 percent? 

A. Oh, I wouldn’t automatically rule out anything, I don’t think. I would want 
to take a good look at it. A man’s judgment is no better than his information. I 
would just want to take a good look at it, get a lot of information out of it, and then 
make a decision as to what I would recommend. 
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would be in November, 1960, a date far enough in the future to permit the Com- 
mission to take action, if subsequent developments warrant it, to protect the 
interests of the customers in the Upper Peninsula. 

Turning to the application for rehearing filed by the Coal Interveners, these 
parties advance three principal arguments to support their request that the 
Commission cancel and set aside Opinion No. 331 and accompanying order and 
deny all the related applications. 

First, the Coal Interveners contend that the Commission could not lawfully 
find, as Section 7(e) requires, that the pipeline applicants are able and willing 
to do the acts and perform the service proposed, since Trans-Canada Pipe Lines 
Ltd. (Trans-Canada) has not shown that it can perform its delivery obligations 
of 204,000 Mcf of gas per day for twenty-five years required by its contract with 
Midwestern. They argue that such a showing is particularly important in view 
of the Commission’s lack of jurisdiction over this contract, the dependence solely 
on Canadian gas, and the existence of take-or-pay-for provisions in the contract 
resulting in a “tilt” in the rates to be charged by Midwestern. 

In our judgment the record reasonably supports the conclusion that the pipe- 
line applicants can successfully perform the service they propose. As to the 
supply of gas, in cases too numerous to mention the Commission has relied on 
the reasonable prospects for future acquisitions of gas as an additional factor 
justifying a finding of a reasonable gas supply, and such prospects here, among 
the other factors discussed in Opinion No. 331, justify the requisite finding. As 
to Commission control over the Trans-Canada-Midwestern sale, although we 
think it would be unwise to tamper materially with the existing contract, we 
will have ample opportunity under the certificate and import provisions of the 
Act to review the future proposals involving Canadian gas that will inevitably 
come before us, and as we stated at page 782, in Opinion No. 331, “we will take 
appropriate action to assure that the terms and conditions of all such proposals, 
including price provisions, are consistent with the public interest and required 
by the public convenience and necessity.” We did not approve the rate tilt com- 
plained of but deferred it for future consideration so the Coal Interveners are 
not aggrieved by this and other deferrals. 

Second, the Coal Interveners contend that the Commission failed properly to 
exercise its responsibilities under the Act by its deferral of final consideration of 
a rate of return for Midwestern’s project, contending that thereby, the Com- 
mission has in effect permitted the company to set its own rate of return. And 
they argue that we erred in deferring the questions of rate tilt and lateral 
charges pending a year’s operating experience by Midwestern, and in failing to 
prescribe rates in accordance with the formula in the Atlantic Seaboard case, 
11 F.P.C. 43. It is contended that this failure precludes a determination of the 
propriety of Michigan Wisconsin’s rate for at least a year, thus perpetuating any 
inequities and improprieties that may exist therein. 

The action we took in deferring consideration of Midwestern’s rate of return 
is no more than the practice we have followed in many cases when necessary, of 
certificating a project conditional upon the applicant’s filing with the Commission 
a plan of financing or rates satisfactory to the Commission, or in conformity 
with certain specified requirements respecting rate of return of other matters 
laid down in the certificate order. See, e.g., the Commission’s Canadian import 
Opinion No. 289 issued November 25, 1955, in Matters of Pacific Northwest Pipe- 
line Corp., et al., 14 F.P.C. 157; Opinion No. 301 issued December 28, 1956 in 
Matters of Houston Teras Gas & Oil Corp., 16 F.P.C. 118, aff'd, Florida Eco- 
nomic Advisory Council v. F.P.C., 251 F. 2d 643 (CADC), cert. den., 356 U.S. 
959. Needless to say, we can and will approve only financing and rates that meet 
the standards of the Act. In the circumstances of this case, the disadvantages of 
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deferring the matters referred to above are outweighed by the advantages of this 
course of action, including the benefits of securing more exact and realistic data. 
In fact, any disadvantages that may exist from such deferral pertain more 
to the Coal Interveners’ private interest in preventing competition with their 
product than they do to the public interests of the customers to be served by 
the projects certificated in Opinion No. 331, as attested by the fact, among others, 
that no other application for rehearing (except that of Michigan Gas) has been 
filed requesting the Commission to deny any part of the projects authorized 
therein. 

Finally, the Coal Interveners contend that Michigan Gas at no time gave any 
indication that the proposal we certificated in Opinion No. 331 for service to 
the Upper Peninsula was economically feasible or could be adequately financed. 
As indicated in Opinion No. 331 and in this order, although Michigan Gas 
would prefer its own alternatives to the purchase of gas from Michigan Wiscon- 
sin under the ACQ-1 rate, the record does not exclude the reasonable probability 
that it could and would operate successfully under the ACQ-1 rate, and on this 
basis the project would be feasible and financeable although barely so. In the 
light of the unusual circumstances of this case we think this is sufficient. 

One point remains. Natural Gas Distributors, Inc.’s Exhibit 44 which was 
presented in the proceeding in Docket Nos. G—18313, et al., shows that the 
third-year volumes of gas given on page 797 of Opinion No. 331 for the Communi- 
ties of Columbus and Fall River, Wisconsin, are incorrect. Page 7 of Exhibit 44 
indicates that the Community of Columbus has a third-year maximum-day re- 
quirements of “2,923” Mcf, but pages 26 and 28 of the same exhibit reveal that 
the quantity of gas shown on page 7 for Columbus also includes the amount of 
gas required for both Columbus and Fall River. Therefore, the quantities of 
gas shown beside Columbus and Fall River on page 797 of Opinion No. 331 should 
be changed to “2,341” Mcf and “582” Mcf, respectively, making the total for 
all four communities listed under “Natural Gas Distributors, Inec.”, a volume 
of “5,900” instead of “6,428” Mcf as shown on page 797. The “Total” for “Section 
7(a) Applicants” appearing at the middle of page 797 should be changed 
from “18,282” to “17,754” Mcf. Likewise, the volume shown opposite “Natural 
Gas Distributors, Inc.” in ordering paragraph (O) should be changed from 
“6,428” Mcf to “5,900” Mcf. The corresponding figures on pages 788-789 of the 
Opinion should similarly be changed. 


The Commission further finds: 


The assignments of error and grounds for rehearing set forth in the applica- 
tion for rehearing filed by Michigan Gas and the Coal Interveners set forth 
no new facts or matters of law which were not fully considered by the Com- 
mission when it adopted its Opinion No. 331 and accompanying order, or 
which having now been considered warrant any change or modification in said 
opinion and order, except for the modifications ordered by paragraph (B) below. 


The Commission orders: 


(A) The applications for rehearing and request for stay of Opinion No. 331 
and accompanying order issued October 31, 1959, filed herein by Michigan Gas 
and Electric Company and the Coal Interveners on November 30, 1959, are 
hereby denied. 

(B) Opinion No. 331 and accompanying order are hereby modified as follows: 

(i) Ordering paragraph (Q) is modified to allow Michigan Wisconsin’s cus- 
tomers 18 months from October 31, 1959, within which to construct facilities, 
the same time allowed Midwestern and Michigan Wisconsin by our order issued 
on November 6, 1959, amending ordering paragraph (L) of Opinion No. 331. 
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(ii) The quantities of gas shown beside Columbus and Fall River on page 
797 of Opinion No. 331 should be changed to “2,341” Mcf and “582” Mcf respec- 
tively, making the total for all four communities listed under “Natural Gas 
Distributors, Inc.”, a volume of “5,900” instead of “6,428” Mcf as shown on 
page 797. The “Total” for “Section 7(a) Applicants” appearing at the bottom 
of page 797 should be changed from “18,282” to “17,754” Mcf. Likewise, the 
volume shown opposite “Natural Gas Distributors, Inc.” in ordering paragraph 
(O) should be changed from “6,428” Mcf to “5,900” Mcf. 

Commissioner Connole dissenting in part and concurring in part filed a 
separate statement. 

Commissioner Hussey not participating. 

CoNNOLE, Commissioner, dissenting in part and concurring in part: 

I dissent from so much of the order that denies reconsideration of our earlier 
position on service to the upper peninsula of the State of Michigan. I believe 
the application for rehearing filed by Michigan Gas and Electric Company 
sets forth sound grounds on which to conclude that our action taken in Opinion 
No. 331 makes for unlawful discrimination and should be eliminated. At 
least, it seems to me, a reopening of this proceeding should be permitted. I 
believe the ACQ-1 rate requires the availability of service to Michigan Gas 
and Electric without the obligation on its part to build the connecting line, 
or if it does build the line, that it be required to do so under the terms of a 
formula, either consistent with the so-called “10¢ formula” or consistent with 
the terms of a formula developed on a record after rehearing on that issue alone. 
I concur in the balance of the order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 





OHIO VALLEY GAS CORPORATION, DOCKET NO. G-—18240; AMERICAN 
LOUISIANA PIPE LINE COMPANY, G-18312; NORTHERN INDIANA 
PUBLIC SERVICE COMPANY, G-18733 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
TO AMERICAN LOUISIANA PIPE LINE COMPANY AND ORDERS DIRECTING ESTABLISH- 
MENT OF PHYSICAL CONNECTION OF FACILITIES AND SALES OF NATURAL GAS 


(Issued December 29, 1959) 


American Louisiana Pipe Line Company (American Louisiana), a Delaware 
corporation, having its principal place of business in Detroit, Michigan, filed 
on April 15, 1959, an application (Docket No. G—18312) and on April 27, 1959, 
and July 1, 1959, supplements thereto, for a certificate of public convenience 
and necessity authorizing it to construct and operate two new compressor 
stations, to be known as Stations 2 and 5, with 8,000 and 10,000 compressor 
horsepower, respectively, for the purpose of expanding the capacity of Ameri- 
can Louisiana’s pipeline by 43,000 Mcf per day. 

American Louisiana alleges that the installation of the proposed facilities 
will provide the increase in capacity which American Louisiana previously 
proposed as “step two” of its expansion program in Docket No. G—10396. 

American Louisiana proposes to allocate this additional capacity of 43,000 
Mcf per day as follows: 


Mef per day 
Michigan Consolidated Gas Company__-_---------_------------ 30, 176 


Michigan Wisconsin Pipe Line Company__---------__--_------ 10, 329 
Ohio Valley Gas Corporation 
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American Louisiana shows that the cost of the proposed additional facilities 
will be $6,081,000, which will be paid from treasury funds. 

Ohio Valley Gas Corporation (Ohio Valley), an Indiana corporation, having 
its principal place of business in Winchester, Indiana, filed on April 7, 1959, 
an application (Docket No. G-18240), pursuant to Section 7(a) of the Natural 
Gas Act, for an order directing American Louisiana Pipe Line Company (Ameri- 
can Louisiana) to sell and deliver to Ohio Valley an additional peak day volume 
of 2400 Mcf of natural gas per day over the presently authorized volume of 
2500 Mecf per day for resale and distribution in Portland, Indiana. 

Ohio Valley estimates its annual and peak day requirements as follows: 


Annual 
(Mef) 


1959 1960 1961 
1, 285, 040 1, 309, 768 1, 316, 977 
Peak Day 
(Mef) 
1959-60 1960-61 1961-62 


4, 461 4, 750 4, 974 


Ohio Valley shows that its peak day requirements for the year 1958 were 
4,376 Mcf. 

No additional construction will be required in order to receive and deliver to 
the city gate of Portland the increased volume of gas sought in this application. 

Northern Indiana Public Service Company (NIPSCO), an Indiana corpora- 
tion, having its principal place of business in Hammond, Indiana, filed on 
June 8, 1959, an application (Docket No. G-18733), pursuant to Section 7(a) of 
the Natural Gas Act, for an order directing American Louisiana Pipe Line 
Company to establish physical connection of its transportation facilities with 
the facilities proposed to be constructed by NIPSCO and to sell and deliver to 
NIPSCO its natural gas requirements for the town of LaGrange and environs, 
LaGrange County, Indiana, which is presently without natural gas service. 

NIPSCO proposes to construct and operate approximately 4-mile of 6-inch 
transmission lateral to extend from an interconnection with the facilities of 
American Louisiana north to LaGrange. NIPSCO also plans to construct and 
operate a local distribution system for service to the residents of LaGrange. 

The estimated cost of the proposed construction is $185,400, which Northern 
Indiana proposes to finance from funds on hand. 

Peak day and annual requirements for LaGrange are estimated as follows: 








! 
Requirements in Mef 
} 


Peak day Annual 


461 | 50, 000 


593 | 65, 400 
729 81, 740 


Temporary authorization was granted to American Louisiana on August 3, 
1959, to construct the facilities proposed in Docket No. G—18312. 

Pursuant to due notice a public hearing of the above numbered dockets 
was held upon a consolidated record in Washington, D.C. on November 3, 4, 
9 and 16, 1959. Michigan Consolidated Gas Company and Michigan Wisconsin 
Pipe Line Company, which purchase substantial volumes of gas from American 
Louisiana and several customers of Michigan Wisconsin were permitted to 
intervene in all three dockets as well as Fuels Research Council, Inc., National 
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Coal Association, United Mine Workers of America, Upper Lake Docks Coal 
Bureau, Inc., and the County of Wayne, Michigan. Numerous other customers 
of Michigan Wisconsin and Northern Indiana Public Service Company inter- 
vened in Docket No. G-18312. Notices of intervention were filed by the Michigan 
Public Service Commission and the Public Service Commission of Wisconsin. 
Panhandle Eastern Pipe Line Company was denied permission to intervene in 
Docket No. G—18312. 

Of the numerous interveners only Iowa Southern Utilities Company (Iowa 
Southern) offered evidence. Iowa Southern is seeking a supply of natural gas 
in order to initiate gas service in the communities of Leon, Corydon, Albia and 
Moravia, Iowa. The staff presented no testimony but requested the Commis- 
sion to take official notice of certain of its records and orders, and certain 
exhibits were presented by American Louisiana at the request of the staff. 

A stipulation has been entered into by Michigan Wisconsin Pipe Line Com- 
pany and its customers and American Louisiana and signed also by the 7(a) 
applicants not only in this proceeding but also the 7(a) applicants in the 
companion proceeding entitled The Matters of Michigan Wisconsin Pipe Line 
Company, Docket Nos. G-13246 and G—16998, Illinois Power Company, Docket 
No. G—18022 and Central Missouri Gas Company, Docket No. G—18304, which 
the Commission by order issued September 30, 1959, 22 FPC 577, reopened to 
provide for a system-wide allocation of the gas available for sale by Michigan 
Wisconsin predicated on the tariff approved by the Commission concurrently in 
Docket No. G—17512. 

This stipulation contains a preliminary statement as to the nature of the 
several dockets in both the instant proceeding and that involving Docket Nos. 
G-13246, et al. It recites that the Commission by its Opinion 331 and order 
issued October 31, 1959 in Docket Nos. G-18313, et al, 22 FPC 775, authorized 
and directed Michigan Wisconsin to provide new service to Illinois Power 
Company, Iowa Southern Utilities Company, Central Missouri Gas Company 
and New London Gas Company upon the receipt of Canadian gas to be pur- 
chased by Michigan Wisconsin from Midwestern Gas Transmission Company 
(Midwestern). It also recites as follows: 

That the present capacity of Michigan Wisconsin, including the capacity 
involved in Docket Nos. G—13246, et al., is required by the present customers 
of Michigan Wisconsin to meet the demands of their present markets and 
therefore none of such capacity is available for service to the new markets 
of Illinois Power Company, Iowa Southern Utilities Company, Central 
Missouri Gas Company and New London Gas Company. 

The stipulation provides for an allocation of the system capacity of Michigan 
Wisconsin, which allocation is not directly involved herein. The stipulation as 
it relates to the dockets here provides as follows: 

That the additional 43,000 Mcf per day of capacity of American Louisiana, 
involved in Docket Nos. G—18312, et al., be allocated as follows: 30,176 Mcf 
per day to Michigan Consolidated; 10,329 Mcf per day to Michigan Wis- 
consin; and 2,495 Mcf per day to Ohio Valley, subject to the following 
conditions : 

(a) In the event the Commission authorizes and directs American Louisi- 
ana in Docket Nos. G—18312, et al., to deliver natural gas to NIPSCO for 
service to the latter’s new market there shall be a proportionate reduction 
in the additional volumes to be delivered by American Louisiana to Michi- 
gan Consolidated and Michigan Wisconsin in a total amount equal to the 
MDQ authorized to be delivered to NIPSCO. 

(b) In the event Iowa Southern Utilities Company does not receive 
service for its new markets pursuant to the Commission’s Opinion No. 331 
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and order issued October 31, 1959 in Docket Nos. G—18316, et al., Michigan 
Consolidated will make available to Michigan Wisconsin sufficient gas to 
permit Michigan Wisconsin to provide Iowa Southern Utilities Company for 
its new markets an MDQ under Michigan Wisconsin’s tariff of 2,208 Mcf 
for the first year of service, 3,555 Mcf for the second year of service and 
4,577 Mcf for the third and subsequent years. 

That the additional 10,329 Mcf per day of American Louisiana gas 
delivered to Michigan Wisconsin in Docket Nos. G—18312, et at., be allocated 
by Michigan Wisconsin to its customers, in accordance with Section 8 of 
the General Terms and Conditions of the demand-commodity tariff of 
Michigan Wisconsin approved in Docket No. G-17512, on the basis of their 
respective MDQ volumes in Docket Nos. G—13246, et al., above set forth. 

The provisions of this stipulation are interdependent, and unless this 
stipulation is approved by the Federal Power Commission in its entirety, 
this stipulation shall have no force or effect for any purpose. 

On November 30, 1959, the Commission issued an order that the intermediate 
decision procedure be omitted. 

The Brief filed on behalf of the above named coal interests stated that while 
the coal interests had not opposed the stipulation on the record, they had reserved 
their rights to brief their position with respect to an additional Maximum 
Daily Quantity (MDQ) of 2,495 Mcf per day to Ohio Valley proposed to be 
delivered by American Louisiana. It is claimed by Fuels Research Council, 
Inec., et al., that the evidence in support of Ohio Valley’s application is inade- 
quate. It is asserted that while Ohio Valley proposes to utilize the additional 
2,495 Mcf per day to attach new industrial customers, there is no showing that 
such attachment will in fact occur. The record does not support this conten- 
tion. In reply to questioning by the Presiding Examiner, the witness stated 
that the company had assurances from all of the potential customers that they 
will take gas if they can get it. The evidence shows that its peak day require- 
ments by classes of customers are as follows: 


Peak day requirements 





Residential__... ie 
Residential heating 
Commercial... ; 
Commercial heating... 

Firm industrial. --. i 
Interruptible industrial - - - . .- 
Public authorities- 





Total sales : Zeal , 991 | 
Company use and unaccounted for... . 470 | 


Total peak day requirements_.................-- 461 | 





The evidence shows that Ohio Valley has plans for selling gas for use in a 
school building now heated with coal, and gas service is also proposed for a new 
school building, which is now under construction, and which will have standby 
facilities for the use of oil. 

The coal interests contend that Ohio Valley did not show that natural gas is 
sufficiently competitive to capture the market from present fuels, including coal. 
It is asserted that an allocation of gas principally for industrial use should not 
be made when demands for superior uses go unsatisfied. 

The evidence shows that of the two firm customers proposed to be served one 
uses oil; the other uses coal. Of the four interruptible industrial customers, one 
uses Oil and coal; one uses oil and the other two firms use coal. The require 
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ments of the firms were furnished to Ohio Valley by the firms’ engineering 
departments. 

We are of the opinion that Ohio Valley has made a prima facie case. 

American Louisiana shows that it now has a sufficient and adequate gas supply 
for the services proposed. 

American Louisiana’s flow diagrams illustrate the operation of its pipeline, 
assuming peak day capacity of 400,000 Mcf per day with the receipt of 416,000 
Mcf at North Tepetate, Acadia Parish, Louisiana and illustrate the maximum 
capabilities of its system as being 429,100 Mcf with the receipt of 448,000 Mcf 
of gas from the Louisiana fields. 

We have discussed the capability of American Louisiana’s pipeline system in 
other dockets,? and in accordance with our previous findings, it is our opinion 
that American Louisiana’s pipeline has capacity substantially in excess of its 
designed capacity. For this reason we do not give approval to any part of the 
stipulation which may relate to the pipeline capacity of either American Louisi- 
ana or Michigan Wisconsin. 

It is, however, our opinion that American Louisiana has both an adequate 
supply and the necessary capacity to render the service proposed as well as to 
deliver the small volume of gas sought for new service in the town of LaGrange, 
Indiana. 

Accordingly, with the above exception, we give approval to that part of the 
Stipulation relating to the allocation of the additional 48,000 Mcf per day of 
eapacity involved in Docket No. G—18312. 
The Commission finds: 

(1) American Louisiana Pipe Line Company, a Delaware corporation, (Appli- 
eant in Docket No. G—18312), having its principal place of business in Detroit, 
Michigan, is a “natural-gas company” within the meaning of the Natural Gas 
Act, as heretofore found by the Commission in its Opinion 276 of October 1, 1954 
in Docket No. G—2306. 

(2) Ohio Valley Gas Corporation, an Indiana corporation, (Applicant in 
Docket No. G—18240), having its principal place of business in Winchester, 
Indiana, is a public utility engaged in the retail distribution of natural gas in 
the State of Indiana. 

(8) Northern Indiana Publie Service Company, an Indiana corporation, (Ap- 
plicant in Docket No. G—18733), having its principal place of business in Ham- 
mond, Indiana, is a gas and electric utility engaged, among other things, in the 
retail distribution of natural gas in the State of Indiana. 

(4) The facilities proposed to be constructed by American Louisiana, as 
hereinbefore described, are proposed to be used in the transportation and sale 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, as an integral part of American Louisiana’s existing pipeline system, 
and the construction and operation thereof by American Louisiana are subject 
to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(5) The proposed construction and operation by American Louisiana of 
the facilities hereinbefore described are required by the public convenience and 
necessity, and a certificate therefor should be issued to American Louisiana 
as hereinafter ordered and conditioned. 

(6) American Louisiana is able and willing properly to do the acts and 
to perform the service proposed and to conform to the provisions of the Natural 


1 American Louisiana Pipe Line Company, et al., 20 FPC 475; 20 FPC 851; 21 FPC 
218. 
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Gas Act and the requirements, rules, and regulations of the Commission 
thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to American Louisiana 
and to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order shall be com- 
pleted and placed in actual operation should be fixed at six months from the 
date on which this order issues. 

(8) It is necessary and desirable in the public interest to direct American 
Louisiana Pipe Line Company to sell and deliver to Ohio Valley Gas Corpora- 
tion an additional peak day volume of 2,400 Mcf of natural gas per day over 
the presently authorized volume of 2,500 Mcf per day, pursuant to American 
Louisiana’s appropriate rate schedule on file with the Commission, for resale 
and distribution in Portland, Indiana. 

(9) It is necessary and desirable in the public interest to direct American 
Louisiana Pipe Line Company to establish physical connection of its trans- 
portation facilities with the facilities proposed to be constructed by Northern 
Indiana Public Service Company and to sell and deliver to Northern Indiana 
Public Service Company its natural gas requirements for the town of LaGrange, 
Indiana and environs up to 729 Mcf per day, pursuant to American Louisiana’s 
appropriate rate schedule on file with the Commission. 

(10) The requirement that American Louisiana Pipe Line Company serve 
Ohio Valley Gas Corporation and Northern Indiana Public Service Company, 
as hereinafter ordered, will not place an undue burden upon American Louisiana 
nor require it to enlarge its transportation facilities, nor impair its ability to 
render adequate service to its customers. 

The Commission orders: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing American Louisiana Pipe Line Company to construct 
and operate the facilities hereinbefore described, all as more fully described in 
the application, for the transportation and sale of natural gas as therein set 
forth, subject to the jurisdiction of the Commission, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at six months from the date on which this order issues. 

(D) The provisions of the stipulation entered into by the parties herein 
allocating the additional 43,000 Mcf per day of pipeline capacity of American 


Louisiana Pipe Line Company is hereby approved, except that, in addition, 
American Louisiana will be required to deliver up to 729 Mcf per day to Northern 


Indiana Public Service Company for resale in the town of LaGrange, Indiana, 
and except that no part of the stipulation relating to the pipeline capacity of 
either American Louisiana or Michigan Wisconsin is approved. 

(E) American Louisiana Pipe Line Company is hereby directed to sell and 
deliver to Ohio Valley Gas Corporation an additional peak day volume of 2,400 
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Mcf of natural gas over the presently authorized volume of 2,500 Mcf per day, 
pursuant to American Louisiana’s FPC tariff on file with the Commission, for 
resale and distribution in Portland, Indiana. 

(F) American Louisiana is hereby directed to establish physical connection 
of its transportation facilities with the facilites proposed to be constructed by 
Northern Indiana Public Service Company and to sell and deliver to Northern 
Indiana Public Service Company its natural gas requirements for resale and 
distribution in the town of LaGrange, Indiana and environs up to 729 Mcf per 
day, pursuant to American Louisiana’s FPC tariff on file with the Commission. 

(G) American Louisiana Pipe Line Company shall report to the Commission, 
in writing and under oath, the date of commencement of service to the respective 
7(a) applicants herein within 15 days after such service begins. 

(H) Northern Indiana Public Service Company shall be prepared to receive 
service as directed herein within one year from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


COASTAL TRANSMISSION CORPORATION; SOUTHERN NATURAL GAS 
COMPANY, DOCKET NO. G-—17866 


ORDER VACATING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 30, 1959) 


Coastal Transmission Corporation (Coastal), a Delaware corporation with 
a principal place of business in Houston, Texas filed a notice with the Com- 
mission on July 10, 1959, that it did not desire to accept the certificate issued 
in this proceeding on June 19, 1959, 21 FPC 855. and requests authority 
to abandon the facilities which it built under temporary authorization issued 
on April 10, 1959, in the same proceeding. 

Coastal and Southern were authorized in both temporary and permanent 
orders issued in this proceeding to build minor interconnecting facilities in 
Louisiana in order to permit them to exchange natural gas on a short-term 
basis until Coastal’s main line facilities (authorized in Docket No. G—9960) 
would go into operation, or until January 1, 1961, whichever is sooner. 

Coastal in its filing of July 10, 1959, states that although it constructed the 
facilities authorized under temporary certificate on April 10, 1959, such facilities 
have not been placed in operation, because its main line facilities went into 
operation sooner than had been anticipated. It states further that Southern 
did not construct any of the facilities for which authorization was issued to it. 
For the reasons stated, Coastal does not desire to accept the certificate, and 
requests authority to abandon the facilities it built, consisting of 50 feet of 
pipeline and metering equipment in the Mystic Bayou Field, St. Martin Parish, 
Louisiana. 

It appears that in as much as Coastal’s facilities were never operated and 
since Southern’s facilities were never built, it is in the public interest to vacate 
the certificate issued to Coastal and Southern on June 19, 1959. 


The Commission finds: 


It is in the public interest and appropriate in carrying out the provisions of 
the Natural Gas Act to vacate, as hereinafter ordered, the order of the Com- 
mission issued June 19, 1959, granting certificates of public convenience and 
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necessity to Coastal Transmission Corporation and Southern Natural Gas Com- 
pany In the Matter of Coastal Transmission Corporation and Southern Natural 
Gas Company, Docket No. G-17866. 


The Commission orders: 


The order of the Commission issuing certificates of public convenience and 
necessity to Coastal Transmission Corporation and Southern Natural Gas Com- 
pany, issued June 19, 1959, In the Matters of Coastal Transmission Corporation 


and Southern Natural Gas Company, Docket No. G—17866, be and the same is 
hereby vacated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


COASTAL TRANSMISSION CORPORATION, DOCKET NO. G-19134 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 30, 1959) 


On August 3, 1959, Coastal Transmission Corporation (Applicant) filed in 
Docket No. G—-19134 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of unspecified supply lateral facilities to enable Ap- 
plicant to take into its certificated main transmission pipeline system from time 
to time prior to July 1, 1960, natural gas which will be purchased from pro- 
ducers in the general area of Applicant’s existing transmission system, all as 
more fully set forth in the application. 


The purpose of this “budget-type” application is to augment Applicant’s ability 
to act with reasonable dispatch in securing by contract and connecting to its 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 


The total cost of the facilities for which authorization is sought herein is not 
to exceed $1,000,000, and Applicant has agreed to a limitation of the cost of 
any single project to $250,000. Financing will be by bank loans or by other 
funds which may be available. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 15, 1959, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Coastal Transmission Corporation, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order accompanying Opinion No. 301 issued December 28, 1956, 
in Docket No. G—9960 (16 FPC 118). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 























































































































































1174 FEDERAL POWER COMMISSION 







(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the period ending July 1, 1960, as proposed by 
Applicant, are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before September 1, 1960, 
a statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted 
hereunder, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers in- 
volved, together with the respective dates of the gas sales contracts and the 
docket numbers of the related producer certificate applications. 

(6) The authorization granted hereinafter should be limited to construction 
during the period ending July 1, 1960, and the total expenditures for facilities 
to be constructed hereunder should be limited to $1,000,000, with no single proj- 
ect to exceed a cost of $250,000. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted, pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Coastal Transmission Corporation to construct and 
operate the proposed facilities to take natural gas from producers thereof during 
the period ending July 1, 1960, all as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before September 1, 1960, a statement 
under oath showing, by projects, (a) names of fields connected, (b) estimates 
of gas supplies attached, (c) a description of the project or projects that have 
been constructed pursuant to the authorization granted hereunder, (d) the 
location of said project or projects, (e) the costs of the facilities so constructed, 
and (f) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the period ending July 1, 1960, and the total expenditures 
for facilities to be constructed hereunder is hereby limited to $1,000,000, with 
no single project to exceed a cost of $250,000. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the exercise 
of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


N. C. GINTHER (OPERATOR), ET AL., DOCKET NO. G—11349 
ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 
(Issued December 30, 1959) 


On December 2, 1959 N. C. Ginther (Operator) et al. (Ginther), tendered for 
filing Supplement No. 4 to his FPC Gas Rate Schedule No. 8, proposing a 
favored-nation rate increase of 1.30¢ per Mcf from 13.3¢ to 14.6¢ per Mcf, for 
jurisdictional sales to Texas Eastern Transmission Corporation (Texas Eastern) 
from Harris County, Texas (Railroad Commission District No.3). An effective 
date of January 2, 1960, for the proposed increased rate is requested by Ginther. 
By order issued October 31, 1956, in Docket No. G-11349, the Commission 
suspended until April 1, 1957 the increase proposed in Ginther’s Supplement 
No. 3 to his FPC Gas Rate Schedule No. 8. This supplement has not been 
allowed to become effective so that the underlying rate of 13.3¢ per Mcf is still 
the effective rate. 

Concurrently with his filing of December 2, 1959, Ginther submitted an Offer 
of Settlement pursuant to Section 1.18(e) of the Commission’s Rules of Practice 
and Procedure. 

In his Offer of Settlement Ginther states that in consideration for accepting 
the proposed increased rate and charge, without suspension, and for terminating 
the suspension proceedings in this docket, Ginther would agree to eliminate 
from his contract comprising his FPC Gas Rate Schedule No. 8, as amended, 
the favored-nation clause as well as a clause which provides for non-payment 
by buyer of any favored-nation increase which may be disallowed by the Federal 
Power Commission in the Buyer’s cost of service, and substitute 1.0¢ per Mcf 
periodic escalation increases in November 1963, November 1968, and November 
1973 for the present 0.2¢ per Mcf annual escalation. 

In support of his Offer of Settlement, Ginther states that the subject con- 
tract was negotiated at arm’s-length, and the proposed increased rate is below 
the price under currently negotiated contracts in the same area. Ginther also 
states that the favored-nation clause was an important element of considera- 
tion required for the long-term commitments of his gas reserves to the perform- 
ance of his contracts; and that the clause provided the seller with a means of 
protecting himself against inflation and the increased valuation of the gas 
during the term of the contract. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the necessary 
contract changes or amendments provided for in the offer. None of Texas 
Eastern’s customers have petitioned to intervene in these proceedings or indi- 
cated to the Commission opposition to the Offer of Settlement. 

In our judgment, settlement of this case in accordance with the Offer of Set- 
tlement is desirable in the public interest and appropriate to carry out the pro- 
visions of the Natural Gas Act. Ginther is proposing to eliminate any favored- 
nation clauses in his contract with Texas Eastern involved herein to waive all 
his future rights and benefits thereunder and to convert the annual escalation 
now provided in the contracts to a periodic 1.0¢ per Mcf escalation in Novem- 
ber 1963, November 1968, and November 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
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Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of a formal hearing in such a rate case as 
might otherwise arise under this clause. The resulting stability in gas costs 
would be welcome to all segments of the natural-gas industry. Furthermore, 
freeing the Commission from the need of considering such a proposed increase 
would enable it to concentrate its efforts on other rate cases and other mat- 
ters having possibly more serious consequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Ginther under the periodic escalation provisions or otherwise. 
The Commission finds: 

(1) The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Ginther, 
et al., with the Commission on December 2, 1959, and in the Appendix to this 
order, is in the public interest and appropriate to carry out the provisions of 
the Natural Gas Act and should be approved by the Commission and made 
effective as hereinafter ordered. 

(2) Good cause exists for terminating the proceedings in Docket No. G—11349; 
for accepting for filing Supplement No. 4 to Ginther’s FPC Gas Rate Schedule 
No. 8, superseding Supplement No. 3 thereto which involves a suspended rate 
increase in the subject docket and for permitting said Supplement No. 4 to 
become effective on January 2, 1960, without obligation to refund; subject, 
however, to the terms and conditions of the Offer of Settlement as herein- 
after ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Ginther, et al., 
December 2, 1959, is hereby approved in accordance with the provisions of 
this order. 

(B) Ginther, and the other parties of interest shall execute with Texas 
Eastern, in accordance with the Appendix’ attached hereto, an amendment to 
their Gas Purchase Contract dated December 19, 1955, filed with the Commission 
as their FPC Gas Rate Schedule No. 8. 

(C) Ginther shall, within 30 days from the date of issuance of this order, 
file with the Commission as a supplement to his FPC Gas Rate Schedule No. 8, 
under Part 154 the Commission’s Regulations under the Natural Gas Act, the 
executed agreement with Texas Eastern required by Paragraph (B) above. 

(D) The proposed increased rate contained in Supplement No. 4 to Ginther’s 
FPC Gas Rate Schedule No. 8 is hereby permitted to become effective as of 
January 2, 1960, and the proceedings in Docket No. G-11349 are hereby termi- 
nated: Provided, however, that Ginther makes a satisfactory filing in accordance 
with paragraph (C) above. 

(E) The acceptance of this offer is without prejudice to any findings or 
determinations that may be made in any proceedings, which are presently 
being heard, or in any other proceeding now pending or hereinafter instituted 
by or against Ginther. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. v. United States, 138 F. Supp. 
411.) 


1 Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G-14779 
ORDER AMENDING ORDER ADOPTING DECISION OF PRESIDING EXAMINER 
(Issued December 30, 1959) 


On November 18, 1959, Northern Natural Gas Company (Northern) filed 
a petition to amend, as hereinafter described, the Commission’s order’ issued 
April 23, 1959, adopting the examiner’s decision’? dated March 24, 1959, issuing 
certificates of public convenience and necessity to Northern in the proceeding 
In the Matter of Northern Natural Gas Company, Docket Nos. G—14697 and 
G-14779. Among the facilities authorized by the Commission’s order adopting 
the examiner’s decision were 3.5 miles of 10-inch pipe required to loop a portion 
of the Marshalltown, Iowa, branch line. In Docket No. G—14779 Northern 
had requested permission to construct and operate the 3.5-mile loop on the 
Marshalltown branch line to meet the increased gas requirements of North- 
ern’s existing customers on that branch line. 

However, Northern’s petition states that subsequent to Northern’s receipt 
of authorization to build the aforementioned 3.5-mile loop on the Marshalltown 
branch line, Northern filed on June 9, 1959, an application in Docket No. 
G-—18756 requesting authority to increase further the contract demand deliv- 
eries to its existing customers. On September 18, 1959, Northern filed in 
Docket No. G—18756 a request for a temporary certificate which was granted 
by the Commission on October 21, 1959. Among the facilities for which tem- 
porary authorization was received are 19.9 miles of 10-inch pipe required to 
construct a second branch line to Marshalltown, Iowa. This 19.9-mile line is 
to be constructed in a southerly direction, so as to connect Marshalltown 
with Northern’s branch line extending northeastward toward Dubuque, Iowa, 
whereas the 3.5-mile loop, previously authorized vy the Commission’s order 
of April 23, 1959, was to have been built parallel to the first branch line to 
Marshalltown which extends eastward from Northern's main line. 

Northern states that the second branch line to Marshalltown, authorized by 
the temporary authority granted in Docket No. G—18756, was designed to deliver 
and is capable of delivering both the volumes of gas required in Docket No. 
G-14779 and the volumes of gas involved in Docket No. G—18756, and that, 
therefore, the need for the 3.5-mile loop authorized in Docket No. G-—14779 is 
eliminated. Northern further states that failure to construct the 3.5-mile loop 
on the first Marshalltown branch line will in no way jeopardize Northern's cus- 
tomers supplied by that lateral and that “ * * * the construction and opera- 
tion of the 2nd Marshalltown branch line will obviate, at least for the forseeable 
future, the need for any further looping of the Marshalltown branch line.” 
Northern, consequently, “ * * * requests the Commission to amend the Certifi- 
cate of Public Convenience and Necessity granted in Docket No. G—14779 by 
deleting the 3.5 miles of Marshalltown, Iowa branch line loop authorized 
therein.” 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act that the Commission’s order issued April 23, 1959, adopting the exam- 
iner’s decision dated March 24, 1959, issuing a certificate of public convenience 


221 FPC 537. 
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and necessity to Northern in Docket No. G—14779 be amended so as to delete 
therefrom the authority granted to Northern to construct and operate 3.5 miles 
of 10-inch loop on its first Marshalltown, Iowa, branch line. 


The Commission orders: 





(A) Paragraph (B)* of the examiner’s decision dated March 24, 1959, issuing 
a certificate in Docket No. G-14779 authorizing Northern to construct and oper- 
ate the facilities requested by Northern in its application in Docket No. G—14779 
and the Commission’s order issued April 23, 1959, adopting said examiner’s 
decision be and they are hereby amended so as to delete therefrom the author- 
ization granted to Northern to construct and operate 3.5 miles of 10-inch loop 
on Northern’s original branch line which extends eastward to Marshalltown, 
Iowa, from Northern’s Odgen Compressor Station. 

(B) All other provisions of the examiner’s decision and the Commission’s 
order adopting that decision shall remain unchanged and in full force and 
effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 









THE OHIO FUEL GAS COMPANY, DOCKET NO. G-—19425 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued December 30, 1959) 


The Ohio Fuel Gas Company (Applicant), an Ohio corporation with its prin- 
cipal place of business in Columbus, Ohio, filed an application in Docket No. 
G-19425 on September 8, 1959, pursuant to Section 7(b) of the Natural Gas Act 
for permission and approval to abandon its Lima underground storage field 
facilities and its operation of the field in Mahoning County, Ohio, which field 
was acquired by Applicant from its affiliate, Natural Gas Company of West 
Virginia, all as more fully described in the application on file with the 
Commission. 

Applicant states that the Lima field is a small, low pressure pool in the Berea 
formation, with poor deliverability and since integration of the facilities 
acquired from Natural, Applicant finds that storage service formerly provided 
by use of this field can now be provided to better advantage by other storage 
fields owned and operated by Applicant. The estimated storage capacity of 
the pool is 300,000 Mcf, compared with 218,000,000 Mcf of capacity of all stor- 
age fields operated by Applicant. 

Applicant requests authority to abandon 12 wells and appurtenances, 14,949 
feet of 2- to 6-inch well and gathering lines, a 117 h.p. field compressor, lease- 
holds and measuring equipment, all in the Lima Field. 

; The credit to fixed capital for these facilities, including storage cushion gas, 
is $121,292. Cost of removing the facilities is estimated at $13,075 and salvage 
value is estimated at $13,580. Savings in operating expenses due to the pro- 
posed abandonment are estimated at $11,750 per year. Applicant had as of 
July 1, 1959, about 203,900 Mcf of storage gas in the Lima Field and remaining 
native reserves in the field estimated at 480,000 Mcf. The company states it 
will withdraw the storage gas to the economical limit but, because of the poor 
deliverability of the field, does not intend to produce the native reserves. 

Ohio Fuel states that five of seven consumers now receiving free gas from 
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the Lima Field could purchase gas from the company if they so desired. The 
remaining two consumers are stated to be too far from Applicant’s facilities 
to be served economically and service to them would be discontinued upon aban- 
donment of the field, pursuant to the terms of Ohio Fuel’s lease agreements with 
such customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 16, 1959, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein, pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, an Ohio corporation with its principal place of business in 
Columbus, Ohio, is a “natural-gas company” within the meaning of the Natural 
Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be abandoned, as heretofcre described, are 
subject to the jurisdiction of the Commission, and abandonment of such facili- 
ties by Applicant is subject to the requirements of Subsection (b) of Section 7 
of the Natural Gas Act. 

(3) Such abandonment by Applicant, as heretofore described, is permitted 
by the public convenience and necessity, and an order authorizing and approv- 
ing same should be issued as hereinafter ordered. 

(4) The abandonment authorization should be issued subject to Applicant 
receiving any necessary approval from the Ohio Public Utilities Commission 
for abandonment of service to the seven consumers mentioned herein. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of said Rules, 


The Commission orders: 

(A) Permission and approval of the abandonment by Applicant of the facili- 
ties hereinbefore described, all as more fully described in the application in this 
proceeding, be and the same is hereby granted, subject to Applicant receiving 
any necessary approval from the Ohio Public Utilities Commission for abandon- 
ment of service to the seven consumers referred to herein. 


(B) Applicant shall advise the Commission of the date of abandonment of 
the facilities within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. G—11214 
ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued December 30, 1959) 


United Gas Pipe Line Company (United) on August 15, 1958, filed a petition 
to amend the certificate of public convenience and necessity issued by order of 
the Commission on February 7, 1957, in Docket No. G—11214 authorizing United 
to construct and operate certain facilities necessary to render gas service to 
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NRC Metal Company at its plant near Floridatown, Santa Rosa County, Florida, 
in volumes up to 850 Mcf per day ; United proposes to sell and deliver additional 
volumes of gas to the said customer for consumption in its plant, above men- 
tioned, up to 1,500 Mcf per day. 

United states that the facilities now constructed and being used for deliver- 
ing gas to the customer, whose name has been changed to Columbia-National 
Corporation are adequate to accomplish the purpose of carrying the added 
volume of 650 Mcf per day. The additional deliveries will not have a serious 
impact on United’s Gas reserves. 


The Commission finds: 

It is appropriate in carrying out the purposes of the Natural Gas Act, and 
the public convenience and necessity requires that the order of the Commission, 
and particularly paragraph (C) issued on February 7. 1957, be amended, as 
hereinafter ordered, so as to increase the maximum volume of gas from 850 to 
1,500 Mcf per day to Columbia-National Corporation. 

The Commission orders: 

(A) The order of the Commission issued on February 7, 1957, in Docket No 
G-—11214, be and the same is hereby amended by substituting the name Columbia- 
National Corporation for NRC Metals Company and the figure 1,500 for 850 in 
paragraph (C) of the said order. 

(B) All other provisions of the February 7, 1857, order remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; William R. Con- 
nole and Arthur Kline. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G-13é1 
ORDER APPROVING PROPOSED SETTLEMENT AND PRESCRIBING REFUNDS 
(Issued December 31, 1959) 


On December 16, 1959, Colorado Interstate Gas Company (Colorado Inter- 
state) filed a “Motion for Approval of Settlement and Termination of Pro- 
ceedings” in the above-entitled matter, a rate proceeding under Section 4 of 
the Natural Gas Act. As part of a settlement agreement Colorado Interstate 
has tendered the consents of 13 of its jurisdictional utility customers, together 
with the consents of four other interested parties. Colorado Interstate’s Motion 
for Approval of Settlement is the result of a conference held in Washington, 
D.C., on October 20 through October 23, 1959, for the purpose of settlement. 

On September 19, 1957, Colorado Interstate tendered for filing certain pro- 
posed revised tariff sheets’ pursuant to the provisions of Section 4(d) of the 
Natural Gas Act. After rejection and refiling, the proposed revised tariff 
sheets were suspended and the use thereof deferred until not earlier than 
February 5, 1958, pursuant to an order issued herein on October 18, 1957. By 
order issued April 28, 1958, pursuant to a motion duly filed by Colorado Inter- 


1¥Fourth Revised Sheets 5 and 8 of Colorado Interstate’s FPC Gas Tariff, Original Vol- 
ume No. 1, Second Revised Sheet 2 of its FPC Gas Tariff, First Revised Volume No. 2, and 
Third Revised Sheet 2, of its FPC Gas Tariff, Original Volume No. 3. Fourth Revised Sheet 
11 and Third Revised Sheet 13g of Colorado Interstate’s FPC Gas Tariff, Original Volume 
No. 1, which pertain to sales of gas for resale for industrial use only, were also filed at 
the same time, but were not suspended and therefore became effective as proposed. 
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State, the proposed tariff changes were made effective as of February 5, 1958, 
subject to the filing of bond or equivalent assurance, which was subsequently 
done. 

The revised tariff sheets in question pertain to sales of natural gas for resale 
subject to Commission jurisdiction and involve an increase in rates and charges 
of approximately $2,553,000 a year over the rates then being collected by Colo- 
rado Interstate subject to an undertaking in the proceeding in Docket Nos. 
G-11717. The proceeding in Docket No. G—11717, as well as rate proceedings in 
Docket Nos. G—2260 and G—2576, were later the subject matter of a settlement 
agreement, approved by the Commission, between Colorado Interstate, its cus- 
tomers, and other interested parties. See the order issued in said dockets 
on December 30, 1958; also Commission Opinion No. 313 (19 F.P.C. 1012), 
issued June 21, 1958. 

Docket No. G—13541 is the only pending rate-increase filing of Colorado Inter- 
state. On September 28, 1959, Colorado Interstate tendered for filing with the 
Commission its proposed FPC Gas Tariff, First Revised Volume No. 1 and 
Second Revised Volume No. 2, requesting an effective date of October 31, 1959. 
These proposed tariff revisions entail changes in Colorado Interstate’s G—1l 
and P-1 rate schedules to a standard form of contract demand”, provide for 
an SG rate schedule for small distributor companies, and involve a reduction 
of approximately $4,500,000 a year below the rates and charges being collected 
subject to refund in this docket. In connection with the settlement agreement 
herein, Colorado Interstate, by letter dated October 23, 1959 has requested 
that the effective date of such proposed tariff revisions be changed from Octo- 
ber 31, 1959 to January 1, 1960. Colorado Interstate’s filing of September 28, 
1959, is more fully discussed later; it is sufficient to note here that this filing, 
under the settlement agreement, is not intended to effect an increase in total 
jurisdictional revenues recovered by Colorado Interstate. 

The Appendix hereto sets forth the settlement agreement arrived at in this 
proceeding as the result of the afore-mentioned conference, held in Washington, 
D.C., on October 20 through October 23, 1959. The agreement first provides 
that Colorado Interstate shall file revised rate schedules embodying the settle- 
ment rates. These rate schedules are proposed to be made effective as of Janu- 
ary 1, 1959, in lieu of those presently in effect in this proceeding, and would 
remain in effect until superseded consistent with the provisions of the Natural 
Gas Act. This filing was made on December 16, 1959, and the revised schedules 
are acceptable and will be placed in effect as hereinafter ordered. As provided 
by Section II(2)(A) of the agreement, refunds for the calendar year 1959 
shall be the difference between the actual revenues collected by Colorado In- 
terstate from each customer during 1959 and the settlement rates and charges, 
set forth in Section I(1) of the agreement, and contained in the revised rate 
schedules, heretofore referred to, together with interest at the rate of 6 percent 
per annum. In adidtion to the refund, stated above, the agreement provides for 
a further refund for the calendar year 1959 in the event Colorado Interstate 
earns a return in excess of six percent on its jurisdictional business. This 
determination shall employ actual data for 1959 and, insofar as practicable, 
shall follow cost of service and cost allocation principles used by the Commis- 
sion’s staff in its studies presented at the conference. Thus Colorado Interstate 
shall have its books for the calendar year 1959 audited and then closed, and its 
determination as to any excess revenues shall be submitted to the Commission’s 
staff for its review. The amount and distribution of such revenues in excess of 
a 6 percent return shall then be determined by agreement of the parties. In the 
event of disagreement, the remaining questions shall be submitted to the 
‘Commission for determination. 
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For the purposes of the settlement agreement, the period beginning February 
5, 1958, through December 31, 1958, shall be treated as a closed period and 
refunds in the amount of $5,497,635.05, which includes interest through Decem- 
ber 31, 1958, shall be paid in the separate amounts and to the customers listed 
on Section II(1) of the Appendix. Additionally interest at the rate of 6 percent 
per annum upon the principal sum set forth in Section II(1) shall be paid for 
the period from January 1, 1959, to the date upon which the refund monies are 
mailed to the customer companies. 

As previously stated, the settlement rates set forth in Section I(1) of the 
Appendix shall also apply to future periods, commencing as of January 1, 1959, 
until superseded consistent with the provisions of the Natural Gas Act. With 
respect to its proposed “standard form of contract demand” gas tariff, hereto- 
fore referred to, Colorado Interstate, on December 21, 1959, tendered revised 
tariff sheets to this filing of September 28, 1959. These proposed revised tariff 
sheets provide for the settlement rates restated on an equivalent basis to the 
contract demand form, and will effect a greater rate reduction than the $4,500,- 
000 estimated in the September 28, 1959, filing. Thus the various rate levels 
proposed by Colorado Interstate in its change in rate form filing of September 
28, 1959, together with the amount of estimated rate reduction have been super- 
seded by the terms of the settlement agreement. The parties, under the terms of 
the settlement, reserve all rights with respect to this filing, except as to the 
level of rates to be charged by Colorado Interstate. By separate order we are 
suspending Colorado Interstate’s filing of September 28, 1959, as revised, for 
five months commencing January 1, 1960, and until such further time thereafter 
as it is made effective in the manner prescribed by the Natural Gas Act. 

Additionally, as provided in Section III of the agreement (Appendix), Colo- 
rado Interstate shall refund and pass on to its customers, based on a ratio 
of individual sales to total sales, any refunds received from its suppliers as the 
result of the latter’s rate proceedings, and applicable to the periods February 
5, 1958, through December 31, 1958, and the calendar year 1959. Colorado 
Interstate also undertakes, as stated in Section IV of the Appendix, that it 
will not cause any increase in rates to become effective during the calendar 
year 1960. Colorado Interstate further undertakes to timely propose and 
prosecute a plan or plans to meet the reasonably contemplated resale require- 
ments of the Rocky Mountain area market for the winter season 1960-1961. 

All parties to the agreement fully reserve their rights to contest in the future 
any cost of service, allocation or other principle or procedure underlying or 
supposed to underlie the results arrived at by the settlement agreement, and are 
not to be considered in any way bound or prejudiced in these respects as the 
result of agreeing to the settlement. 

The staff recommends that the settlement agreement be approved, and 
thereby supports the motion by Colorado Interstate. 

Our review of the motion and the various attachments, discussed in part 
above, indicates that the features of the proposed settlement are in the public 
interest and will serve to maintain the financial integrity of the company and 


its ability to render continuing service to the benefit of both the comsuming 
public and Colorado Interstate. 


The Commission finds: 


(1) Colorado Interstate is a “natural-gas company” within the meaning of 
the Natural Gas Act, with sales of natural gas for resale subject to our 
jurisdiction. 

(2) The increased rates and charges contained in Colorado Interstate’s tar- 
iff sheets filed September 19, 1957, in Docket No. G—13541, and now in effect 
subject to refund, have not been shown to be just and reasonable, or otherwise 
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lawful under the terms and provisions of the Natural Gas Act, and they should 
be disallowed and denied as hereinafter provided and ordered. 

(3) The settlement of these proceedings on the basis of the “Stipulation of 
Settlement” (see Appendix), as moved by Colorado Interstate, and as consented 
to by all 13 of Colorado Interstate’s jurisdictional customers participating in 
the settlement negotiations, four other interested parties, and supported by 
the staff, subject to the terms and conditions hereinafter ordered, is reasonable, 
proper and in the public interest in carrying out the provisions of the Natural 
Gas Act, and such Stipulation of Settlement should be approved and made 
effective as hereinafter provided and ordered. 


The Commission orders: 





(A) The increased rates and charges contained in Colorado Interstate’s filing 
referred to in paragraph (2) above, are disallowed and denied. 

(B) The settlement of this proceeding as moved by Colorado Interstate and 
as set forth in the Stipulation of Settlement (Appendix), is approved and made 
effective, subject to the terms and conditions hereinafter ordered. 

(C) Colorado Interstate shall refund, within 30 days from the date of issu- 
ance of this order to its jurisdictional customers the amounts including interest 
for the period February 5 through December 31, 1958, together with interest 
on the principal sums shown for the period after December 31, 1958, to date 
of refund, all as provided in Section I1(1) of the Appendix. 

(D) Colorado Interstate shall refund, within 30 days from the date of issu- 
ance of this order, to its jurisdictional customers the amounts of money 
including interest ascertained and computed as set forth in Section II(2)(A), 
(Appendix) for the calendar year 1959. 

(E) Colorado Interstate shall refund, to its jurisdictional customers any 
excess revenues during calendar year 1959 determined as provided by Section 
II(2)(B) of the Appendix, within 30 days after agreement of the parties 
thereon or Commission determination, if necessary, in the principal amounts 
plus interest ascertained and computed as set forth in Section II(2)(B). 

(F) Within 15 days after the making of any refund as provided by para- 
graphs (C), (D), (E) and (G) hereof, Colorado Interstate shall report to 
the Commission, in writing and under oath, the amount of the refund made 
to each of its utility customers, showing separately the amount of principal 
and interest so paid, the billing determinants or other bases used for such 
determination, and shall serve a copy of such report upon each of the customers 
receiving a refund. Concurrently therewith, Colorado Interstate shall file, 
with respect to the refunds provided by paragraphs (C), (D) and (E) hereof, 
with the Commission releases from its jurisdictional customers showing receipt 
of the principal and interest in conformity to the plan of settlement approved 
hereby. 

(G) In the event that Colorado Interstate receives a refund from its suppliers 
of monies paid or payable for gas delivered during the period February 5, 
1958 through December 31, 1959, Colorado Interstate shall make refund to its 
resale customers affected by the rate filing in this proceeding as provided by 
Section III of the Appendix. 

(H) Colorado Interstate’s revised rate schedules embodying the settlement 
rates, filed on December 16, 1959, as contemplated by Section I (1) of the Appen- 
dix are acceptable for filing and shall be effective as of January 1, 1959, con- 
currently with the issuance of this order. 

(I) Upon full compliance by Colorado Interstate with all the terms and con- 
ditions of this order, this proceeding shall be terminated. 

(J) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice to 
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any claims or contentions which may be made by the Commission, Colorado 
Interstate, the Commission’s staff, or any other party affected by this order, in 
any proceeding now pending or hereafter instituted by or against Colorado 
Interstate or any other companies, persons or parties affected by this order. 


APPENDIX 
Before the Federal Power Commission 
In THE MATTER OF CoLoRADO INTERSTATE GAs CoMPANY, DocKeT No. G—13541 


STIPULATION OF SETTLEMENT PURSUANT TO SECTION 1.18 OF THE COMMISSION’S RULES 
OF PRACTICE AND PROCEDURE 


On September 19, 1957, Colorado Interstate Gas Company (“Colorado Inter- 
state”) tendered for filing with the Federal Power Commission (“Commission”) 
Fourth Revised Sheets 5, 8 and 11 and Third Revised Sheet 13g of its FPC Gas 
Tariff, Original Volume No. 1, and Second Revised Sheet No. 2 of its FPC Gas 
Tariff, First Revised Volume No. 2, and Third Revised Sheet No. 2 of its FPC 
Gas Tariff, Original Volume No. 3, proposed to become effective October 21, 1957, 
and proposing an annual increase in rates for sales of natural gas subject to 
the jurisdiction of the Commission. 

On October 4, 1957, the Secretary of the Commission rejected the proposed 
filing, following which on October 18, 1957, Colorado Interstate refiled its pro- 
posed revised tariff sheets, together with additional information relating to the 
proposed increased rates. Colorado Interstate also filed a request for waiver of 
the Commission’s Regulations pertaining to long-form rate filings. 

By order issued October 18, 1957, in Docket No. G—13541, pursuant to authority 
contained in Sections 4 and 15 of the Natural Gas Act, the Commission suspended 
and deferred the use of Colorado Interstate’s Fourth Revised Sheets 5 and 8 
of its FPC Gas Tariff, Original Volume No. 1, Second Revised Sheet 2 of its FPC 
Gas Tariff, First Revised Volume No. 2, and Third Revised Sheet 2 of its FPC 
Gas Tariff, Original Volume No. 3, until February 5, 1958, and until such further 
time thereafter as they might be made effective in the manner prescribed by the 
Natural Gas Act; and the Commission thereby entered upon an investigation 
concerning the lawfulness of the rates and charges of Colorado Interstate. 

The aforesaid Fourth Revised Sheet 11 and Third Revised Sheet 18g which 
set forth rate schedules I-1 and IS-3 applicable to sales of natural gas for resale 
for industrial use only were allowed to take effect as of October 21, 1957, as 
proposed. On February 3, 1958, Colorado Interstate filed a motion to place the 
suspended tariff sheets into effect as of February 5, 1958. The Commission on 
April 28, 1958, issued its order in Docket No. G-13541 making effective as of 
February 5, 1958, the aforesaid Fourth Revised Sheets 5 and 8, Second Revised 
Sheet 2, and Third Revised Sheet 2 subject to the execution and filing within 30 
days by Colorado Interstate of a corporate bond with surety to refund to those 
entitled thereto any portion of the increased rates made so effective as were 
found by the Commission in that proceeding not justified, with interest at the 
rate of 6 per cent per annum from the date of payment to Colorado Interstate 
until refunded. Following the granting of an extension of time for the filing of 
said corporate bond with surety to June 28, 1958, said bond was duly filed by 
Colorado Interstate. 

The subject docket is the last pending rate increase filing of Colorado Inter- 
state. Three previous cases, Docket Nos. G—2260, G-2576 and G-—11717, involv- 
ing the period from January 1, 1954, through February 4, 1958, were settled in 
the year 1958 and refunds were made early in the year 1959. Pursuant to an 
undertaking made in connection with the settlement of these dockets, Colorado 
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Interstate, by letter dated January 30, 1959, proposed to its customers and other 
parties a settlement of Docket No. G—13541 for the period beginning February 5, 
1958, the date on which Docket No. G—13541 became effective. Following a re- 
quest of the Public Utilities Commission of the State of Colorado for a settlement 
conference, the Federal Power Commission Staff conducted a field investigation 
of Colorado Interstate and, following such investigation, served upon the parties 
two cost of service studies with allocations and rates, one based on the calendar 
year 1958 and the other based on the 12-month period ended June 30, 1959. 
A date was set for conference in Washington, D.C., to commence October 20, 
1959. The conference was held on October 20, 1959, through October 23, 1959, 
attended by the Commission Staff, Colorado Interstate and its resale customers, 
and by representatives of the Public Utilities Commissions of Colorado and 
Wyoming, the City and County of Denver, and certain California customers of 
El Paso Natural Gas Company, as well as representatives of the California 
Public Utilities Commission and the City of Los Angeles. On October 23 tinal 
agreement was reached by all parties to the proceeding respecting the matters 
and issues related to Docket No. G—13541. 

In the proceding in Docket No. G-13541 the parties thereto in conference agree 
that the following proposal for the settlement of such proceeding be submitted 
to the Commission, namely : 

SECTION I 





RaTES 
(1) From January 1, 1959 

Colorado Interstate will, as soon as possible after the issuance by the Com- 
mission of its order approving this proposed settlement, file with the Commis- 
sion revised rate sche@ules embodying the rates hereinafter provided. Said 
schedules shall by Commission order be made effective as of January 1, 1959, 
thereby superseding increased schedules of rates and charges set forth in 
Colorado Interstate’s FPC Gas Tariff, Original Volume No. 1, First Revised 
Volume No. 2, and Original Volume No. 3, as filed on October 18, 1957. 

The proposed revised schedules to be made effective as of January 1, 1959, 
will contain the following rates and charges: 





Rate schedule 





Rate schedule 
Demand | Commodity Demand | Commodity 





1 To be converted to 39.3¢ under the Wright demand type of rate (five-day billing demand) contained in 
Colorado Interstate’s FPC Gas Tariff, Original Volume No. 1. 
2 Plus monthly transportation charge of $55,746. 





Sales to the City of Trinidad, Colorado, shall be computed upon the basis 
of the P-1 rate set forth above until such time as Colorado Interstate acquires 
the lateral line owned by the City of Trinidad. 


(2) From Date on Which Colorado Interstate Tariff Filing of September 28, 
1959, Goes Into Effect 

On September 28, 1959, Colorado Interstate tendered for filing with the Com- 

mission its FPC Gas Tariff, First Revised Volume No. 1 and Second Revised 

Volume No. 2, with a proposed effective date of October 31, 1959, providing for 

a voluntary interim reduction of approximately $4,500,000 per annum in its rates 
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and charges then being collected, changing its G-1 and P-1 rate schedules to a 
standard form of contract demand and establishing an SG rate schedule for 
small distributor companies. It further requested the Commission to suspend 
the effective date of this filing for only one day, to November 1, 1959. In 
connection with this settlement of Docket No. G—13541, Colorado Interstate, by 
letter dated October 23, 1959, requested that the effective date of such filing be 
changed to January 1, 1960. Its request was granted by letter dated November 5, 
1959. Colorado Interstate further undertakes, as soon as possible after the 
issuance by the Commission of its order approving this proposed settlement, to 
file with the Commission substitute tariff sheets in its filing of September 2s, 
1959, etablishing the rates set forth above in the appropriate rate schedules 
contained therein with the following changes and additions: 

(a) The demand charge of the G-1 rate shall be $1.36 to reflect the new 
contract demand form of tariff proposed in such filing. 

(b) The demand charge of the P-1 rate shall be 94 cents (to be converted 
to 37.3 cents under the Wright demand type of rate (five-day billing 
demand)) to reflect the new contract demand form of tariff proposed in 
such filing. 

(c) The SG-1 rate shall be 29.68 cents. 

Based upon temperature data and contract and billing demand volumes con- 
currently submitted by Colorado Interstate to all parties, the demand rates 
provided for in (a) and (b) above represent an acceptable conversion to the 
contract demand form of tariff of the demand rates provided for in Section 
I(1) above. 

The parties hereto reserve all rights as to all matters with respect to said 
filing of September 28, 1959, except as to the level of rates contained therein 
as herein provided. 

SECTION II 


REFUNDS 
(1) For 1958 


For the purposes of this settlement, it is agreed that the period beginning 
February 5, 1958, through December 31, 1958, shall be treated as a closed period 
and refunds in the principal amount of $5,377,884.80 shall be made for such 
period to those entitled thereto, together with interest computed in the manner 
hereinafter provided. 

The principal amount to be refunded to each customer entitled thereto with 
interest set forth separately through December 31, 1958, is as follows: 





Principal Interest 


Citicens Weiiities Company... ...n- 2. ccncnncccenpsesannce} $111, 610. 54 | $2, 536. 99 
en ee nie wkcing scannarnwanment 501, 522. 16 | 10, 693. 07 
City of Trinidad-..-- ee iret . 41, 743. 20 | 6 
Colorado-W yoming Gas Company..---.----.---.----------| 981, 888. 76 
Eastern Colorado Utility Company-.--.-- ee . 007. 34 
Greeley Gas Company-..-- -| 7.05 
Kansas-Colorado Utilities, Inc._............-.---- : » . 36 
Natural Gas Pipeline Co. of America. --.-........--.-.-- , 434. 82 | 
Plateau Natural Gas Company..--......-...-..-.----- . 3, 402. 63 , 
Public Service Company of Colorado. ..-.......-.------ , 389. 69 | 56, 719. , 517, 109. 46 
Pueblo Gas and Fuel Company..-.-........-.-..-------- am , 144. 84 , 388. 346, 532. 95 
Southern Union Gas Company. .--.---..-..-.--.--------- 14, 592. 41 311. 94 | , 904. 35 


| 
| 
| 
| 





5, 377, 884. 80 








119, 750. 25 | 5, 497, 635. 05 


Said refunds shall be made by Colorado Interstate within 30 days from 
the issuance of the Commission order approving the settlement as proposed 
herein. In addition to the interest set forth above, Colorado Interstate shall 
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pay interest at the rate of 6 percent per annum upon the principal sums set 
forth above from January 1, 1959, to the date when the draft or check repre- 
senting the amount payable hereunder is placed in the mails. 

(2) For 1959 

(A) Refund A.—The rates set forth in Section I(1) above shall be applied 
to the appropriate volumes of natural gas delivered thereunder by Colorado 
Interstate to each customer for all billing periods from January 1, 1959. The 
revenues so computed shall be deducted from the actual revenues paid by each 
customer to Colorado Interstate during such period and the difference shall be 
refunded with interest at the rate of 6 per cent per annum. Interest shall 
commence to run on the portion of each monthly payment to be refunded from 
the day on which such payment was received and shall extend to the date 
when the draft or check representing the amount payable to such customer is 
placed in the mails. Said refunds of principal and interest shall be made by 
Colorado Interstate within 30 days from the issuance of the Commission order 
approving the settlement as proposed herein. 

(B) Refund B.—In addition to the refund designated “Refund A,” Colorado 
Interstate will refund to its customers entitled thereto any jurisdictional 
revenues in excess of those required for Colorado Interstate to earn a 6 per 
cent rate of return on the sales made by it in interstate commerce for resale 
during the calendar year 1959. The determination of such excess revenues, if 
any, shall be based upon 1959 as an actual operating year and shall employ 
actual data, income taxes computed on a 6 per cent rate of return and, insofar 
as practicable, the cost of service and cost allocation principles used by the 
Commission’s Staff in its studies based on the year 1958 and the twelve months 
ended June 30, 1959, presented to the parties at the conferences, and as modified 
and agreed to for the purposes of this settlement. 

Colorado Interstate will have its books for the calendar year 1959 audited 
by independent public accountants and then closed, and will then proceed 
with due diligence to determine its revenues, if any, in excess of a 6 per cent 
rate of return on its jurisdictional sales. It will then submit its computations 
to the Commission Staff for review, following which the same shall be sub- 
mitted to all the parties hereto. The amount and division of any such reve- 
nues in excess of those required for said 6 per cent rate of return shall be 
determined by agreement of the parties. To the extent the parties may not 
be able to agree, the matters not so agreed to shall be submitted to the Commis- 
sion for its determination. Any refund hereunder shall be made within 30 
days after agreement of the parties or Commission determination. 


(3) Notice to Commission of Refunds 


Within 15 days after the making of any refund hereinabove or hereinafter 
provided for, Colorado Interstate shall report to the Commission in writing 
and under oath the amount of the refund made to each customer, showing 
separately the amount of principal and interest so paid, and shall serve a copy 
of such report upon each of the customers receiving a refund. 


SECTION III 


REFUNDS DEPENDING Upon OUTCOME OF PENDING PROCEEDINGS CONCERNING 
SUPPLIERS’ RATES 


Colorado Interstate will refund to its resale cusomers affected by the rate 
filing in Docket No. G—13541 their pro rata share of (1) refunds received from 
its suppliers for any period from and after February 5, 1958, where such 
refunds result from final disallowance of any portion of suppliers’ rates in 
effect subject to refund during any portion of the calendar year 1958, and (2) 
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refunds from its suppliers on the volumes of gas purchased by Colorado Inter- 
state during the calenday year 1959. 

Colorado Interstate, after deducting from such refunds all expenses reasonably 
incurred to secure the same, shall refund the pro rata share of said money so 
recovered (including any interest paid thereon to Colorado Interstate, but no 
other interest shall be payable) to its said customers in the following manner: 

(a) The pro rata share of each customer in said monies refunded to 
Colorado Interstate shall be based on the ratio that the aggregate volume of 
sales to the customer during the calendar years 1958 and 1959 bears to 
the total volume of sales by Colorado Interstate during the said periods. 

(b) The refund shall be paid to each customer within 60 days from the 
date such monies shall have been actually received by Colorado Interstate 
and the order, judgment or decision under which such monies have been 
received has become final and not subject to further judicial review. 


SECTION IV 
FurTure RATE FILInes 


Colorado Interstate undertakes that it will propose no increase in the rates 
established herein with an effective date prior to August 1, 1960, which, with the 
normal suspension period of five months under Section 4(e) of the Natural Gas 
Act, would permit such rates to become effective January 1, 1961. If for any 
reason a shortened suspension period should be granted, Colorado Interstate 
undertakes that it will not move to put any increased rates into effect prior to 
January 1, 1961. 

This undertaking shall be without prejudice to Colorado Interstate’s right to 
pursue its tariff filing of September 28, 1959, referred to in Section I(2) above. 


SECTION V 
TRANSMISSION SYSTEM CAPACITY 


Colorado Interstate contemplates that its present filing for a certificate of 
public convenience and necessity in Commission Docket G-—16904 provides a 
feasible and economical means of meeting the requirements of its resale cus- 
tomers in the Rocky Mountain area. If, however, that project is not approved 
or approval is not sufficiently timely to meet the reasonably contemplated resale 
requirements of the Rocky Mountain area market for the winter season 1960—- 
1961, Colorado Interstate will promptly propose and prosecute a plan to meet 
such needs. 

SECTION VI 


APPROVALS REQUIRED 


This agreement is expressly conditioned upon its acceptance by all parties 
of interest in Docket No. G—13541. It is further expressly conditioned upon the 
Commission’s acceptance of all of the terms of this settlement. Upon such 
acceptance by the Commission and the filing by Colorado Interstate and accept- 
ance by the Commission of revised rate schedules pursuant to Section I hereof, it 
is agreed that the proceedings in Docket No. G-13541 shall be terminated. 


SECTION VII 
WAIVER 


With respect to the rate schedules to be filed pursuant to Section I hereof 
and proposed to be made effective as of January 1, 1959, it is requested that the 
Commission, by special provision in its order, waive compliance by Colorado 
Interstate with the requirements of the Commission’s General Rules and 











FEDERAL POWER COMMISSION 1189 


Regulations, particularly Part 154 thereof (18 CFR, Part 154), to the extent 
necessary to permit such schedules to become effective as of January 1, 1959. 


SECTION VIII 
RESERVATION 


By making this agreement, neither the Commission’s Staff, Colorado Inter- 
state, any other party hereto, nor any other affected person is to be considered 
as agreeing with the cost of service determinations or allocations or with any 
principles underlying or supposed to underline the cost of service determinations 
or allocations or rate design or structure used in arriving at the rates and 
charges to be applicable in the future or in determining the refunds herein 
agreed upon, and neither the Commission’s Staff, Colorado Interstate, any other 
party hereto, nor any other affected person is to be prejudiced or bound thereby 
in any future proceeding or proceedings. 

ADDPOVOE TOF annie nn i ene en ne ecccnncnnnnceencesusesseese 
lt. GE Ui a oidinse 1959. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, and Arthur Kline. 


GASOLINE PRODUCTION CORPORATION (OPERATOR), ET AL, 
DOCKET NO. G-14684 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued December 31, 1959) 


On February 20, 1958, Gasoline Production Corporation (Operator) e¢ al. 
(Gasoline Production) * tendered for filing Supplement No. 11 to its FPC Gas 
Rate Schedule No. 2, proposing increased rates and charges for its sales of nat- 
ural gas to Texas Eastern Transmission Corporation (Texas Eastern). By 
order issued March 20, 1958, the Commission suspended and deferred the use of 
said Supplement until August 23, 1958, and “until such further time as [it] is 
made effective in the manner prescribed by the Natural Gas Act” and ordered a 
hearing to be held on the lawfulness of the proposed increased rates. 

On December 2, 1959, H. B. Zachry (Successor in interest to Gasoline Produc- 
tion) * tendered an Offer of Settlement pursuant to Section 1.18(e) of the Com- 
mission’s Rules of Practice and Procedure, which offer was agreed to by Texas 
Eastern. 

In its offer of Settlement, Zachry stated that, in consideration for allowing 
the suspended rate of 13.8733¢ per Mcf to be made effective upon the effective 
date of the order of acceptance and the termination and dismissal of this pro- 
ceeding, Zachry would agree to eliminate from said rate schedule the favored- 
nation and price-redetermination clauses and substitute 0.5¢ per Mef periodic 
increases in February 1963 and February 1968 for the present periodic escala- 
tions of 0.2¢ per Mcf yearly contained in said rate schedule. 

In support of its Offer of Settlement, Zachry states, inter alia, that the 
favored-nation and price-redetermination provisions were important elements 
of consideration required by Zachry for the long-term commitments of these 


1 Now redesignated as H. B. Zachry Company (Operator), et al., FPC Gas Rate Schedule 
No. 2. 
2Joined by Shoreline Petroleum Corporation, a non-operating co-party in interest. 
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gas reserves to the performance of the contracts; that these two elements of 
consideration provided sellers with a means of protecting themselves against 
inflation and increased valuation of gas during the long term of the contracts; 
and that these provisions were included in the contracts after arm’s-length 
negotiations. Zachry states that it is now willing to give up the advantage 
of the provisions of these contracts in the interest of settling this case. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the contract 
changes or amendments provided for in the offer. Texas Eastern has trans- 
mitted a copy of the offer, and a memorandum stating its position with respect 
thereto, to its customers. None of its customers has intervened in these pro- 
ceedings or expressed on the record any opposition to the Offer of Settlement. 

In the judgment of Commission, settlement of this case in accordance with 
the Offer of Settlement is desirable in the public interest and appropriate to 
earry out the provisions of the Act. Zachry is proposing to eliminate the 
favored-nation and price-redetermination clauses in the contract with Texas 
Eastern involved herein, to waive all its future rights and benefits there- 
under, and to convert the annual escalation now provided in the contract to a 
fixed 0.5¢ per Mcf escalation in February 1963 and February 1968. Although 
Zachry would in exchange be permitted to receive the price of 13.8733¢ per 
Mcf presently under suspension, this price when compared with existing area 
prices is not an excessive price currently for the gas produced and developed 
under the contract involved herein, and is considerably below said recently 
negotiated prices. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Texas 
Eastern, as well as customer companies of the time and expense which might 
be necessary to the conduct of formal hearings in such rate cases as might 
otherwise arise under the two clauses. The resulting stability in gas costs 
would be welcome to all segments of the natural-gas industry. Furthermore, 
freeing the Commission from the need of considering such proposed increases 
would enable it to concentrate its efforts on other rate cases and other matters 
having possibly more serious consequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Zachry under the fixed escalation provisions or otherwise. 























The Commission further finds: 





The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Zachry with the 
Commission on December 2, 1959, and in the Appendix’ to this order, is in the 
public interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be approved by the Commission and made effective as here- 
inafter ordered. 


The Commission orders: 





(A) The Offer of Settlement filed with the Commission by Zachry on 
December 2, 1959, is hereby approved in accordance with the provisions of this 
order. 

(B) Zachry shall execute with Texas Bastern amendments to these parties’ 
Gas Purchase Contract dated November 15, 1953, filed with the Commission as 


Zachry’s FPC Gas Rate Schedule No. 2, in accordance with Appendix A, at- 
tached hereto. 







2 Omitted in printing. 
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(C) Zachry shall, within 30 days from the date of issuance of this order, 
file with the Commission a supplement to the aforesaid FPC Gas Rate Sched- 
ule No. 2, under Part 154 of the Commission’s Regulations under the Natural 
Gas Act, the executed agreement with Texas Eastern required by paragraph 
(B) above. 

(D) Zachry’s proposed increased rate contained in Supplement No. 11 to 
its aforesaid FPC Gas Rate Schedule No. 2 and suspended by Commission 
order issued herein on March 20, 1958, is herewith permitted to become effective 
on the date Zachry makes the filing required in paragraph (C) above, not- 
withstanding the date specified in Appendix A. The proceeding in this docket 
is hereby terminated. 

(E) The acceptance of this offer is without prejudice to any findings or 
determinations that may be made in any proceedings, which are presently 
being heard, or in any other proceeding now pending or hereinafter instituted 
by or against Zachry. 

Commissioner Connole dissenting because of lack of finding of justness and 
reasonableness. (Amarillo-Borger Express, Inc. vy. United States, 138 F. Supp. 
411.) 


Before Commissioners: William R. Connole, Acting Chairman; Frederick 
Stueck, Arthur Kline and John B. Hussey. 


KANSAS GAS AND ELECTRIC COMPANY, DOCKET NO. E-6914 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 


(Issued December 31, 1959) 


Kansas Gas and Electric Company (Applicant), incorporated under the laws 
of the State of West Virginia and qualified to do business as a foreign corpora- 
tion in the State of Kansas, with its principal place of business at Wichita, 
Kansas, filed an application on November 20, 1959, for authorization, pursuant 
to Section 204 of the Federal Power Act, to issue 200,000 shares of its no par 
value Common Stock. 

Applicant proposes, on or about January 8, 1960, to invite bids for the pur- 
chase of the proposed issuance of Common Stock by newspaper publication 
and by distribution of a form of bid therefor, together with a statement of 
terms and conditions relating thereto and a form of purchase agreement. 

All bids, whether from a single bidder or a group of bidders, must be on 
the form of bid provided by Applicant, and must be for the purchase of all 
the Common Stock. Each bid must specify the price per share of the Common 
Stock to be received by Applicant. In addition, each bid must be accompanied 
by a certified or official bank check or checks for $500,000. 

All bids for the contemplated issuance of Common Stock must be presented 
to Applicant at Room 2033, Two Rector Street, New York 6, New York, at or 
before 11 A.M., New York Time, on January 19, 1960, unless postponed. Unless 
Applicant shall reject all bids (which it reserves the privilege to do), or shall 
exclude a bid or bids for reasons specified in the statement of terms and con- 
ditions, it will accept the bid for the proposed Common Stock that specifies 
the highest price per share therefor. 

The proceeds to be obtained from the proposed issuance, estimated in the 
approximate amount of $9,000,000, will be used by Applicant to carry forward 
its current construction program and for other corporate purposes. Appli- 
cant’s construction program will require total expenditures of about $32,788,000 
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for the two-year period 1960-61. The principal item included in that amount is 
approximately $18,700,000 needed to complete a 160,000 kw generating unit at 
the new Gordon Evans generating station located northwest of Wichita, Kansas. 
Another major item is $13,865,000 for extensions of and additions to Applicant’s 
transmission and distribution system. 

Written notice of the application has been given to the State Corporation 
Commission of Kansas, and to the Governor of that State. Notice has also been 
given by publication in the Federal Register on December 8, 1959 (24 F.R. 
9917), stating that any person desiring to be heard or to make any protest 
with reference to the application should file a petition or protest on or before 
December 21, 1959, with the Federal Power Commission, Washington 25, D.C. 
No protest, petition or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


(1) Applicant is a corporation organized and existing under the laws of the 
State of West Virginia. It owns and operates facilities, among others, for 
the transmission and sale at wholesale for resale of electric energy, which is 
transmitted between the States of Kansas and Nebraska and between the 
States of Kansas and Oklahoma and is consumed at points outside the State 
in which it is generated, all of which facilities are in addition to, and do not 
include, facilities used for the generation of electric energy or facilities used in 
local distribution or only for the transmission of electric energy in intrastate 
commerce, or facilities used for the transmission of electric energy consumed 
wholly by the transmitter. Applicant is, therefore, a public utility within the 
meaning of that term as used in Section 201 of the Federal Power Act. 

(2) The proposed issuance and sale of Common Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 of 
the Act. 

(8 Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of securities is, therefore, not exempt by virtue of that Section from the re- 
quirements of Section 204 of the Act. 

(4) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance by Applicant of service as a public utility 
and which will not impair its ability to perform that service, and is reason- 
ably appropriate for such purposes. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Common Stock, upon the terms and 
conditions and for the purposes specified in the application, as described above, 
are hereby authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Common Stock at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements, 
and Section 34.2(k)(4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised. the 
Commission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 
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(ii) The Commission, by a further order, shall have approved the price per 
share to be received by Applicant for the proposed issuance of Common Stock. 

(C) This authorization shall expire unless the transaction hereby author- 
ized is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs, or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States with respect to any securities to 
which this order relates. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
William R. Connole, Arthur Kline and John B. Hussey. 


E. C. KENNEDY, PROJECT NO. 1443 
ORDER ISSUING NEW LICENSE (MINOR) 


(Issued December 31, 1959) 





Application was filed on August 10, 1959 by B. C. Kennedy (Applicant) of 
Detroit, Oregon, for a new license under the Federal Power Act (hereinafter 
referred to as the Act) for constructed minor Project No. 1443 located on Breiten- 
bush River, in Marion County, Oregon, and affecting lands of the United States 
within the Willamette National Forest. 

The original license for Project No. 1443 was issued to Breitenbush Hot 
Springs, of Salem, Oregon, on January 11, 1939 for a period of 10 years. License 
No. 2 was issued on May 10, 1950 for another 10-year period to the same licensee, 
but was transferred to Applicant, effective as of October 26, 1949, pursuant to 
Commission order of approval issued August 14, 1952. License No. 2 expired on 
January 10, 1959. 

The project consists of : 

(a) Lands of the United States constituting the project area and enclosed by 
the project boundary ; 

(b) Project structures comprising: a small timber-dam 4 feet high in Breiten- 
bush River; a flume about 144 feet long; and a 12-foot by 26-foot timber power- 
house containing a vertical 45-inch Leffel water-wheel with installed capacity 
of about 15 horsepower connected to a 10 KW generator; and 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located upon the project area; 
which project area and project works are more specifically shown and described 
by a certain exhibit forming part by reference of the application for license 
and which is designated and described as follows: 

Erhibit F: (FPC No. 1443-1), a detail map entitled “Hydroelectric Power 
Project of Breitenbush Hot Springs, Inc.” signed on April 22, 1987, by Mark S. 
Skiff, Vice Presd. 

The Chief, Forest Service, acting for the Secretary of Agriculture, who has 
supervision over the Willamette National Forest, has reported favorably on the 
application and stated that the Service has no objection to the issuance of a 
new license for the project subject to the conditions usually included in licenses 
for such projects. 
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An Assistant Secretary of the Interior, in reporting on the application, stated 
that the project has no significant effect on fish and wildlife and that the interests 
of his Department would not be adversely affected by the license renewal. 
The Fish Commission of Oregon and the Oregon State Game Commission, in 
reporting on the application, offered no specific recommendations for the pro- 
tection of fish and wildlife resources at this time. 


The Commission finds: 


(1) Applicant is a citizen of the United States and has submitted satisfactory 
evidence of compliance with the requirements of all applicable State laws 
insofar as necessary to effect the purposes of a new license for the project. 

(2) Noconflicting application is before the Commission. 

(3) The project does not affect any Government dam, nor will the issuance 
of a new license therefor, as hereinafter provided, affect the development of any 
water resources for public purposes which should be undertaken by the United 
States. 

(4) The issuance of a new license for the project as hereinafter provided will 
not interfere or be inconsistent with the purposes for which the Willamette 
National Forest was created or acquired. 

(5) The project occupies 1.18 acres of lands of the United States. 

(6) The amount of annual charges to be paid by Applicant under the new 
license for the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act and for recompensing it for the use, occupancy, 
and enjoyment of its lands is reasonable as hereinafter fixed and specified. 

(7) The installed capacity of the project is about 15 horsepower and the 
power generated by the project is used for lighting Applicant’s health resort. 

(8) The exhibit described and designated in the third paragraph of this 
order conforms to the Commission’s rules and regulations and should be reap- 
proved as part of this order as hereinafter provided. 

(9) It will be in the public interest to waive the terms and conditions con- 
tained in the following sections of Part I of the Act: 

Sections 4(b), except the second sentence thereof; 4(e), insofar as it 
relates to approval of plans by the Chief of Engineers and the Secretary of 
the Army and to public notice, 6, insofar as it relates to public notice and 
to the acceptance and expression in the license of terms and conditions of 
the Act which are hereinafter waived; 10(a); 10(c), insofar as it relates 

to depreciation reserves; 10(d); 10(f); 11; 12; 14, except insofar as the 
power of condemnation is reserved; 15; 18, except insofar as it relates to 
fishways ; 19; 20; 22; and 23(a), insofar as it relates to the determination 
of fair value. 


The Commission orders: 


(A) This new license is issued to E. C. Kennedy of Detroit, Oregon, under 
Sections 4(e) and 15 of the Act for a period of 10 years, effective as of January 
11, 1959, for the operation and maintenance of minor Project No. 1443 upon 
Breitenbush River and affecting lands of the United States within the Willa- 
mette National Forest, subject to the terms and conditions of the Act which is 
hereby incorporated by reference as a part of this license (except that the 
terms and conditions of Part I of the Act referred to in finding (9) above are 
hereby waived to the extent therein specified) and subject to such rules and 
regulations as the Commission has issued or prescribed under the provisions 
of the Act. 

(B) This license is also subject to the terms and conditions set forth in 
Form L-7, December 15, 1953, entitled “Terms and Conditions of License for 
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Minor Project Affecting Lands of the United States”, 17 FPC 486, which terms 
and conditions are attached hereto and made a part hereof; and subject to the 
following special condition set forth herein as an additional article: 

Article 15. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the cost of admin- 
istration of Part I of the Act $5.00; and 

(ii) For the purpose of recompensing the United States for the use, occu- 
pancy, and enjoyment of its lands, $5.00. 

(C) The exhibit referred to in finding (8) above is reapproved and made a 
part of this license. 

(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided by Section 313(a) of 
the Act, and failure to file such an application shall constitute acceptance of 
this license. In acknowledgment of the acceptance of this license, it shall be 
signed by the licensee and returned to the Commission within 60 days from the 
date of issuance of this order. 








APPLICATIONS OF PRODUCERS OF NATURAL GAS FOR CERTIFICATES OF PUBLIC 
CONVENIENCE AND NECESSITY DISPOSED OF DURING THE PERIOD OF JULY 1, 
1959 THROUGH DECEMBER 31, 1959; SERVICE BEGINNING PRIOR TO JUNE 7, 1954 


| 


PRODUCER#, DOCKET NO. AND 


PURCHASER# 


Columbian Fuel Corp.: 
G-7009 United Fuel Gas Co. 
Deep South Oil Co. of Texas: 


G-14764 Texas Gas Corp-.._--| 


Walter Duncan: 
G-3293 Arkansas-Louisiana 
Gas Co. 
H. Yerger Jones: 


G-6251 ‘Transcontinental Gas 


Pipe Line Corp 
Gregory Krebs: 
G-4933 United Fuel Gas Co--. 
Magnolia Petroleum Co.: 
G-12075 El Paso Natural Gas 
Co, 
Murphy Corp., et al.: 
G-4709 Southern Natural Gas 
Co. 
G-4710 Texas Eastern Trans- 
mission Corp. 
G-4711 
Corp. 
Pan American Petroleum Corp.: 
G-7493 Cities Service Gas Co. 
Pan American Petroleum Corp.: 
G-7529 United Gas Pipe Line 
Co, 
Sun Oil Co.: 
G- 18964 Tennessee Gas Trans- 
mission Co. 


Mississippi River Fuel | 





| Sibley Field 


Bryceland . ...-- 


Undesignated 


North Big Hill Area._| 


Greta. 


Bear Creek- 
Bryceland. 


Ruston 


West Edmond 


North Pettus* 


Panhandle 








See footnotes at end of table, p. 1225. 


556-711—64-———-78 


COUNTY 


Floya*. 


Jefferson . 


Webster 


Refugio. -._.. 


-| Putnam. . 


San Juan. 


Bienville. 


| Bienville____- 


Lincoln 


--| Oklahoma 


| Karnes*_.. 


Wheeler - -- - 


DISPOSI- DIS- 
TION DATE; POSI- 
| TION! 




















































































































PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Anderson-Pritchard Oil Corp.: 
G-13719 Cities Service Gas Co 
Ada Oil Co.: 
G-18598 Louis Crouch - - 
R. H. Adkins: 


| 


G-14808 Hope Natural Gas Co.| 
G-17976 United Fuel Gas Co--| 


C. W. Alexander, et al.: 
G-16845 United Gas Pipe Line 
Co. 
Allegheny Land & Mineral Co.: 


G-17106 Hope Natural Gas Co_| 


John Allen & Henry Stephens: 

G-16977 
ginia Gas Co. 

Amerada Petroleum Corp.: 


Kentucky-West Vir- | 


G-11470 El Paso Natural Gas | 


Co. 
G-11471 El Paso Natural Gas | 
Co. } 
G-16300 El Paso Natural Gas 
Co. 
G-17393 Hope Natural Gas Co.| 
G-17407 Hope Natural Gas Co_| 
American Trading & Produc- | 
tion Corp.: 


G-17950 Phillips Petroleum | 


Co. 
Bruce Anderson: 


G-16213 Northern Natural | 


Gas Co. 
Anderson-Prichard Oil Corp.: 


G-17918 Lone Star Gas Co-__--| 


W.H. Appell, Operator, et al.: 
G-14467 Southern Coast Cor 
B. T. Archer, Jr., et al.: 
G-14231 Natural Gas Pipeline 
Co. of America. 
Argo Oil Corp., Operator, et al.: 
G-18927 
mission Corp. 


Arkansas Fuel Oil Corp., Opera- | 


tor: 
G-13215 Texas Eastern Trans- 
mission Corp. 
Arkansas Fuel Oil Corp., Opera- 
tor, et al. 
G-16204 Texas Eastern Trans- 
mission Corp. 
Arnold Well Service, Inc., 
erator, et al.: 


Op- 


, 


Texas Eastern Trans- | 


G-14478 Southern Coast Corp-_| 


The Atlantic Refining Co.: 
G-9325 Tennessee Gas Trans- 
mission Co. 
G-13355 United Gas 
Line Co. 


Pipe 


| 


| 
| 


| 
| 


Ye cca 


| Wyoming 
| Wayne 


| Grant* 


COUNTY 


Pearl River-_... 


FIELD STATE 
PRE. ccwciccccn Gi...... 
| 
Fort Stockton. ..-.. ie co cone 
Oceana District. -.-.-- , We Pilvcns 
BNE 5c ntntocetons Wes Welscas 
Pistol Ridge -.....-- Miss __..-- 
Undesignated ------_- fe ee 
Abbott Creek.....-- Ps csasets 
Eumont..:.........- N. Mex..-| 
RUMOR... insinne | N. Mex... 
BAGG a. cnc accncc | N. Mex... 
PONG sx cciinsacsoa ee 
North Abbeville_---| La_....__. 
Azalea .............. Peiwcais 
poten. ...........| Bee... 
POE ccdevebatacsns Okla.....-! 
Poesta Creek__....-- | FOR cnsecn 
Cami sc5.-2-<-.<.| ORie i252.) 
SRE cavccsneeren: -=| T@E.....-.] 
WE cc wiwacncckacaca| MUR de ae 
South May~......--- WR ccctnn 
PT iccncncscaden eee 
| 
| Magnet-Withers....| Tex....... 
| 
! 
| Gottschalt..........| Tex....... 


See footnotes at end of table, p. 1225. 
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Ritchie* - - 


Vermilion 
Vermilion 


Midland 


Finney.........-. 





| DISPOSI- 





DIS- 
TION DATE); POSI- 
| TION! 
———I 
| 
| 10 5 59| Iss. 
| 
12 22 59 | Iss. 
' 
| 
7 27 59 | Iss. 
7 859 | Iss 
10 6 59 | Iss. 
9 25 59 | Iss. 
} 
| 9 28 59 | Iss, 
| 
| 7 14 59 | Iss. 
| 
7 14 59 | Iss. 
| 
| 10 6 59 | Iss 
| 
| 8 10 59 | Iss. 
| 8 10 59 | Iss. 
| 
| 78 50 | Iss. 
| 12 14 59 | Iss, 
9 18 59 | Iss. 
10 12 59 | Iss. 
8 12 59 | Iss. 
12 22 59 | Iss. 
| 
12 159] Dis. 
12 14 59 | Iss, 
10 12 59 | Iss. 
10 26 59 | Iss. 
8 12 59} Iss. 


APPLICATIONS OF PRODUCERS OF NATURAL GAS FOR CERTIFICATES OF PUBLIC 
CONVENIENCE AND NECESSITY DISPOSED OF DURING THE PERIOD OF JULY 1, 
1959 THROUGH DECEMBER 31, 1959; SERVICE BEGINNING SUBSEQUENT TO JUNE7, 1954 














PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO. AND 


PURCHASER# FIELD 


The Atlantic Refining Co.—Con. 
G-13540 United Gas 
Line Co. | 
G-13708 United Fuel Gas Co_-| 
Natural 


Pipe 


G-14333 Northern 
Gas Co. 
G-14945 Southern Coast Corp.) 
G-15374 Tennessee Gas Trans-| 
mission Co. | 
G-16836 Coastal States Gas 
Producing Co. 
Austral Oi] Co., Inc.: 
G-15819 Trunkline Gas Co__--| 


Poesta Creek. - 
Cameron* 


Appling 


North Freshwater 


Bayou. 
Aztec Oil & Gas Co.: 


G-15143 El Paso Natural Gas | 
Co. | 
B.B.M. Drilling Co., Operator, | 
et al.: 
G-14787 
Co. 
B. & M. Construction Corp.: 
G-17745 El] Paso Natural Gas | Blanco 
Co. | 
Bachus Oi] Co., et al.: 
G-16463 


E] Paso Natural Gas | Spraberry Trend__-- 


Cities Service Gas Co_| West Medicine 


| Lodge. 
Lenore M. Bailey, et al.: 
G-14480 Southern Coast Corp. 
W.E. Bakke, Operator, et al.: 
G-13283 E] Paso Natura) Gas 
Co. 
G-13791 West Lake Natural | 
Gasoline Co. | 
W.J. Riley: 
G-17199 United 
Line Co. 
Ball Development Co.: 
G-18382 Carnegie Natural Gas 
Co. 
J.C. Barnes: 
G-16834 Coastal 
Producing Co. 
Barnwell Production Co.: | 
G-11493 Arkansas-Louisians | 
Gas Co. 
Barnwell Production Co., Opera- 
tor: 
G-13368 Mississippi River 
Fuel Corp. | 
Earl G. Bateman: | 
G-15141 Southern Natural 
Gas Co. 
Murphy H. 
et al: 
G-13956 Phillips 
Co. 
Bayview Oi] Corp.: 
G-17174 E] Paso Natura] Gas 
Co. 


Beeville 
Spraberry Trend..-- 


Nena Lucia......... 





Gas Pipe] Spartan 


Union District 


States Gas 


Appling 


Wallace Johnson..-- 


| 


Waskom 


Felice Bayou........ 


Baxter, Operator, | 


Petroleum | Azalea.........-- . 


See footnotes at end of table, p. 1225. 





Tex. 


Gallegos Canyon... N. Mex.. 


1199 


DISPOSI- 
| TION DATE 


DIs- 
POSI- 
TION ! 


COUNTY 


Jefferson Davis... 11 30 


8 12 
92 


| 10 
Cameron*.......| 11 
oe) — 
Vermilion 


N. Mex_..| San Juan 


Kans._...- 











Plaquemines. 





} Midland -. 


San Juan... 
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PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 








PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Beach & Talbot, Operator, et al.: 
G-17414 Boswell-Frates Co___- 
Alton G. Beall: 
G-14746 United Gas Pipe 
Line Co. | 
Beck Oi] Co., et al.: 
G-17402 Hope Natural Gas Co-| 
Bel Oil Corp.: 





G-17397 Hope Natural Gas Co. 
Bel Oil Corp., et al.: 
G-16757 United Gas Pipe 
Line Co. | 
Bennett, H.C.: | 


G-14282 Northern Natural | 
Gas Co. | 
Roy H. Bettis & G. Frederick 
Shepherd: 
G-17091 South Texas Natural 
Gas Gathering Co. 
Bilinda Petroleum Corp., Oper- 
ator, et al.: 
G-17238 Consolidated Gas| 
Utilities Corp. 
8. P. Borden: 
G-13594 United Gas 
Line Co. 
Boswell-Frates Co.: | 
G-16144 Cities Service Gas Co.| 
Standish T. Bourne: 
G-17116 Manufacturers Light 
& Heat Co. 
Ben F. Brack Oil Co., Inc., Oper- 
ator: 
G-14962 Cities Service Gas Co 


Pipe | 


Bradco Properties, Inc.: 
G-18082 Transcontinental Gas 
Pipe Line Corp. | 
Edwin G. Bradley, Operator, 
et al.: 
G-16441 Panhandle 
Pipe Line Co. 
Billy Bridewell, Operator et al.: 
G-14311 Cities Service Gas Co. 
Bridwell Oi] Co.: 
G-14921 Southern Coast Corp- 
The British-American Oil Pro- 
ducing Co,: 
G-16091 Transwestern Pipe- 
line Co. 
The British-American Oil Pro- 
ducing Co.: 
G-16093 Transwestern Pipe- 
line Co. 
G-16103 Transwestern Pipe 
line Co. | 
G-17789 Cities Service Gas Co_| 
G-17965 Lone Star Gas Co..--| 
G-18823 Colorado Interstate | 
Gas Co, 


Eastern 








See footnotes at end of table, p. 1225, 




















DISPOSI- 
FIELD STATE COUNTY TION DATE 
| 
—_— —| 
| 
Caddo Dome-......- alee: CAE csccdcess 11 4 59 | 
Maxie-Pisto] Ridge.| Miss...... Pear] River. ..--| 7 27 50 
| | 
Perey... on ccccssccd te | Vermilion__..._- 8 10 59 | 
South Thornwell....| La_.....-- | Jefferson Davis.| 8 10 59 
| | 
Pilgrim Church ee | Allen............| 714 59 
Area. | 
CE ae Kans...... Haskell... -...-- 9 28 59 
| | 
| 
Shepherd. -.......--- , ee Hidalgo_.......- 12 1 59 
| 
| | 
East Lamont.....--- } Okla...--- Nes ces rneand 7 859 
| 
| | 
| 
Maxie-Pistol Ridge.| Miss......| Pearl River_..--| 11 30 59 | 
Caddo Dome.....--- GMA.....-. | Ro ccncnnuei ll 4 59 
| 
Luthersburg. .....-- TD oct tacias! Clearfield. ...... 7 859 | 
Medicine Lodge ems... | Barber_....----- 7 27 59 
West. | | 
Grand Coulee.-_...- Bos cectcass PORE icccccans 8 12 59 
| 
| } 
I icittbodeimane Kans.....-  ondecncbned 7 14 59 
{ 
| 
Northeast Norman..| Okla._.... Cleveland....--- 9 21 59 | 
| 
MUIR cob cncannee Es ccunen Sites adeseanes | 10 12 59 | 
| ' 
Panhandle Area..._- | Tex.......| Lipscomb*......| 8 10 59 
| 
| | 
Panhandle Area.....| Okla. suet Harper*.......- 8 10 59 | 
SR Saiiheciciten tins ee nn | 8 10 59 
North Wakita Area_| Okla__..-- Grant___.._.--- 7 850 | 
Nici pi ta uaccemenins Okla...--- | GeRe., ...0-0e- 9 18 59 | 
Greenwood.........-| Kans*.....| Morton*.......- | 10 20 59 





DIS- 
POsI- 
TION ! 





Iss. 


Iss. 


Iss. 


| Iss. 


Iss. 


Iss. 


Iss 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Anna A. Brost, et al.: 
G-14275 Hope Natural Gas Co. 
James G. and Robert G. Brown: 
G-16509 Panhandle Eastern 
Pipe Line Co. 
Harvey Broyles, Operator, et al.: 
G-15467 Arkansas - Louisiana 
Gas Co. 
Burk Royalty Co.: 
G-17907 Permian Basin Pipe- 
line Co. 
Joe M. Burnham: 
G-16022 Arkansas - Louisiana 
Gas Co. 
Cabot Carbon Co.: 
G-14301 Northern 
Gas Co, 
G-17978 
line Co. 
Godfrey L. Cabot, Inc.: 
G-13763 New York State Nat- 
ural Gas Corp. 
Cabrun Gas Co,: | 
G-13693 Hope Natural Gas Co.) 
Cabin Run Gas Co.: 
G-14328 Equitable Gas Co--.-- 
The California Co.: 
G-16108 United Gas Pipe Line 
Co. 
G-16680 Southern 
Gas Co. | 
G-17339 Hope Natural Gas Co. 


Natural 


Transwestern Pipe- 


Natural | 





Callery Properties, Inc.: | 
G-17340 Hope Natural Gas Co_!| 
Callery Properties, Inc., Opera- 
tor, et al. 
G-17341 Hope Natural Gas Co. 
Calvert Drilling, Inc., et al.: 
G-17804 Colorado Interstate 
Gas Co, 
A. A. Cameron, Operator: 
G-17110 Colorado Interstate | 
Gas Co, 
George E. Cameron, Inc.: 
G-18526 Cimarron Transmis- 
sion Co. 
A. M. Carlson & O. Glenn Lock- 
hart: 
G-18381 Equitable Gas Co-__-- 
E. M. Carpenter, Operator, et al.: | 
G-13723 United Fuel Gas Co.. 
William B. Gill, et al.: 
G-15097 Texas Eastern Trans- 
mission Corp. 
Arkansas-Louisiana 
Operator: 
G-17107  Arkansas-Louisiana 
Gas Co. 


} 


Gas Co., 


Meade District....-- 


North Richland 
Center. 


Langlie-Mattix_...-- 


Mooringsport 


Mocane. .... - 


Laverne..._- 


Luthersburg 


Central district 


Cabin Run.........- 


Bayou Penchant-.- 

Lake St John- 
Cranfield. 

South Bosco 


Bayou Pigeon... -.-- 


West Rayne 


Laverne... 


Mocane........- ; 


| Undesignated 


Holbrook Area_....- 


West Lamar 


West Holly ...-..-..-- 


Vickie Lynne --..-.-- 


See footnotes at end of table, p. 1225. 


COUNTY 





| Doddridge 


| Doddridge 


Acadia 


| Harper... 
| Beaver. 


| Love..... 


| 
| Ritchie 
| Franklin 


| 
De Witt 


a citaninen 


_.| 12 22 8 


DISPOSI- 
TION DATE 


9 28 59 
7 14 59 
10 20 50 


ll 459 








| Marion...-....-] 








1202 


PRODUCER,# DOCKET NO, 
PURCHASER# 


AND 


—— - —— —_— —| 


Carter-Jones Drilling Co., Inc., | 
Operator, et al.: | 
G-13033 Tennessee Gas Trans- | 
mission Co. 
The Carter Oil Co.: 









G-14200 Lone Star Gas Co a 
G-14280 Lone Star Gas Co. --.| 
Mrs. Helen Carver: 


G-18931 Ingersoll Power 
Fabricating Co., Inc. 
Paul Case: 
G-17114 
Co. 

Century Oil & Gas Co., et al.: 

G-13694 United Gas Pipe Line 

Co. 
Champlin Oil & Refining Co., | 
Operator: 

G-16993 Cities Service Gas Co-_| 
R. L. Chance, Sr.: | 
G-18760 Tennessee Gas Trans- | 

mission Co. 
Chandler & Simpson, Operator: 

G-17045 Kansas-Nebraska 

Natural Gas Co., Inc. 
J. A. Chapman, et al.: 
G-17112 Consolidated 
Utilities Corp. 
Stephen Carlton Clark, et al.: 
G-13639 Tennessee Gas Trans- 
mission Co. 
John J. Christmann: 
G-15395 FE] Paso Natural Gas 
Co. 
Cities Service Oil Co.: 


& 


E] Paso Natural Gas 
















Gas 












G-14175 Permian Basin Pipe- | 
Line Co. | 

G-14232 United Gas Pipe 
Line Co. 

G-14522 Phillips Petroleum 
Co. 

W. B. Cleary Inc., Operator, 

et al.: 

G-14479 Southern Coast Corp_| 

G-17450 Lone Star Gas Co----! 


Coastal States Gas Producing Co.: 
G-14366 Texas-Illinois Natu- 

ral Gas Pipeline Co. 

Coastal States Gas Producing Co.: 
G-16542 Trunkline Gas Co__- 
G-16838 United Gas Pipe Line 

Co. 

Coastal States Gas Producing Co., 

Operator, et al.: 
G-14329 Trunkline Gas Com- 
pany. 

Harry L. Coggins & Homer M. | 

Myers, et al.: | 
G-16527 















Hope Natural Gas Co_| 





See footnotes at end of table, p. 1225. 


PRODUCER LIST 


FIELD 


North Ross 


Undesignated 
Golden Trend- 
Gibson Hart. 


Undesignated --- 


Blanco 


Cabeza Creek.-- 


| N. Mex 


NEW SERVICE CERTIFICATES—Continued 


STATE 


Wil scsnes 


OzM..... 
Okla... 








Davis Ranch Area Kans.....- | 
| | 
North New Taiton | Tex_---- E 
area. 
| i 
Darby Creek__.. Colo. --.--| 
Undesignated Okla..-.... 
| 
| North Garwood.....| Tex_....-- 
| 
| Buckshot Tex Laat 
Tubbs and Blinebry | N. Mex 
Pools. 
South ee Ri csnmes 
| 
Panhandle-.-.-- ~T hsccie 
' 
UGE cc notemnnciene | Tex. eal 
Undesignated - _- -| eee 
| | 
Moos* Ranch. ._---- | 3) | 
| | 
East Mathis*_____-- So 
Appling and eee 
Texana. 
| 
| Saxet*....... = 
| 
| ' 
| 
McKim District....| W. Va.--- 


| Goliad 


COUNTY 


Starr 


Garvin... _--. 
Garvin....-.. 


Caddo 


San Juan 


Barber 


Wharton.._-. 


Logan... 


Colorado.....--- 


| Cochran. -.-... 


San Patricio 
Calhoun* 


Nueces* 


Pleasants - 


me 


1 
| pISPOsI- 
|TION DATE 


| 


10 2 


12 459 


59 


59 | 


59 


59 


no 
oan 
co 


2 59 | 


8125 


TION ! 
| 


| Dis. 
















DIS- 
POSI- 


Iss. 
Iss. 


Wtd. 


Iss. 


Iss. 


Wtd. 


Iss. 


Iss. 


PRODUCER,# DOCKET NO. 
PURCHASER# 


AND 


Coline Oil Corp.: 
G-16384 Northern Natural 
Gas Co. 
Colorado Oil & Gas Corp. 
G-17011 Northern Natural 
Gas Co. 
Colorado Oil & 
Operator, et al.: 
G-13086 Panhandle 
Pipe Line Co. 
Columbian Fuel Corp. 
G-14211 Northern 
Gas Co. 
J. E. Connally, et al. 
G-18925 E) Paso Natural Gas 
Co. 
Consolidated Oil & Gas, Inc. 
G-17115 Southern Union Gath- 
ering Co. 
Consolidated Oil 
Operator.: 
G-17092 Southern Union Gath- 
ering Co. 
Continental Oil Co.: 
G-14237 El Paso Natural Gas 
Co. 
17554 
Co. 
G-17566 
Co. 
G-17980 
line Co. 
Tom Cook, Jr., Or erator, et al.: 
G-13353 Texas Eastern Trans- 
mission Corp. 
Edwin L. Cox.: 
G-15435 Kansas-Nebraska 
Natural Gas Co., Inc. 
Crane-Fowler Oil & Gas Co.: 
G-15104 
Crescent Drilling Co., Inc.: 
G-13448 Arkansas-Louisiana 
Gas Co. 
Louis Crouch: 
G-18202 El Paso Natural Gas 
Co. 
Crow Drilling & Producing Co.: 
G-14961 Arkansas-Lousiana 
Gas Co. 
B. F. Cunningham Farm Oil & 
Gas Co.: 
G-15059 Hope 
Co. 
0. D. Damron: 
G-13784 Hope 
Co. 


Gas Corp., 


Eastern 


Natural 


& Gas, Inc., 


G Hope Natural Gas 


Hope Natural Gas 


Permian Basin Pipe- 


Natural Gas 


Natural Gas 


Hope Natural Gas Co- 


Charles A. Daubert, Operator, 


et al.: 
G-16581 
Co., Inc. 


Alfred 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 





FIELD 


Hansford 


Hugoton 


Beever. ....<-kusici 
Undesignated -....--. 
Spraberry Trend. 


Blanco- 


Blanco- --- 


Wemac 

Bayou Pigeon 

West Rayne-__. 

Fowler-Mattix 
Area. 

Willow Springs... 


Undesignated - 


Union District 


Colquitt... .......<. 
Fort Stockton 


Athens 


Mc Kim District....; W. Va-_.-. 


Triadelphia District_| Wo Weltwes 


Production | Alfred 


See footnotes at end of table, p. 1225. 


COUNTY 


Hansford___.-- 


Finney 


Edwards 


Midland __-...-.- 


San Juan____..- 


San Juan 


Andrews 
Iberia. _. 
RGM dnincccnet 


Lea 


Ritchie__. 


Claiborne. 


Claiborne ---_- 


Pleasants 


Logan 


| Jim Wells 


| DISPOSI- 


|TION DATE 


DIS- 
POSI- 
TION ! 





1204 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Delhi-Taylor Oil Corp.: 
G-14308 Tennessee Gas Trans- 
mission Co, 
Delhi-Taylor Oil Corp., Oper- 
ator: 
G-15324 El Paso Natural Gas 
Co. 
W. J. Diamondstone, et al.: 
G-14964 Hope Natural Gas 
Co. 
Herbert L. Dillon, Jr., et al.: 
G-16839 Coastal States Gas 
Producing Co. 
Patrick A. Doheny: 
G-17788 Mountain Fuel Sup- 
ply Co. 
Domestic Oil Corp.: 
G-13790 Cities Service Gas 
Co, 
Eason Oil Co,: 
G-18034 Lone Star Gas Co..-- 
El Paso Natural Gas Products 
Co.: 
G-18629 Louis Crouch 
A. R. Elam, 8r.: 
G-18238 Kentucky-West Vir- 
ginia Gas Co. | 
James E. Ely: 
G-14782 Northern Natural 
Gas Co. 
William D. Embry: 
G-14153 Colorado Interstate 
Gas Co. 
Empire Oil Co.: 
G-14322 Columbian Carbon 
Co. 
Empire States Drilling Corp.: 
G-15163 El Paso Natural Gas 
Co. | 
Robert N. Enfield: | 
G-14744 El Paso Natural Gas 
Co. 
Esther Oil & Gas Co.,: 
G-18383 Carnegie Natural Gas 
Co. 
John Faubion, et al.: | 
G-13534 United Gas Pipe Line 
Co. 
B. B. Ferrell Oil Co.: 
G-13572 Hope Natural Gas Co. 
Finley Co., Operator, et al.: 
G-13366 Texas Eastern Trans- 
mission Corp. | 
Fitzpatrick Drilling Co., Oper- | 
ator, et al.: | 
G-14470 Southern Coast Corp.} 
James O. Fox, Jr., et al.: 
G-18827 Transwestern Pipe- | 
line Co. | 





South Andrews 


Triadelphia District. 


Fort Stockton 


Undesignated 


West Union District 


Fulcher Kutz 





Eumont 


Union District 


Bloomington. 


Sheridan District - -.| 





See footnotes at end of table, p. 1225. 


N. Mex... 


N. Mex... 





Doddridge 


San Juan 





DISPOSI- 
TION DATE 


10 12 59 


10 9 59 














PRODUCER LIST 


1205 


NEW SERVICE CERTIFICATES—Continued 





| 
PRODUCER,# DOCKET NO. AND | 
PURCHASER# | 


J. G. Franks, et al.: 
G-16588 Hope Natural 
Co. 
John Franks, Operator, et al.: 
G-14159 Arkansas-Louisiana 
Gas Co. 
Freeman Merritt Gas Co.: 
G-14992 Hope Natural 
Co. 
Freeport Oil Co.: 
G-15915 United Gas Pipe Line 
Co. 
General American 
Texas: 
G-15479 United Gas Pipe Line 
Co. 
General Oil Co., Inc., et al.: 
G-16208 Hope Natural Gas Co. 
W. B. Gibson & O. M. Harris, et 
al.: 
G-16561 Hope Natural Gas Co. 
W. H. Gilmore: 
G-13344 E] Paso Natural Gas 
Co. 
N. C. Ginther, et al.: 
G-13627 Kansas-Nebraska 
Natural Gas Co., Inc. 
Delbert Goff, et al.: 
G-14176 Hope Natural 
Co. 
Graham-Michaelis Drilling Co.: 
G-15113 Phillips Petroleum Co 
Graham-Michaelis Drilling Co., 
et al.: 
G-14994 Cities Service Gas Co. 
Graham-Michaelis Drilling Co., | 
Operator: 

G-12711 Cities Service Gas Co 
William Graham Oil Co.: 
G-14278 Panhandle 
Pipe Line Co. 

Great Western Drilling Co.: 
G-14798 Permian Basin Pipe- | 
line Co. | 
Greenbrier Oil Co., Operator, et 
al.: 
G-13597 Texas-Illinois Natural 
Gas Pipeline Co. 
William Gruenerwald, Operator, | 
et al.: 
G-15381 Cities Service Gas Co 
Gulf Oil Corp.: 
G-13571 Pacific 
Pipeline Corp. | 
G-13620 Montana-Dakota Util- 
ities Co. 
G-14925 Transwestern Pipe- | 
line Co. | 


Gas 


Gas 


Oil Co. of 


Gas 


| 
Eastern 


Northwest | 


FIELD 


Sherman District - --} 


Bethany-Longstreet_ 
| 


Murphy District...-| 


Oe cicintininennnst 


Cotton Valley 
Murphy District... 


Sherman District - -- 


Blanco 
Atwood East 
Sherman District - --| 
Undesignated 
Hugoton -._...- 


Hugoton 


Ce 


Eumont 


Baileys Prairie Area 


.| Hibbard Pool--.....| 





See footnotes at end of table, p. 1225. 


STATE | 


| DISPOSE | DIs- 
|TION DATE! POSI- 
| TION 3 


COUNTY 


W. Vaa.<: 


| 


W. Va..<: 


Pitcessened 


| Colo 


| 


Calhoun 59 | Iss. 


| 
Caddo ‘ 
| 
' 


} 


Terrebonne - -.-- 


Webster_._._.. 


Ritchie 


Calhoun . 


San Juan... 


Logab....... 


Calhoun -....... 


Sherman. --. 


..| Morton 


Kans 
| 
N. Mex...| 


Haskell*_ 


















































































































































































































































PRODUCER,# DOCKET NO. 
PURCHASER# 


AND 


Gulf Oil Corp.: 


G-14940 Transwestern Pipe- 
line Co. 

G-14950 ‘Transwestern Pipe- 
line Co. | 

G-15344 Northern Natural Gas 
Co. 

G-16139 Transwestern Pipe- 


line Co. 
G-16141 

line Co. 
G-16201 

line Co. 


Transwestern Pipe- 


Permian Basin Pipe- 


G-16218 Transwestern Pipe- 
line Co. | 

G-16221 El] Paso Natural Gas 
Co. 

G-16524 El Paso Natural Gas 
Co. 

G-16745 United Gas Pipe Line 
Co. 

G-16882 Natural Gas Pipeline 


Co. of America. 
G-17760 Southern Natural Gas 
Co. 
G-17766 Texas Gas Transmis- 
sion Corp. 
G-18004 Lone Star Gas Co 
G-18977. Michigan-Wisconsin 
Pipe Line Co. 
P. P. Gunn & Harry Stevens, et 
al.: 
G-13406 Hope Natural Gas Co 
Guyan Gas Co.: 
G-16210 Hope Natural Gas Co 
G-18994 Hope Natural Gas Co 
Travis T. Hailey, Operator, et al.: 
G-16780 
Co 
Victor Hale & Anna Lowe: 
G-14286 Kentucky-West 
ginia Gas Co. 
G-15042 Kentucky-West Vir- 
ginia Gas Co. 
Horace C. Hargrave, et al.: 
G-17035 
Gas Gathering Co. 
G-17036 
Gas Gathering Co. 
Harper Oil Co., et al.: 
G-14947 Consolidated Gas 
Utilities Corp. 
Harrell Drilling Co.: 
G-13720 Texas Eastern Trans- 
mission Corp. 
Hawn Bros., Operator: 
G-16354 W. J. Riley..---- 


Vir- 


FIELD 


Puckett-Ellen- 
burger. 
Worsham Area 


N. W. Dower 


Panhandle Area - - 


Puckett-Devonian -. 


Tubb 


Panhandle Area 


Bagley -.......--- 


Ellenberger - -..--- 


Ada Area 
Quinduno* 


Cranfield 


Grand Lake Area- -.} 


Knox 
Laverne 


Sheridan District. 


Oceana District --- 


; Oceana District - 


El Paso Natural Gas | 


South Texas Natural | 


South Texas Natural | 


} 
| 
| 
| 
| 


See footnotes at end of table, p. 1225. 


East Panhandle. 


Middle Creek. 
Middle Creek--- 
North Monte 
Christo. 
North Monte 


Christo. 


Chickasha. -__-. 


Hidalgo_ cai 


East Taft - 


PRODUCER LIST 


_.| W. Va 


STATE 


N. Mex... 
Se 


N. Mes... 


| + BD nnace 


W. Va 


Tex. 


Tex. 


| Tex. 


NEW SERVICE CERTIFICATES—Continued 


COUNTY 


Reeves 


Beaver aie 
Sherman*__- 
Pecos ........... 
Lea 
Cimarron*. .. 
I ca das a amend 
Andrews. ....-.-- 
Bienville 
en 
Adams 


Cameron. .--.-- 


Grady* 
Harper 


Calhoun - 


| Wyoming 
| Wyoming 


| Collingsworth_. 


Floyd. 


Floyd. 


| Hidalgo- 


| Okla.____-| 


Tex. 


| Tex. i 


Hidalgo 


Grady 


Hidalgo. 


San Patricio... 


8 


10 


10 


10 5 


10 5 


10! 


10! 


18 5 


9 99 


30 


14! 


99 


7 


| DISPOSI- 
TION DATE 


59 


59 


59 


59 


59 | 






DIS- 
POSsI- 
TION! 





Iss 


Iss. 


Iss 


Iss 


Iss. 


Iss. 


Iss. 


PRODUCER LIST 1207 


NEW SERVICE CERTIFICATHS—Continued 


PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Robert Hayes, et al.: 
G-18225 Kentucky-West Vir- 
ginia Gas Co. 
J. D. Hedley, Operator, et al. 
G-14469 Southern Coast Corp 
W. L. Heeter 
G-15133 Hope Natural Gas Co 


Roy G. Hildreth, et al.: 


G-14809 Hope Natural Gas Co- 


Floyd E. Holbert: 
G 13802 United Gas Pipe Line 
Co. 
Honaker-Davis Drilling Co., 
Operator: 


G-13342 Cities Service Gas Co- 


J. M. Huber Corp. 
G-13800 Colorado Interstate 
Gas Co. 
G-13865 Shamrock Oil & Gas 
Corp. 
J. M. Huber Corp., Operator 
G-14742 Colorado Interstate 
Gas Co. 
Wm. A. Hudson & Edward R 
Hudson, et ai.: 
G-16930 West Texas Gather- 
ing Co. 
Hudson Gas & Oil Corp., et a.: 
G-15377_ United Gas Pipe Line 
Co. 
Humble Oil & Refining Co.: 
G-14154 Texas Gas Transmis- 
sion Corp. 
Humble Oil & Refining Co.: 
G-15365 American Louisiana 
Pipe Line Co. 
G-15545 Northern Natural 
Gas Co. 
G-15714 Transwestern Pipe - 
line Co. 
G-16231 El Paso Natural Gas 
Co. 
G-16741 El Paso Natural Gas 
Co. 
G-17391 Hope Natural Gas Co 
G-18993 FE] Paso Natural Gas 
Co, 
H. L. Hunt: 
G-14905 Southern Natural 
Gas Co. 
H. L. Hunt, Operator: 
G-15924 United Gas Pipe 
Line Co. 
Lamar Hunt: 
G-14167 El Paso Natural Gas 
Co. 
Lamar Hunt Trust Estate: 
G-13747 Unit Gas Co., Inc... 


Undesignated _ 


Poesta Creek... --- 


Washington Dis- 
trict. 


Lee District. 


Bloomington __ 


Nippawalla* 


West Panhandle_ . 


Undesignated . 


Greenwood. - 


Emperor Devonian- 


Ellenburger. 


Northwest Branch 


East Lake Palourde. 


Cheniet 
Undesignated_ 
Parsell. 
Cooper-Jal_...-. 
South Andrews 
Bayou Pigeon. 
South Pecos Valley 


Coffee Bay.-.----- 


Pilgrim Church 
Area 


Blinebry Pool__-..-- 


Palo Blanco_________| 


See j/‘ootnotes at end of table, p. 1225. 


DISPOSI- DIS- 
COUNTY TION DATE! POSI- 
TION ! 


Floyd. 


Bee 


Calhoun 


Calhoun. - - 


Victoria 


Barber 
Hutchinson 


Hutchinson 


Morton... 


Winkler__. 


Assumption*_. 


Cameron. 


Hansford 


La Fourche. .--.- 


Allen.... 
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PRODUCER,# DOCKET NO. AND | 
PURCHASER# 


Estate of Lyda Bunker Hunt, 
Deceased: 
G-14904 Southern Natural Gas 
Co. 
G-15923 United Gas Pipe Line 
Co. 
N. B. Hunt: 
G-14165 E) Paso Natural Gas 
Co, 
G-14295 United Gas Co., Inc_- 
Hunt Oil Co.: 
G-16145 United Gas Pipe 
Line Co. 
G-16445 Transwestern Pipe- 
Line Co. 
G-16944 Arkansas-Louisiana 
Gas Co, 
Hunt Oil Co., Operator: 


G-15124 Texas Eastern Trans- 
mission Corp. 

G-15146 Southern Natural 
Gas Co. 

G-15909 United Gas Pipe 
Line Co. 


W.H., Hunt: 

G-14166 El Paso Natural Gas 
Co. 

R. J. Hunter, et al.: 

G-15491 Hope Natural Gas Co. 

Hurt Oil & Gas Corp., et al.: 
G-15429 United Gas Pipe 

Line Co. 

Curtis R. Inman: 

G-16106 Transwestern Pipe- 
line Co, 

J. & M. Well Service Co., Oper- 

ator: 
G-16769 ‘Tennessee Gas Trans- 
mission Co. 

George Jackson: 

G-14880 Hope Natural Gas Co- 

Jocelyn-Varn Oil Co., Operator, 

et al.: 
G-14291 El Paso Natural Gas 
Co. 

W. L. Joyce, Operator, et al.: 

G-13930 United Gas Pipe Line 
Co. 
G. E. Kadane & Sons: 
G-13461 Pacific 
Pipeline Corp. 
Kansas Natural Gas, Inc., Oper- 
ator: 
G-13906 Northern 
Gas Co. 

Katz Oil Co., Operator, et al.: 
G-14767 Southern Coast Corp. 
G-14769 Southern Coast Corp. 
G-14775 Southern Coast Corp. 
G-14776 Southern Coast Corp. 


Northwest 


Natural 





See footnotes at end of table, p. 1225, 


PRODUCER LIST 


NEW SERVICE CERTIFICATHS—Continued 





FIELD 

Coffee Bay-....-...- Mivcwicses La Fourche... 
Pilgrim Church--... ee Se ess 
Blinebry Pool... .... Pi iced CAB cntecdctnen 
Palo Blanco......... Weineatad UR ncitonce 
South Mermentau | La-..----- Acadia......... 

Area. 
Shattuck Area......] Okla._....} Ellis.......-..- 
CHR ccccccncud BEd Claiborne. .....- 
Northeast Hallsville._| Tex___--- Harrison, ......- 
TE a ecicceei , ee Plaquemines --- 
Castor Creek Area..| La.......- Mtstectene 7 
Blinebry Pool... .-.. De, Rs cad Mes dcennsccas 
Grant District_...--. W. Va....| Doddridge..._- 
Cowards Gully.....- Bios cnnnce Beauregard. - -.- 
Worsham Area......| Tex......- sien 
Los Torritos.......- i aciadiies Hidalgo.......-. 
New Milton District .| W. Va..... Doddridge- -.-- 
Undesignated.......| Tex....--- Satton.......... 
Bloomington 5 ee 
Townsite. 
a Colo....--| Rio Blanco-.---- 
i 

ee Kans.....- a 
ions ninee Re eid a ancnins 
Pe indanelbaccennae DB ccck Pree cldciess 
Wink eccninimewe » ees 

We intinncincncenns TORS bas 





| 
| 

STATE COUNTY 
| 





DISPOsI- | 
ION DATE 


810 


12 22 59 


11 30 59 | 


“ 


59 | 


59 | 


25 59 | 


2 59 | 


59 


-| 12 14 
| 





s 


59 


10 12 59 | 
.| 10 12 59 | 
10 12 50 | 
10 12 59 | 











DIS- 
POSI- 


| TION 1 





Iss, 


Iss. 


Iss. 


Iss, 


Iss, 


Iss. 


| Iss. 


Iss, 


Iss. 


Iss. 


Iss. 


Iss 


Iss. 


Iss. 


Iss. 
Iss. 
Iss. 


PRODUCER LIST 1209 


NEW SERVICE CERTIFICATHS—Continued 


| | j 
PRODUCER,# DOCKET NO. AND | | } DISPOSI- | DIS 
PURCHASER# | | COUNTY TION DATE} POSI- 
| | TION! 


| 
| 
} 


oe 

Keener Oil Co.: } | 
G-16462 Michigan-Wisconsin | Laverne_..._..._--- | | 
| 


Pipe Line Co. 
A. R. Kelly: | 
G-15136 Hope Natural Gas Co. | Grant District P . Vi ee nsatintindl 
Kerr-McGee Oil Industries, Inc.; | 
G-14718 Northern Natural | Rosston Area_-__-..-- F | Beaver 
Gas Co. | | 
G-17381 Transcontinental Gas | Ship Shoal Area_-_-_- a@........| Terrebonne 
Pipe Line Corp. 
G-17396 Hope Natural GasCo.| Block 33 wcceecuet Blkcdncncec) OCI ccunt 
S. H. Killingsworth, Operator, | 
et al.: 
G-15790 Arkansas-Louisiana | Rodessa___..._..__- ’ on Marion 
Gas Co. 
Kilroy Properties, Inc., Operator, 
et al.: } 
G-17338 Hope Natural Gas Co.| Bayou Pidgeon. 
Kingwood Oil Co.: | 
G-15426 Northern Natural | Northwest Dower. 
Gas Co. 
Kirby Production Co.: 
G-15477 Natural Gas Pipe | Undesignated 
Line Co. of America. 
Kirby Production Co., et al.: 
G-16366 Natural Gas Pipe- | Camrick Southeast 
Line Co. of America. Gas Pool. 
P. G. Lake, Inc., Operator, et al 
G-18959 Arkansas-Louisiana | Waskom__.-. ; ‘ arrison _. 
Gas Co. 
Lancaster Oil & Gas Co.: 
G-18579 Hope Natural Gas Co_| Washington Dis- lao ... Calhoun. 
trict. 





Lario Oil & Gas Co.: | 
G-15200 Colorado Interstate | Hugoton............| Kans... Kearny .-.--- 
Gas Co. | 
G-16385 Starkan Gas Co......| Whelan Kans......| Barber 
Fred Larue, Operator, et al.: 
G-16528 United Gas Pipe! Pistol Ridge........ Miss. Peari River * 
Line Co. | 
D. C, Latimer: 
G-14284 United Gas Pipe | Maxie Pistol Ridge .| Miss-_-_- Pear! River. .-.- 
Line Co. 
Lecuno Oi] Corp., Operator: | 
G-16271 Mississippi River | Caddo Lake-. an | Harrison........ 12 
Fuel Corp. 
Philip Lemon, et al.: 
G-16586 Hope Natural Gas Co_| Union District......| W. Ritchie - 
Sheridan C. Lewis, Jr., Trustee: 
G-14773 Southern Coast Corp.| West Adami 
D. E. London, Operator: 
G-15138 Lone Star Gas Co...-} Ridgeway--......-- 
D. E. London: 
G-14568 Lone Star Gas Co....| Asphaltum 
John E, Lydle, et al.: 
G-13866 Hope Natural Gas Co.| Sherman District...| W. Va....| Calhoun........ 8 12 59 
Lyons & Logan, et al.: 
G-13557 Arkansas-Louisians | | Greenwood- 
Gas Co. Waskom. 


See footnotes at end of table, p. 1225. 


| 9: 
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PRODUCER,# DOCKET NO. 


PURCHASER# 


Lyons & Logan, Operator, et al.: | 
United 


G-14743 
Line Co, 


Gas 


AND 


Pipe | Gibson_____- 


| 


MWY/J Producing Co., Operator, 


et al.: 


G-17633 El] Paso Natural Gas 


Co. 
G-17903 
Co, 


McAlester Fuel Co., Operator: 


G-15367 
mission Corp. 


Texas Eastern Trans- 


M. F. McCain, Operator, et al.: 


G-15096 
mission Corp. 


W. P. McCutchan, et al.: 


G-17102 


Texas Eastern Trans- 


Hope Natural Gas Co 


J. Ray McDermott & Co., Inc.: 


G-17337 
McGrath 
et al.: 


& 


Hope Natural Gas Co 
Smith, 


Operator, 


El Paso Natural Gas | 


G-18195 El Paso Natural Gas | 


Co. 


Wm. L. McKnight: 
El Paso Natural Gas 


G-16495 
Co, 

Mack Oil Co.: 

G-18002 


Magnolia Petroleum Co.: 


G-13380 
Co, 


G-14223 Colorado 


Gas Co, 
G—14225 
G-14324 
G-14959 

Gas Co, 
G-16303 

Co 


Northern 


El] Paso Natural Gas 


Lone Star Gas Co----| 


Interstate | 


United Fuel Gas Co 
Lone Star Gas Co-_... 


Natural | 


G-16367 Transwestern Pipe- 


line Co, 
G-16368 

line Co, 
G -16432 

line Co, 
G-17401 


Transwestern 


Transwestern 


J, Markham, Operator: 
G-17455 El Paso Natural Gas 


Co, 


Glen A. Martin, et al.: 


G-14141 
mission Corp. 


Pipe- 


Texas Eastern Trans- 


May Oil Co,, Operator, et al.: 


G-14468 Southern Coast Corp- 


John W. Mecom: 
G-15916 
Line Co, 

G-16975 


United 


Gas 


Pipe 


Trunkline Gas Co_-_-_. 





El] Paso Natural Gas | 


Pipe- | 


Hope Natural Gas Co_| 


| 
| 
| 
| 





See footnotes at end of table, p. 1225. 


PRODUCER LIST 


FIELD 


Alta Loma’ .__- 


NEW SERVICE CERTIFICATHS—Continued 


STATE 


COUNTY 








| prsposi- | pis- 
TION DATE) POSI- 


| 


TION ! 








7 27 59 | Iss, 


ed BOWasacce | Terrebonne... .- 
De ‘a 
Spraberry Trend...) Tex_......| Reagan_.-- 7 
Spraberry Trend Tex._.....| Midland... 7 
Tetum........ Tex. BE steno 10 
Greenwood- La. coal SE ekwan 11 
Waskom., 
New Milton Dis- W. Va... Doddridge-- 
trict. 
Block 33__ Sia la.. Cameron. 8 
Spraberry..........- oe Upton._..- a 
Spraberry Trend_...| Tex-_----- | Reagan._.......| 12 
TT Gbie...-.5| GG. .cc<.<c-} 9 
| | 
NE cncnactoncnast . DEM...) TARin ‘ / 10 
| 
OD a iia cceceeetes Okla.....- Cimarron ....... 8 
-| *‘Thermwqell.s......-.} Tas.-.<s Jefferson Davis_.| s 
North Healdton Okla--- Carter _- 9 
Pimeotell. .<.....<+5. Kans____._| Finney___- 7 
Spraberry Trend_...| Tex.......| Upton --.....-.- 9 
Feldman-Tonkawa._| Tex-.----- | Lipsecomb*......| 8 
| 
| | 
} 
Wolf Creek area._...| Okla....- eens 
| 
Four Corners area...| N. Mex-.-| Rio Arriba*.....| 8 
| | 
East Cameron i ewan Cameron.....-.. s 
Block 4, 
| 
Mainent. cn aca cee IN. Mex..-| Lea sec cle 
| j 
| | 
oe | 
TNR Ss oss eat DON ccc DA FW tidentenn 9 
| | | 
| | 
Poesta Creek.....-..- D PeRseens sities 10 
| | | 
a ae eee + BMssusics. | Terrebonne. ..-- | 7 
| 
| 


12 § 


59 


ov 


2 59 


27 59 


8 59 


59 


10 


10 59 | 


10 59 


59 


12 59 | 


8 59 


5 59 | 


59 | 


| 





Iss, 


Iss. 


Iss, 


Iss 


Iss, 


Iss, 


Iss, 


Iss, 


Iss, 
Iss, 
Iss, 
Iss, 


Iss, 
Iss. 


| Iss, 


Iss, 


Iss, 


Dis, 


Iss. 


Iss, 


PRODUCER LIST 


NEW SERVICE CERTIPICATHDS—Continued 





PRODUCER,# DOCKET NO. AND | | DISPOSI- | DIs- 
PURCHASER# FIELD COUNTY |TION DATE] POSI- 
| TION! 


| 
J. F. Merrick, Operator, etal.: | 
G-16500 Tennessee Gas Trans- | Twin Basin Allen , W harton_. 
mission Co. area. 
Messman-Rinehart Oil Co., Op- 
erator, et al | 
G-13341 Panhandle Eastern | Lared 
Pipe Line Co. | 
Mid-Eastern Gas Co., Inc.: 
3-17916 Hope Natural Gas Co_| Mannington Dis- ; --| Marion. 
trict 
Middle States Petroleum Corp.: 
G-1588 Texas Eastern Trans Bethany-Long 
mission Corp 
Roger Milliken, et al--- 
G-17479 Orange Grove Gas | Quinto Creek..-- ‘ .-| Jim Wells 
Gathering C« 
Monsanto Chemical Co 
G-13348 Arkansas-Louisiana | Colquitt--. pin a Claiborne 
Gas Co. 
G-15318 Transwestern Pipe- | Worsham area-.--- 7 Reeves 
line Co. 
J. Hiram Moore, Operator, et al 
G-17386 El Paso Natural Gas 
Co, 
Wayne Moore and W, H, Gilmore: 
G-13343 El Paso Natural Gas | Undesignated.- 
Co. 
Morris Oil & Gas Co., Inc. 
G-14966 Hope Natural Gas Co.) Sherman District _- . Va....| Calhoun. 
Frank F. Morrison: 
G-16587 Hope Natural Gas Co_| Grant District *, Va....| Ritchie 
Robert Mosbacher, Operator, 
et al.: | 
G-14213 Tennessee Gas Trans- | Columbus bivcieni ....-| Colorado-. 
mission Co, 
H. 8S. Moss, Operator, et al.: 
G-13787 Lone Star Gas Co_...| Davis_.-- T | Grayson _- 
Frederick W. Mueller, et al.: 
G-17644 W.J. Riley Plymouth* Tex.......| San Patricio_- 
Mull Drilling Co., Inc., Operator, | 
et al.: 
G-13649 Cities Service Gas Co_! i ‘ ..| Barber- 
G-17827 Panhandle Eastern | Undesignated.-- ‘ Pratt*_. 
Pipe Line Co. 
Murphy Corp.: 
G-13872 Pacific Northwest lnhetnind aetaatae Slbiae Rio Blanco 
Pipeline Corp. 
NAFCO Oil & Gas, Inc., et al.: 
G-14287 Panhandle Eastern | Block 45._-.-.-.---- Tex__.....| Hansford 
Pipe Line Co. | 
National Associated Petroleum 
Co.,: 
G-16789 El Paso Natural Gas | Ignacio_.........---.| Col La Plata.......-- 
Co. | 
Nemours Corp., Operator,etal.: | 
G-18599 United Gas Pipe Line | John"C. Robbins 
Co. 
| 
| 


Northwest Production Corp.: 
G-15209 Pacific Northwest | San Juan Basin.....| N. Mex-...| San Juan* 
Pipeline Corp. | 


See footnotes at end of table, p. 1225. 
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PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Norville Oil Co., Inc.: 
G-18005 Lone Star Gas Co..-- 
Ocean Drilling & Exploration Co.: 
G-17342 Hope Natural Gas Co- 
Ocean Drilling & Exploration 
Co., Operator, et al.: 
G-17343 Hope Natural Gas Co. 
The Ohio Oil Co.: 
G-13871 Michigan-Wisconsin 
Pipe Line Co, 
G-16442 Panhandle 
Pipe Line Co. 
G-18003 Lone Star Gas Co. - 
Oklahoma Natural Gas Co.: 


Eastern 


G-15058 Northern Natural 
Gas Co, 

William C. Potter and A. G. 
Oliphant: 


G-20157 Consolidated Gas 
Utilities Co. 
Omega Oil Corp., Operator, et al.: 
G-13887 Northern Natural 
Gas Co, 
Charles E. Osgood, Jr.: 
G-17111 El Paso Natural Gas 
Co. 
Pan American Petroleum Corp.: 
G-12637 Texas Eastern Trans- 
mission Corp. 
G-13836 Kansas-Nebraska 
Natural Gas Co., Inc. 
G-14201 
Natural Gas Co., Inc. 
G-14224 Cities Service Gas Co 
G-14296 Kimble Gas Products 
Co. 
G -15046 
Co. 
G-15504 
Co. 
G-16196 
Co. 
G-16207 Transcontinental Gas 
Pipe Line Corp. 
G-16364 Mountain Fuel Sup- 
ply Co. 


El Paso Natural Gas 


El Paso Natural Gas 


G-16465 Texas Gas Transmis- | 


sion Corp. 

G-16496 United Gas Pipe 
Line Co. 

G-16557 El Paso Natural Gas 
Co. 

G-16566 Northern Natural 
Gas Co. 

G-16567 Northern Natural 
Gas Co. 

G-16996 El Paso Natural Gas 
Co. 


G-17417 Transcontinental Gas 
Pipe Line Corp. 


Kansas-Nebraska 


El Paso Natural Gas | 


See footnotes at end of table, p. 1225. 


PRODUCER LIST 


FIELD 


Bayou Pigeon 
Nichols 


| Western 
Area. 


Pool. 


Hugoton... 


| Yoward 


| Atwood East 


Elm Grove 


Rush Creek 
South Andrews 


Devonian. 
a 





| Ship Shoal Area 


Undesignated -_- 


IIE citiiesnsintibilesgsinas 


Langlie-Mattix* 


East Cameron Area. 


Mocane | 


NG: cicieindesoiioesia tery 


Hunter Northwest 


Northeast Rhodes*- 


iN, 
| 


N. 


N. 





STATE 


Kans_. 


| Tex......- 


NEW SERVICE CERTIFICATHS—Continued 


Mex... 


Mex... 


Mex... 


| Cameron 


COUNTY 


Tberia* 


Garfield__.-. 


Finney 


San Juan 
Hansford 


Hansford 





Gee. << 


2 


San Juan.... 





DISPOSI- 
TION DATE 


9 


10 


12 2 




















DIs- 
18 59 | Iss. 
10 59 | Iss. 
10 59 | Iss. 
12 59 | Iss, 
14 59 | Iss. 
18 59 | Iss, 
30 59 | Iss, 
14 59 | Rej 
12 59 | Iss 
6 59 | Iss, 
21 59 | Iss, 
12 59 Iss, 
12 59 | Iss, 
12 59 | Iss, 
21 59 | Iss, 
27 59 | Iss, 
21 59 | Iss. 
14 59 | Iss. 
17 59 | Iss. 
29 59 | Iss. 
28 59 | Iss. 
14 59 | Iss. 
14 59 | Iss. 
14 59 | Iss. 
14 59 | Iss. 
14 59 Iss, 
17 59 | Iss. 





PRODUCER 


LIST 


1213 


NEW SHRVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Pan American Petroleum Corp.: 
—Continued 
G-17574 Hope Natural Gas Co. 
G-17898 Lone Star Gas Co-... 
Pan American Petroleum Corp., 
Operator: 
G-16529 Colorado Interstate 
Gas Co, 
Pan American Petroleum Corp., 
Operator, et al.: 
G-10799 El Paso Natural Gas 
Co, 
Parker Petroleum Co., 
Operator, et al.: 
G-13828 Colorado Interstate 
Gas Co. 
G-14550 Northern 
Gas Co. 
Theodore A. Parsons, et al. 
G-15489 Hope Natural Gas Co_| 
Petroleum Inc., et al.: 
G-16277 Northern Natural 
Gas Co, 
Phillips Petroleum Co.: 
G-10329 Permian Basin Pipe- 
line Co. 
Phillips Petroleum Co.: 
G-13559 Pacific Northwest 
Pipeline Corp. 
G-14214 El] Paso Natural Gas 
Co. and Hunt Oil Co. 
G-15137 Kansas-Nebraska 
Natural Gas Co., Inc. 
G-15459 Kansas-Nebraska | 
Natural Gas Co., Inc. 
G-15514 United Gas Pipe Line 
Co. 
G-16157 Pacific Northwest 
Pipeline Corp. 
G-16909 Panhandle 
Pipe Line Co. 
G-16967 Northern Natural 
Gas Co. 
G-17096 Cities Service Gas Co. 
G-17223 El Paso Natural Gas 
Co. 
G-17405 
Co. 
G-17447 Transcontinental Gas 
Pipe Line Corp. 
G-17583 Kerr-McGee Oil In- 
dustries, Inc. 
G-17897_ Lone Star Gas Co-_-.| 
G-19544 Panhandle Eastern 
Pipe Line Co. 
Phillips Petroleum Co., Operator:| 
G-13650 Arkansas-Louisiana 
Gas Co, | 


Inc., 


Natural 


Eastern 


Hope Natural Gas 





Jefferson Island 
Ce ee 


Mocane* 


West Kutz 


Northwest Eva_.--.- 


Glenwood 


Union District 


Se ee 


Stiles 


Undesignated....... 


Jack Herbert Penn- 
sylvanian. 
Denver Area 


Undesignated.-_...._| 


North Henderson. -. 
Hogsback Area 

Undesignated._....- 
Ridgeway Unit__..-- 


Guymon-Hugoton.- - 
South Four Lakes... 


West Cameron Area 
Block 33. 
Ship Shoal Area 


Rock Pam Gather- 
ing System. 


| Colquitt 


See footnotes at end of table, p. 1225. 





WR iiatimel 


| Okla 
Undesignated __....-| 


i Beiiccstanbanoes 


| 


5 TI aa cceheintins 
| Hansford*..____.| 





DISPOSI- DIS- 
TION DATE) POSI- 
TION ! 


8 
12 21 59 
12 21 59 
10 13 59 
12 14 59 
12 14 59 
7 8 


8 04 


Cameron 
Terrebonne_-_-.-} 


Hutchinson*__ 








Clairborne. ....-| 12 21 5 
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PRODUCER LIST 


NEW SERVICE CERTIFICATHDS—Continued 


PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Placid Oil Co.: 
G-17746 Southern Natural Gas 
Co, 
G-18636 Texas Gas Transmis- 
sion Corp. 
Plateo Corp., Operator, et al.: 
G-17480 E] Paso Natural Gas 
Co. 
Powell Oil & Gas Co.: 
G-13412 Hope Natural Gas Co. 
Producing Properties Inc.: 
G-18256 Mississippi River 
Fuel Corp. 
Pubco Petroleum Corp.: 
G-14220 El] Paso Natural Gas 
Co. 
G-16212 Kansas-Nebraska 
Natural Gas Co., Inc. 
The Pure Oil Co.: 
G-15040 Transwestern Pipe- 
line Co. 
G-16169 Boswell Frates Co...- 
Refugio Enterprises, Inc. Opera- 
tor et al.: 
G-18595 Agsco Minerals Corp. 
Remlig Oil Co.: 
G-18978 Michigan-Wisconsin 
Pipe Line Co, 
Republic Natural Gas Co.: 
G-18008 Lone Star Gas Co.... 
Republic Natural Gas Co., et al.: 
G-1640 Transcontinental Gas 
Pipe Line Corp. 
Republic Natural Gas Co., Oper- 
ator: 
G-13335 Arkansas-Louisiana 
Gas Co, 
Republic Natural 
Operator, et al.: 
G-13889 Arkansas-Louisiana 
Gas Co., Operator, et al, 
Resler & Sheldon, Operator: 
G-15117 El Paso Natural Gas 
Co. 
Richardson & Bass, et al.: 
G-16137 Transwestern Pipe- 
line Co. 
Richardson & Bass, Operator: 
G-17399 Hope Natural Gas Co- 
W. J. Riley: 
G-16199 United Gas Pipe 
Line Co, 
C, L. Roberts: 
G-13645 Cities Service Gas 
Co. 
G~-13905 Northern 
Gas Co, 
G~-14283 Northern 
Gas Co, 


Gas Co., 


Natural 


Natural 


NP nisin 


Webster* 11 16 59 


Wheeler.........| 7 8 59 


Calhoun. .......| 11 30 59 


Harrison 6 24 59 


8 12 59 


12 14 59 


Worsham Area. 8 10 59 


Caddo Dome Carter 10 21 59 


Mission River Refugio 12 459 


Laverne Harper 12 22 59 


Grady.........-| 9 18 59 


Lafourche 11 17 59 


Colquitt Claiborne 


Colquitt 


Langlie-Mattix* N. Mex... 12 21 59 


West Texas Area....| Tex 8 10 59 


Abbeville* 8 10 59 


Plymouth* 12 14 59 


McGuire-Goemann.. 12 21 59 


Hugoton 8 12 59 


Hugoton 9 28 59 


See footnotes at end of table, p. 1225. 


Iss, 


Iss. 


Iss, 


Wwtd. 


Iss. 


Iss. 





PRODUCER LIST 


NEW SERVICE CERTIFICATHS—Continued 


PRODUCER,# DOCKET NO. AND 
PURCHASER# 


J. I, Roberts: 
G-15026 Arkansas-Louisiana 
Gas Co, 
Robinson Oil & Gas Co, of Texas, 
et al.: 
G-15098 Texas-Illinois Natural 
Gas Pipeline Co, 
Rock Island Oil & Refining Co., 
Inc., Operator: 
G-15343 El] Paso Natural Gas 
Co, 
Rodman-Noel Oil Corp., Opera- 
tor: 
G-14458 El Paso Natural Gas 
Co, 
Jas. E. Rogers, Operator, et al: 
G-16541 El Paso Natural Gas 
Co, 
Rutter & Wilbanks Bros,: 
G-15202 El Paso Natural Gas 
Co, 
Rutter & Wilbanks Bros., Opera- 
tor: 
G-15201 
Co. 
G-17038 El Paso Natural Gas | 
Co, 
Samedan Oil Corp.: 
G-16929 Boswell-Frates Co... 
Caroline Hunt Sands, et al. 
G-15922 United Gas Pipe Line 
Co. 
G-17398 Hope Natural Gas Co. 
Schermerhorn Oil Corp.: 
G-16746 Boswell-Frates Co_..- 
Herbert J, Schmitz: 
G-17449 The Manufacturers 
Light & Heat Co. 
Seadrift Pipeline Corp.: 
G-17044 Trunkline Gas Co-.-.- 





El Paso Natural Gas 


| 


Joseph E, Seagram & Sons, Inc.: 
G-15131 Jernigan & Morgan | 
Transmission Co. 
H., F. Sears: 
G-14221 Panhandle 
Pipe Line Co, 
Secure Trusts: 
G-14908 Southern Natural 
Gas Co. 
Joseph G. Sellwood: 
G-12977 Arkansas-Louisiana 
Gas Co. 
Shell Of] Co.: 
G-18859 Kansas-Nebraska | 
Natural Gas Co., Inc. 


Eastern 


G-15700 Tennessee Gas Trans-. 
mission Co. | 





| Caddo Dome----...- 


) eee 2 


Sweetie-Peck_.......| Tex... 


N. Mex... 


Spraberry Trend... 


Spraberry Trend....| Tex......- 


| 


Spraberry Trend...- | Tex......- 


Pilgrim Church 
Area. 

8, Thornwell 

Caddo Dome. ---..-- 


Luthersburg. .....--.| 


Northeast Hitch- 
cock. 


North Wellston 


Elm Grove Atwood 
East Key & Dune 
Ridge. 

Eugene Island Area.| La 

| 





See footnotes at end of table, p. 1225, 


COUNTY 


San Juan 


Midland 


Rio Arriba 


Reagan 


| Reagan 


| Jefferson Davis*. 


Carter - - 


Clearfield. ...... 
Galveston. ...... 
| Lincoln. ........ 


Lafourche 


CORE Riscsccnenil 





-| ll 


1215 


DISPOSE DIs- 
TION DATE) POSI- 


12 14 59 | 


9 28 59 


11 04 59 
7 8 59| 
8 10 59 
2 59 


7 8 59 


10 27 59 
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PRODUCER LIST 


NEW SERVICE CERTIVICATES—Continued 


PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Shell Oil Co.—Continued 
G-16766 Texas-lllinois Natu- 
ral Gas Pipeline Co. 
G-17560 Hope Natural Gas Co. 
G-18016 Cimarron Transmis- 
sion Co. 
Shoreline Petroleum Corp., Op- 
erator: 
G-17406 United Gas Pipe 
Line Co. 
Shoreline Petroleum Corp., Op- 
erator, et al.: 
G-15193 Texas Eastern Trans- 
mission Corp. 
Signal Oi] & Gas Co.: 
G-17251 Cities Service Gas Co. 
G-17252 Lone Star Gas Co--.-. 
Jay Simmons, et al.: 
G-14770 Southern Coast Corp. 
G-14771 Southern Coast Corp- 
G-14772 Southern Coast Cpro- 
Sinclair Oi] & Gas Co.: 
G-13807 Panhandle-Eastern 
Pipe Line Co. 
G-14765 Trunkline Gas Co-..- 
G-17017 Cimarron transmis- 
sion Co. 
Sinclair Oil & Gas Co., Operator: 
G-14739 El Paso Naturai Gas 
Co, & Hunt Oil Co. 
G-14791 El Paso Natural Gas 
Co. 
A, Z. Skeeters & W. C. Curry, 
Operator, et al.: 
G-13640 Texas Gas Transmis- 
sion Corp. 
Skelly Oil Co.: 
G-13350 Mountain Fuel Sup- 
ply Co. 
G-14150 Phillips Petroleum 
Co. 
G-15340 United Gas Pipe Line 
Co. 
G-17113 Cities Service Gas Co 
G-18584 Panhandle Eastern 
Pipe Line Co. 
G-18879 Louis Crouch 
Skiles Oil Corp.: 
G-18081 Hope Natural Gas Co. 
Slade Inc., et al.: 


G-14471 Southern Coast Corp | 


Slade Oil & Gas Inc., Operator: 
G-15043 United Gas Pipe 
Line Co. 
Smith & Barker Oil & Gas Co., 
Ine.: 
G-14991 Hope Natural Gas Co. 
Smith Development Co., Agent, 
et al.: 





DISPOSI- DIS- 
TION DATE) POSI- 


Javelina® 


Bayou Pigeon 
Southwest Enville_- 12 17 59 


East Cabeza Creek..| Tex 


Undesignated. 
Undesignated 


Southwest Enville_} Okla.-.... 


8 12 59 
9 25 59 
10 5 59 


9 25 59 
| 12 459 


12 22 59 


Murphy District... ~V i 11 10 59 


Poesta Creek | , 10 12 59 


Cabeza Creek......- | 7 27 59 





Sherman District... - Ja....| Calhoun...-....| 7 27 59 











G-17835 Phillips Petroleum Co, | Texas Hugoton 11 16 59 
See footnotes at end of table, p. 1225, 





PRODUCER LIST 


NEW SERVICH CHRTIFICATES—Continued 





| 
PRODUCER,# DOCKET NO. AND DISPOSI- 
PURCHASER# COUNTY TION DATE 


1 

J. M. L. Smith, et al.: | 
G-14273 Hope Natural Gas -_ Grant District 
Sohio Petroleum Co.: | 
G-14247 United Gas Pipe Line | South Lewisburg... | 
Co. 
Southern Petroleum Exploration, | 
Inc.: 
G-18141 El] Paso Natural Gas | 
Co. | 
| 


San Juan Basin....- 








Southland Royalty Co.: 
G-14144 El] Paso Natural Gas 
Co. 
Southwestern Exploration Co., 
et al.: 
G-14147 Panhandle Eastern | 
Pipe Line Co. 
Southwest Gas Producing Co., 
Inc,, et al.: 
G-16764 Texas Gas Transmis- 
sion Corp. 
G-17404 Texas Gas Transmis- 
sion Corp. 
Southwest Natural Production 
Co: | 
G-16165 Arkansas-Louisiana | Ruston 
Gas Co. | 
Southwest Natural Production | 
Co., Operator, et al.: | 
G-16275 Arkansas-Louisiana | Rodessa_...........- Wb iccnsat Marion.........| 12 14 
Gas Co. | | 
Southwestern Development Co.: | 
G-18487 Hope Natural Gas | Burning Springs | W. Va....| Wirt...- 10 20 § 
Co District. | 
Spartan Drilling Co. Inc., Agent, | 
et al.: 
G-12924 Southern Natural Gas | Logansport 
Co. 
Spartan Drilling Co. Inc., Oper- | 
ator, et al.: 
G-12925 Southern Natural Gas | Joaquin 
Co. } 
Hugh K. Spencer, et al.: | 
G-16931 Carnegie Natural Gas | Freemans Creek Fe Wile son 
Co. District. | 
Standard Oil Co. of Texas: 
G-14794 Texas Gas Corp Robinson Lake 
Starkan Gas Co.: | 
G-15440 Cities Service Gas | Whelan 
Co 
Starkan Gas Co., Operator: 
G-15441 Cities Service Gas | Hardtner 
Co. | 
Austin E. Steward: | 
G-17802 United Fuel Gas Co..| 
Sun Oil Co.: 
G-13626 Pacific Northwest | 
Pipeline Corp. | 
G-13748 Texas Eastern Trans- | Hidalgo 
mission Corp. 


Crosby Devonian. --! 


| 


Lamar 


South Blanco 


See footnotes at end of table, p. 1 





1218 PRODUCER LIST 


NEW SERVICE CHERTIFICATES—Continued 


PRODUCER,# DOCKET NO, AND DISPOSI- | DIS- 
PURCHASER# TION DATE} POSI- 
TION ! 


Sun Oil Co.—Continued 
G-15122 United Gas Pipe Line ‘i 8 10 59 
Co. 
G-15791 Transwestern Pipe- i 8 10 59 
line Co. 
G-16846 Texas-Illinois Natu- 
ral Gas Pipeline Co 
G-18541 Natural Gas Pipe- 12 4 59 
line Co. of America 
Sunray Mid-Continent Oil Co.: 
G-14753 Transcontinental Gas Terrebonne 8 10 59 
Pipe Line Corp. 
G-15115 Panhandle Eastern > Beaver 12 21 59 
Pipe Line Co. 
G-17051 South Texas Natural | North Monte 12 1 59 
Gas Gathering Co, Christo 
The Superior Oil Co.: 
G-16261 Transwestern Pipe- | Wolf Creek Area..-.- Lipscomb 
line Co. 
G-16380 Transcontinental Gas | Vermilion Area Vermilion 
Pipe Line Corp. (Off Shore) 
G-16388 United Gas Pipe | Bayou Penchant*.-- 
Line Co. 
Superior Oil Co., et al.: 
G-17572 Tennessee Gas Trans.| Cecil Noble . Colorado 
Co 
Syljo Gas Co.,: 
G-18011 Trunkline Gas Co....| Maetzo Goliad 
B. E. Talkington, et al.: 
G-16531 Hope Natural Gas | Union District W Ve...) BI...cccnce 7 14 59 
Co. 
Ben J. Taylor: 
G-16950 Panhandle Eastern | Pleasant Valley_---- Kans 12 22 59 
Pipe Line Co. 
Texaco Inc.: 
G-13552 Texas Eastern Trans- | Hidalgo Hidalgo 
mission Corp. 
G-14310 Teaxs Eastern Trans- | East White Point_-- San Patricio. 
mission Corp. . 
G-16794 Northern Natural Gas| Hugoton i 14 12 59 
Co. 
G-16988 Tennessee Gas Trans- | Atchafalaya Bay--.- 12 22 59 
mission Co. | 
G-17015 Cimarron Transmis- | Southwest Enville...} 12 17 59 | 
sion Co. 
G-17971 Tennessee Gas Trans- | Seeligson 7 859 
mission Co. | 
G-18902 E. Paso Natural Gas | Ignacio Blanco. r 12 22 59 
Co. 
Texas Oil Corp., Operator: 
G-13451 Gas Gathering Co....| Beasley Area.......-. 
The Texas Co.: 
G-15038 Southern Natural | Felice Bayou-...-.-- 
Gas Co. 
Texas Gas Exploration Corp.: 
G-17336 Hope Natural Gas 
Co. 


See footnotes at end of table, p. 1225. 




















PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Texas Pacific Coal & Oil Co.: 
G-16911 Cimarron Transmis- 
sion Co. 
G-17385 El Paso Natural Gas 
Gas Co. 
Tex Oil Corp.: 
G-14983 Southern Coast Corp. 
Tex-Star Oil & Gas Corp., Opera- 
tor: 
G-16828 Coastal 
Producing Co. 
G-16829 Coastal 
Producing Co. 
G-16830 Coastal 
Producing Co. 
G-16831 Coastal 
Producing Co. 
G-16832 Coastal 
Producing Co. 
G-17491 Coastal 
Producing Co. 
Tex-Star Oil & Gas Corp., Opera- 
tor, et al. 
G-16825 Coastal 
Producing Co. 
G-16826 Coastal 
Producing Co. 
G-16827 Coastal 
Producing Co. 
G-17495 Coastal 
Producing Co. 
Tidewater Oil Co.: 
G-16928 Wunderlich Devel- 
opment Co. 
G-17463 Hope 
Co. 
G-17474 Hope 
Co. 
G-17475 Hope 
Co. 
G-17483 Hope Natural Gas Co. 
Tidewater Oil Co., et al.: 
G-16194 Permian Basin Pipe- 
line Co. 
Tiger Minerals, Inc., Operator, 
et al.: 
G-14768 Southern Coast Corp. 
G-14774 Southern Coast Corp. 
Toto Gas Co., Operator: 
G-17624 Cities Service Gas Co. 
Tower Oil & Gas Co., Inc.: 
G-18499 Hope Natural Gas Co. 
John H. Trigg: 
G-15079 Southern 
Gathering Co. 
Tucker Gas Co., Operator: 
G-16440 Lone Star Gas Co.--. 
Union Drilling, Inc.: 
G-18160 Equitable Gas Co..-- 


States 


States 


States 


States 


States 


States 


States Gas 
States Gas 
States 


States Gas 


Natural Gas 


Natural Gas 


Natural Gas 


Union 


Gas | 





Enville* 


Aztec Pictured 
Cliffs. 


Tiger. 


Appling 

Appling 

Appling. 

Southwest Ponca 
City. 

South Bosco.-....... 

West Rayne-....... 


Jefferson Island_-... 


Eumont. 


Murphy District... 


Undesignated 


Skin Creek District. 


See footnotes at end of table, p. 1225, 


N. Mex... 


WW. VES 


W. Va...-| 








San Juan........ 


scenes 


Jackson 
Calhoun. ....... 
Calhoun 
Calhoun 
Calhoun. --.....- 


Calhoun 


Calhoun. -..-..- 


Calhoun. ......- 


Calhoun.-......-. 


| 


Vermilion 


1219 


DISPOSI- 
TION DATE 


10 12 59 


10 12 59 


10 12 59 





10 12 59 


10 12 50 


10 12 59 





10 12 59 
10 12 59 


7 859 
10 20 59 


11 30 59 


| 12 22 89 
| 





11 16 59 





DIS- 
POs 
TION ! 











1220 PRODUCER LIST 





NEW SERVICE CERTIFICATES—Continued 






PRODUCER,# DOCKET NO, AND 


DISPOSI- | DIs- 
PURCHASER# 


TION DATE} POSI- 


























Union Oil Co. of California: 
G-13857 Arkansas-Louisiana 















OGNEINS.. « cadaccccns adn Claiborne_...... 8 12 59 | Iss. 
Gas Co. 
G-14152 Natural Gas Pipeline | Camrick Southeast | Okla_...-- ee 9 25 59 | Iss. 
Co. of America. Pool. 
G-15350 Texas Gas Transmis- | East Lake Palourde.| La__-..... Assumption.....| 12 21 59 | Iss. 
sion Corp. 
G-15361 Texas Eastern Trans- | North Arneckeville.| Tex_.....- De Wihtt......... 10 5 59] Iss, 
mission Corp. 
G-15810 Transwestern Pipe- | Crawford--..-........ Ri SER cal WRG scamenddecy 8 10 59 | Iss. 
line Co. 
G-17263 Trunkline Gas Co....| Alto Loma Areas*...| Tex_....-- Galveston......- 10 27 59 | Iss, 
G-17457. Hope Natural Gas Co.| Bayou Pidgeon-.---- th csicsmmab J 8 10 59 | Iss. 
G-17509 El Paso Natural Gas | House-San Andres..| N. Mex_-.| Lea__.-.-------- 7 8 59] Iss, 
Co. 
G-18663 Natural Gas Pipeline | Southeast Boyd ae ) | 12 4 59} Iss. 
Co. of America. Area. 
Union Producing Co.: 
G-26923 United Gas Pipe Line | North Henderson...| Tex-...-.-- Rusk..........--| 10 13 5% | Iss. 
Co. 
G-17087 South Texas Natural | Shepherd--.-.....-- OE cawes, Hidalgo.-......- 12 1 59| Iss. 
Gas Gathering Co. 
United Oil & Gas Co., Inc., et al.: 
G-15337 Pacific Northwest | San Juan Basin_-.-.}| Colo_-..-- La Plata_........| 10 5 50 | Iss. 
Pipeline Corp. 
U.S. Smelting, Refining & Mining 
Co.: 
G-14892 El Paso Natural Gas | Ignacio............-- Colo......| La Plata........| 9 21 50] Iss. 
Co. 
B. F. Ussery: 
G-16269 W. J. Riley.....--..-- Plymouth*_.......-- BUR ccsake San Patricio..... 12 14 59 | Iss, 
Glenn L, Haught: 
G-14155 Hope Natural GasCo.| Murphy District....| W. Va_._.| Ritchie.......-- 9 25 59 | Iss, 
Catherine Van Doren: 
G-18258 Northern Natural | Hugoton-.........-.- eR cccnae FIDO... cases 12 4 59} Iss. 
Gas Co. 
Van Grisso Oil Co.: 
G-16203 Colorado Interstate | Mocane............- Olia.....0 ARTE . ccnccnewe 12 14 59 | Iss. 
Gas Co, 
James W. Vandeveer: 
G-13463 Pacific Northwest | Undesignated_.-..... Scenes Rio Blanco. .-.- 7 23 59 | Iss. 
Pipeline Corp. 
W. W. Vandeveer: 
G-13728 Pacific Northwest | Undesignated....... OND. wien Rio Blanco.....| 7 23 59 | Iss, 
Pipeline Corp. 
Vanson Production Corp.: 
G-13462 Pacific Northwest | Undesignated_.....- OUD. .<ask Rio Blanco.....| 7 23 59 | Iss. 
Pipeline Corp. 
G. H. Vaughn, Jr., et al.: 
G-16195 Transwestern Pipe- | Wolf Creek Unit | Okla_...-. IS . ceccccscass 8 10 59 | Iss, 
line Co. Area. 
Vesta Fuel Co.: 
G-14272 Hope Natural Gas Co.| Union District...... WW. VGcnec) WBicscnccoex 9 28 59 | Iss. 
G-14963 Hope Natural Gas Co.| Union District.....- W. Va....| Ritchie.......... 7 27 59 | Iss. 
Wagner & Wyant Drilling Co., 
Inc., et al.: 
G-13595 Shamrock Oil & Gas | West Panhandle.....| Tex_.....- Hutchinson... 11 30 59 | Iss, 


Corp. 


See footnotes at end of table, p. 1225, 


PRODUCER 


LIST 
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NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO, AND 
PURCHASER# 


Earl F. Wakefield, Operator, et 
al.: 
G-13546 Panhandle Eastern 
Pipe Line Co. 
Walters Drilling Co., Operator, 
et al.: 
G-14290 Cities Service Gas Co. 
Warren Petroleum Corp.: 
G-14140 Texas-Illinois Natu- 
ral Gas Pipeline Co. 
G-16030 Transwestern Pipe- 
line Co. 
G-16031 Transwestern Pipe- 
line Co. 
Warrior Oil Co.: 
G-17103 Michigan-Wisconsin 
Pipe Line Co. 
Washington Natural Gas Co., et 
al.: 
G-14965 Hope Natural Gas Co. 
Dick Wegener, Drilling Con- 
tractor: 
G-17643 Lone Star Gas Co... 
John L. Welsh, Jr., Operator, et 
al.: 
G-14238 Texas Eastern Trans- 
mission Corp. 
Westland Oil 
Corp.: 
G-18996 Michigan-Wisconsin 
Pipe Line Co. 
Wheless Drilling Co., Operator, 
et al.: 
G-13452 Arkansas-Louisiana 
Gas Co. 
Fred Whitaker, Operator: 
G-18683 Texas Gas Transmis- 
sion Corp. 
Fred Whitaker, Operator, et al.: | 
G-13885 Texas Gas Transmis- 
sion Corp. 
Wilcox Oil & Gas Co.: 
G-15493 Hope Natural Gas Co.| 
Wilcox Oil Co.: | 
G-17949 Cities Service Gas Co. 
Harry Wines: 
G-15044 Equitable Gas Co_---| 
G-16211 Equitable Gas Co.---| 
C. C, Winn, Operator, et al.: 
G-17302  W. J. Riley 
B. L. Woolley, et al.: 
G-16910 Coastal States Gas 
Producing Co. 
Zephyr Oil Co.: 
G-17905 Arkansas-Louisiansa 


Development 


Gas Co. | 


Frank Zickefoose: 
G-16347 Equitable Gas Co. -.-. 





Undesignated 


Northwest Sharon... 
Fairbanks 
East Sweetfield 


Monument 


Laverne 


Buckhannon 
Nellie 


a ee 


| 


| 
| 


7 


Simsboro -. . ........- 


Grant District 
Undesignated 


Skin Creek District _| 
Skin Creek District-.| 


Spartan 


Union District 





See footnotes at end of table, p. 1225. 


W.. Vlas 
W. ¥4....- 


| 


DISPOSI- | DIS 
TION DATE} POSI- 
TION # 






















PRODUCER,# DOCKET NO, AND 
PURCHASER# 


































T.N. & L. W. Tanzey: 


An-Son Petroleum Corp.: 





































Corp. 
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PRODUCER APPLICATIONS FOR ABANDONMENT OF SERVIOE DISPOSED OF DURING 
THE PERIOD JULY 1, 1959 THROUGH DECEMBER 31, 1959 


COUNTY 









DISPOSI- | DIS- 
TION DATE! POSI- 
TION! 





See footnotes at end of table, p. 1225. 


G-18807 Hope Natural Gas Co.| Murphy District....; W. Va....| Ritchie 

















G-17816 Colorado Interstate | Laverne............. GRR. cques PR a cccccccce 
Gas Co. 
Anderson-Pritchard Oil Corp.: 
G-17557 Orange Grove Oil & | Wade City.......... We adsens: eee 
Gas Corp. 
The Atlantic Refining Co.: 
G-15523 Texas Eastern Trans- | Koenig.............. POR vecnensi DOW Re cnsesne 
mission Corp. 
W. M. Bevly & W. M. Bevly, Jr.: 
G-13681 Trunkline Gas Co....| Howell......-......- licen Jim Wells....... 
R. J. Braden, et al.: 
G-16916 Hope Natural Gas Co.} Murphy District....| W. Va....| Ritchie.......... 
P. O. Burgy Drilling & Produc- | 
ing Co.: 
G-15100 Hope Natural Gas Co_| Grant District .....- We Weasel Mcakteusan 
G-16373 Hope Natural Gas Co.| Grant District ...... W. Va...-| Ritchie.......... 
F. A, Callery, Inc.: | 
G-18705 Tennessee Gas Trans- | North Delhi........ i ctewoe Se caactinteans 
mission Co. 
Carter-Jones Drilling Co., Ince., 
Operator, et al.: | 
G-17806 Tennessee Gas Trans- | North Ross_........ PeR a cansad ee 
mission Co. 
The Carter Oil Co.: 
G-16497 Lone Star Gas Co....| Undesignated.....-.. Okla...... Stephens*.._.._- 8 3 59 | Iss. 
City Products Corp., et al.: 
G-18834 Northern Natural | South Pleasant Kans...... POG sacaisoceus 10 13 59 | Iss. 
Gas Co. Valley. 
Clark Fuel Producing Co., et al.: 
G-18863 Tennessee Gas Trans- | Doss*............... Wincsani Hidalgo*........ 
mission Co. 
Columbian Fuel Corp. 
G-13036 Panhandle Eastern | Stevens............. BB necan oo een 
Pipe Line Co. 
W. J. Coppinger, et al.: 
G-18319 Northern Natural | South Pleasant ae eR cctisncinewed 10 13 59 | Iss. 
Gas Co. Valley. 
Crow Drilling Co., Inc., et al.: 
G-10558 United Gas Pipe | Marie-Pistol Ridge.| Miss....--. Pearl River..... 
Line Co. 
Falcon Seaboard Drilling Co., 
Operator, et al.: 
G-19037 Kansas - Nebraska | North Johnson Hill- | Colo..-..-- Ee 
Natural Gas Co, Inc. East. 
L. D. French, Jr., Operator, et al.|: 
G-18833 Texas Eastern Trans- | East Kingsville..... Deh anced Kleberg......... 
mission Corp. 
General American Of Co. of 
Texas. 
G-16864 Lone Star Gas Co...-- Undesignated Okla...... Stephens........ 
#Harley Lease 
G-17761 Warren Petroleum | Undesignated-...... it, Ween WORE. ..cccuce 


PRODUCER LIST 


ABANDONMENT LIST—Continued 


PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Graham-Michaelis Drilling Co.: 
G-17194 Colorado Interstate 
Gas Co. 
G-17216 Colorado Interstate 
Gas Co. 
Harper Oil Co., Operator.: 
G-14456 Cities Service Gas Co. 
H. L. Hawkins, et al.: 
G-14806 Trunkline Gas Co... 
Heep Oil Corp., et al.: 
G-13935 Tennessee Gas Trans- 
mission Co. 
G-13970 Arkansas - Louisiana | Wallace-Johnson..... 
Gas Co. 
Humble Oil & Refining Co.: 
G-12247 Texas Eastern Trans- | Rhode Ranch 
mission Corp. 
James Drilling Corp.: 
G-13718 New York State | Benezette Town- 
Natural Gas Corp. ship. 
Charles B. Johnston, Jr.: 
G-18940 Hope Natural Gas Co_| Meade District 
Kingwood Oil Co., Operator, 
et al.: 
G-19097 Cities Service Gas Co.| West Lawrie 
N. V. Kinsey, et al.: | 
G-16847 Arkansas Fuel Oil | Carthage....... ee 
Corp. 
Kirby Petroleum Co.: | 
G-18259 Tennessee Gas Trans- | East Gohlke.......- | 
mission Co, | 
La Plata Gathering System Inc.: | 
G-16539 El Paso Natural Gas | Blanco N. Mex...| 
Co. | 
Massey Oil & Gas Co.: | 
G-15536 Hope Natural Gas | Glenville District.... W.Va... 
Co. | | 
Monla Gas Co., Inc., et al.: 
G-15988 Southern Natural Gas | Duachita.-...... 
Co. | 
Monsanto Chemical Co.: | 
G-16464 Arkansas Louisiana | | Bienville 
Gas Co. | 
C. W. Murchison, et al.: 
G-17623 El Paso Natural Gas 
Co. 
Natura! Gas Products Co.: 
G-17934 Colorado Interstate 
Gas Co. 
Petroleum Inc., Operator: 
G-14978 Panhandle Eastern 
Pipe Line Co. 
Phillips Petroleum Co.: 
G-13048 Warren Petroleum Co. 
G-13049 Warren PetroleumCo-.| Lindsey Area......- 
G-13050 Warren PetroleumCo.| Golden Trend Area. 
G-18113 Northern Natural West Panhandle..-. 
Gas Co, 
G-18524 Lone Star Gas Co 


See footnotes at end of table, p. 1225. 
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PRODUCER,# DOCKET NO. AND 
PURCHASER# 


Rayville Natura] Gas Co., Inc., 
Operator: 


G-18114 Trunkline Gas Co-.--| 


A.H. Reber Co.: 


G-19058 Hope Natural Gas Co. 


Republic Natural Gas Co.: 
G-17792 Transcontinental Gas 
Pipe Line Corp, 
Frank A. Schultz, et al.: 
G-17418 El Paso Natural Ga 
Co. 
The Sharples Oil Corp.: 
G-16198 Barnhart Hydro-Car- 
bon Corp. 


Shawver Armour, Inc,, Operator, 


et al.: 


G-14146 Cities Service Gas Co. 


James I. Shearer: 
G-13717 New York State Nat- 
ural Gas Corp. 
Shell Oil Co.: 
G-16873 Phillips Petroleum 
Co. 
Signal Oil & Gas Co.: 
G-18073 Lone Star Gas Co. & 
Cities Service Gas Co. 
Sinclair Oil & Gas Co.: 
G-16779 Phillips Petroleum 
Co. 
G-18510 Tennessee Gas Trans- 
mission Co. 
Sinclair Oil & Gas Co., et al.: 
G-16755 Tennessee Gas Trans- 
mission Co. 
Skelly Oil Co.: 


G-16571 Lone Star Gas Co... 


Sohio Petroleum Co.: 
G-14647 Texas Gas Transmis- 
sion Corp. 
Southwest Natural Production 
Co.: 
G-16164 Mississippi River Fuel 
Corp. 
The Sparta Oil Co.: 


G-17517  Trunkline Gas Co.... 


Stephens Petroleum Co.: 
G-15327 Consolidated Gas 
Utilities Corp. 
Sunray Mid-Continent Oil Co.: 


G-17581 Tennessee Gas Trans- 


mission Co. 
The Superior Oil Co.: 


G-13336 United Gas Pipe Line 


Co. 


G-14325 United Gas Pipe Line 


Co. 


G-14326 Southern Natural Gas 


Co. 


G-14678 United Gas Pipe Line 


Co. 


PRODUCER LIST 


ABANDONMENT LIST—Continued 


TION ! 


Tyler County 


San Patricio ---.- | Iss, 


| Iss, 


| Reagan --......- 





Sedgwick. ......| 


_ 


| Iss. 


Benezette township -| 


West Panhandle... 


Undesignated 


West Panhandle. .--| 


wa 


| Iss. 


| Iss. 


Velma Pool. ._...... Iss. 


South Lewisburg-.-- pe 


San Patricio-.--- 





Willow Creek 














See footnotes at end of table, p. 1225. 
























DIS- 
POSI- 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss, 


Dis. 


Iss. 


Iss. 


Iss, 


PRODUCER LIST 1225 


ABANDONMENT LIST—Continued 


PRODUCER,# DOCKET NO, AND DISPOSI- | DIs- 
PURCHASER# COUNTY TION DATE| POSI- 
TION ! 


The Texas Co.: 
G-17244 Tennessee Gas Trans- 
mission Co. 
Tidewater Oil Co.: 
G-12131 El Paso Natural Gas 
Co. 
United Carbon Co., Inc.: 
G-13037 Panhandle Eastern | Stevens 
Pipe Line Co. 
Woodley Petroleum Co.: 
G-13759 United Gas Pipe Line | Bayou Mallet 
Co. 





*Indicates that other fields, counties, or States are also included. 

#Producers’ and Purchasers’ name may include et al., trustee, agent, or additional 
names on certain dockets. 

1Iss., issued; Wtd., withdrawn; Rej., rejected; Dis., dismissed, 











